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UNITED STATES 

SECURITIES AND EXCHANGE COMMISSION 
WASHINGTON. DC. 20549 

O,. ... ICE OP' 
THE CHAIRMAN 

The Honorable George Bush 
President of the Senate 
Washington, D.C. 20510 

Gentlemen: 

May 6, 1988 

The Honorable Jim Wright 
Speaker of the House 
Washington, D.C. 20515 

It is an honor to transmit the Fifty-Third Annual Report of the Securities and Exchange 
Commission for the fiscal year ended September 30, 1987. 

The 1987 fiscal year was somewhat unusual because three different people chaired the 
Commission during the year. Former Chairman John Shad concluded his long and dis
tinguished service at the Commission on June 18, 1987. Commissioner Charles C. Cox 
served admirably as Acting Chairman until I became Chairman on August 7, 1987. 

During fiscal year 1987, the excellent work of the staff enabled the Commission to fulfill its 
statutory mission while meeting new challenges, in the headquarters and regional offices. 
Increased budgetary resources, requested from Congress for upcoming fiscal years, 
would enhance the Commission's ability to continue this high level of performance. 

Statutory responsibilities of the Commission include enforcing the federal securities laws, 
ensuring complete and accurate disclosure regarding the issuer and its securities, over
seeing stock exchanges and secondary market participants, regulating investment com
panies and investment advisers and engaging in appellate and other litigation. The Com
mission again successfully discharged these responsibilities during the fiscal year. 

1983 1984 1985 1986 1987 

Enforcement Actions 261 299 269 312 303 

Filings Given 
Full Review 6,987 7,237 9,571 10,526 10,797 

Broker-Dealer 
Oversight Exams 324 389 447 481 452 

·SRO Inspections 18 20 21 22 23 

Investment Co. and 
Adviser Inspections 1,085 1,334 1,606 1,906 2,033 

·Self-Regulatory Organizations 
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Enforcement: During the fiscal year, the Commission's enforcement program contin
ued to be vigorous and comprehensive. Primary program areas are fraudulent securities 
offerings, violations of the securities laws by broker-dealers and other regulated entities, in
sider trading, and issuer financial disclosure. A total of 303 cases were brought during the 
year. The Commission obtained court orders requiring defendants to retum illicit profits 
amounting to approximately $121 million. Disgorgement in insider trading cases alone 
amounted to $70.1 million, and civil penalties under the Insider Trading Sanctions Act 
amounted to $62.6 million. 

Some of the most significant insider trading cases in the Commission's history were 
brought during the fiscal year. On November 14, 1986, the Commission instituted and set
tIed a civil action against Ivan F. Boesky, an arbitrageur. As part of Boesky's settlement, he 
agreed to cooperate with law enforcement officials in continuing inquiries. The coopera
tion was significant in the Commission's strategic approach to law enforcement. 

Full Disclosure: The full disclosure program is designed to provide investors with full 
and accurate material information, foster investor confidence, contribute to fair and or
derly markets, facilitate capital formation, and inhibit fraud. Ongoing activities and special 
projects were carried out to accomplish the goals of the program. 

Full reviews of disclosure filings increased during the fiscal year. Resources were devoted 
to new issuers, tender offer filings, and to annual meeting prOxies. The latter category in
cluded over 2,000 proxies requesting shareholder approval for reducing director liabilities 
and broadening indemnification of corporate officers and directors as a result of new state 
corporate laws. New issues of securities and corporate acquisitions and restructurings 
were at high levels during the year. 

Passage of the Tax Reform Act of 1986 required substantial staff resources for filings made 
to assure certain tax consequences. Innovative securities, such as private and public col
lateralized loan obligations, continued to proliferate. Also during the year, the Commission 
took action on a wide range of issues in rulemaking, interpretive, and legislative matters. 
Additionally staff prepared a chapter in the internationalization report. 

Accounting and AucUting MatteI'S: During the fiscal year, the Commission 
adopted rules that improve and simplify disclosures made by bank holding companies 
about loans to countries experiencing liquidity problems. It also amended its rules to de
lete certain requirements regarding disclosure of effects of inflation and changing prices. 
The Commission also issued proposed rules regarding peer review and increased disclo
sure of disagreements between accountants and clients. The staff also studied the draft 
proposals of the National Commission on Fraudulent Financial Reporting. 

EDGAR: The Commission's pilot electronic disclosure system (known as "EDGAR" for 
Electronic Data Gathering, Analysis and Retrieval) successfully completed its third full year 
of operation, demonstrating the feasibility of electronic filing and review. Over 20,000 fil
ings have been made since the pilot program began in September 1984. Filers include 
publicly-traded corporations, investment companies, and public utility holding compa
nies. During the fiscal year, the Commission moved ahead with plans for an operational 
system and the Request for Proposals, amended to reflect changes in the funding strategy, 
was released on October 23, 1987. The Office of Edgar Management was created to direct 
the procurement and implementation of the EDGAR operational contract. 
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Regulation oftbe Securities Marllets: During the fiscal year, on-going programs 
for oversight of the nation's securities markets and of market professionals were carried 
out, and progress was made on new challenges presented by the markets. 

Oversight examinations of broker-dealers were enhanced with the addition of on-line 
computer systems to improve collection of data and with development of software pro
grams for use in field examinations. The staff increased the emphasis placed on review of 
sales practices during the year in inspections of broker-dealers and of self-regulatory or
ganizations. Also during the year, 500 new over-the-counter securities were designated as 
National Market System securities, and unlisted trading privileges were granted for 25 
NMS securities to be traded on the Midwest Stock Exchange. In the area of clearance and 
settlement of securities, progress was made during the year. Specifically, mortgage
backed securities transactions settling in sameday funds, and mutual fund orders were 
added to the National Clearance and Settlement System, and immobilization of securities 
was encouraged during the year. 

Issues associated with internationalization of the securities markets remained a high prior
ity. The Commission approved certain linkages between exchanges and clearing agencies 
and granted certain exemptions to accommodate foreign market structures. The Com
mission held a roundtable discussion on internationalization issues associated with pri
mary and secondary markets. These issues were also discussed in the Staff Report on In
ternationalization. 

Market volatility remained a concern of the Commission throughout the fiscal year. The 
Commission took steps, in cooperation with the exchanges, to reduce volatility on so
called Expiration Fridays, and study of the results continued. Also during the fiscal year, 
the staff completed and published an intensive review and analysis of market events of 
September 11 and 12, 1987. Although that study did not find that immediate regulatory ac
tion was necessary, it expressed concern over a "cascade" scenario of certain sudden ef
fects in the securities markets because of the close interplay and increased use of deriva
tive products for index arbitrage and portfolio insurance. 

Economic Research and Analysis: The economic staff provides the Commission 
with economic advice and analysis regarding rule proposals, policy matters, and the capi
tal markets. It also engages in statistical monitoring of the securities industry. During the 
year, the staff reviewed 110 rules and rule proposals. It also provided advice to operating di
visions regarding the requirements of the Regulatory Flexibility Act, reviewing 65 Regula
tory Flexibility analyses and certifications. A major initiative during the year was the Staff 
Report on Internationalization. Also, staff prepared studies concerning: the effects of mul
tiple trading of options; the use of repurchase agreements; trading and returns behavior of 
initial public offerings; alternative criteria for subjecting of issuers to the mandatory disclo
sure requirements; and effects of full cost accounting on oil and gas firms. Additionally, the 
staff prepared several studies regarding changes in corporate control. These included ten
der offer financing; dual-class recapitalizations; effects of defeating takeover attempts; 
market anticipation of takeovers; and the effects of the Ohio anti-takeover law. Other analy
ses were performed during the year regarding various aspects of mutual funds. 

Utlgatlon and Legal Activities: The Office of the General Counsel represented the 
Commission in 304 litigation matters. During the fiscal year, 36 federal court of appeals 
and Supreme Court cases were concluded, all but three favorably to the Commission. Of 
16 appeals in Commission injunctive actions, six were concluded, with only one outcome 
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unfavorable to the Commission. There were also 23 appellate and district court actions 
seeking to overtum Commission orders. Ten were concluded, with one adverse result 

Also during the year, the Commission participated as amicus curiae in 46 cases, and en
tered its appearance in 32 of 94 reorganizations under Chapter 11. The General Counsel 
handled more than 217 other proceedings before the Commission or in the federal district 
courts, assisted the Commission in preparation of testimony on a number of important is
sues and on a legislative proposal to amend the Exchange Act to permit the Commission 
to regulate certain brokerage activities of banks. The General Counsel also assisted in 
preparation of the Staff Report on Internationalization. 

Investment Companies and Advisers: The number of investment companies, in
vestment advisers, and assets managed by them increased substantially during the fiscal 
year, while staff levels in the DMsion of Investment Management remained essentially un
changed. For the first time, the number of examinations completed by regional and head
quarters staff during the fiscal year exceeded 2,000, almost double the number completed 
five years ago. Both regional and headquarters staff continued efforts to coordinate with 
state regulators by conducting joint examinations, providing training for state examiners, 
and routinely sharing examination results. Also during tile year, substantial progress was 
made on a report requested by Congress regarding the financial planners industry. Among 
the areas discussed in the report is the National Association of Securities Dealers' pilot pro
ject to inspect investment advisers who are also NASD members. 

Other initiatives undertaken by the staff during the year included work on legislative pro
posals, on the Staff Study on Intemationalization, rule making and disclosure and adminis
tration of the Public Utility Holding Company Act. 

Jlilanageoaent and PrograID Support: During the fiscal year, management staff in
itiated 24 major projects, including reviews of information security and internal control ob
jectives. Consistent with prudent management, intemal audits were conducted of pro
grams, activities and functions. Consumer affairs specialists responded to approximately 
40,000 complaints and inquiries during the fiscal year, an 11 percent increase over the pre
vious year. During fiscal year 1987, 1,908 Freedom of Information Act requests were pro
cessed, and 2,005 Congressional requests for records were fulfilled. Programs in support 
of Equal Employment Opportunity were carried out during the year, as were programs de
signed to enhance computerization. Also during the year, training programs emphasized 
computer literacy, leadership subjects related to equal employment opportunity, and other 
significant areas. 

In November 1986, the Commission received the Outstanding Employer of the Year 
Award from the District of Columbia Rehabilitation Services Administration, recognizing 
efforts in hiring, training and retaining the handicapped. 

Also during the year, the Commission testified before Congress 19 times regarding issues 
such as tender offers, insider trading, oversight and surveillance of the securities markets, 
federal government loan sales, the role of auditors in financial reporting, and the Commis
sion's authorization and appropriation. 

As the new fiscal year began on October I, 1987, further regulatory challenges emerged. 
Periods of volatility in the securities markets continued to be of deep concern. Automation 
in the securities markets continued to bring farreaching changes. Speeded by automation, 
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internationalization of the markets continued at a rapid rate, presenting issues of policy for 
regulators around the world. Addressing these issues will be a high priority during the com
ing fiscal year. 

David S. Ruder 
Chairman 
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Enforcement Program 

Key 1987 Results 

The Commission's 1987 enforcement program was both vigorous and compre
hensive in nature. While the largest program areas continued to involve fraudulent 
securities offerings and violations by broker-dealers and other regulated entities, 
the Commission also brought record numbers of cases involving insider trading 
and issuer financial disclosure, areas which have received continuing emphasis. 
The Commission brought a total of 303 cases in fiscal year 1987. In fiscal 1986, it 
brought 312. 

Total Enforcement Actions Initiated 
FY'83 FY'84 FY'85 FY'86 FY'87 

Total 261 299 269 312 303 
Civil Injunctive Actions 151 179 143 162 144 
Administrative Proceedings 94 114 122 136 146 
Civil And Criminal Contempt Proceedings 14 4 3 14 13 
Reports of Investigation 2 2 1 0 0 

In fiscal year 1987, the Commission obtained court orders requiring defendants 
to return illicit profits amounting to approximately $121 million, either as disgorge
ment or as restitution to defrauded investors or entities. Disgorgement orders in in
sider trading cases amounted to $70.1 million, compared to $29.7 million in 1986. 
Civil penalties under the Insider Trading Sanctions Act of 1984 (ITSA) amounted to 
$62.6 million. 

The Commission referred matters, or granted access to its files, to the federal 
and state prosecutorial authorities in 150 cases. There were 72 criminal indict
ments or informations and 87 convictions obtained during fiscal year 1987 in 
Commission-related cases. 

Introduction 

The Commission's enforcement program seeks to preserve the integrity, effi
ciency and fairness of the securities markets by enforcing the federal securities 
laws. These laws provide civil and administrative remedies designed to rectify past 
violations and prevent future violations. 

Most Commission enforcement actions are preceded by a private investigation 
to determine whether a violation of the securities laws has occurred or is about to 
occur. Where necessary, the Commission may order a formal investigation and 
thereby authorize the staff to issue subpoenas compelling testimony and the pro
duction of documents. 

Depending on the results of an investigation, the Commission may authorize the 
staff to commence a civil action in a United States District Court, institute an 
administrative proceeding, or refer the matter to the Department of Justice for 
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criminal prosecution. Matters may also be referred to state or local authorities or 
self-regulatory organizations for appropriate action. 

The Commission's primary civil remedy is a federal court injunction which di
rects the subject to comply with the law in the future. If an injunction is violated, 
contempt of court proceedings may result in imprisonment or the imposition of 
fines. Courts may also issue orders providing other equitable relief such as restitu
tion, disgorgement of illicit profits, and other appropriate remedies. Those who 
commit insider trading violations may be subject to a penalty not to exceed three 
times the profit gained or loss avoided. 

The Commission is authorized to bring administrative proceedings against reg
ulated entities such as broker-dealers, investment companies, and investment ad
visers, as well as persons associated with such entities. Where the Commission 
finds that a regulated entity has willfully violated the securities laws, it may impose 
remedial sanctions ranging from a censure to revocation of the registration re
quired for the entity to conduct business. The Commission also may censure or 
limit the activities of associated persons, or suspend or bar such persons from as
sociation. 

Issuers of securities are subject to administrative proceedings if they fail to com
ply with the disclosure, proxy and tender offer provisions of the Securities Ex
change Act of 1934 (Exchange Act). Individuals causing such failures may also be 
named as respondents in such proceedings. Respondents may be ordered to 
comply with applicable provisions of the securities laws upon specified terms and 
conditions, or to take steps to effect compliance. 

Issuers may also be named as respondents in certain proceedings authorized by 
the Securities Act of 1933 (Securities Act). In addition, the Commission may pub
lish reports of investigation under Section 21 (a) of the Exchange Act. 

Criminal sanctions for federal securities law violations include fines and impris
onment for up to five years for each violation. The Commission has developed 
close working relationships with the Department of Justice and U.S. Attorneys' Of
fices to assist in the investigation and prosecution of such cases. The Commission 
also cooperates closely with state securities regulators and self-regulatory organi
zations, including the National Association of Securities Dealers (NASD) and the 
various national securities exchanges. 

Program Areas 

The Commission investigates and brings enforcement actions to remedy a 
broad range of violations. Classified by primary violation, enforcement activity dur
ing fiscal year 1987 included (1) cases concerning corporate reporting and ac
counting, (2) insider trading, (3) violations by regulated entities and associated per
sons, (4) market manipulation, (5) securities offerings, (6) changes in corporate 
control, (7) related party transactions, (8) fraud against regulated entities, (9) civil 
and criminal contempt actions, and (10) delinquent filing cases against both issu
ers and individuals. (See Table 33 for a listing of all enforcement actions instituted 
in fiscal year 1987). 

Corporate Reporting and Accounting- Financial disclosure cases continued to 
be a high priority in fiscal year 1987. The Commission brought 61 cases containing 
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significant allegations of financial disclosure violations against issuers, regulated 
entities or their employees (including 18 actions in which financial disclosure vio
lations were alleged in addition to other primary violations), compared with 35 
such cases in 1986.1 The Commission also brought 11 cases alleging misconduct 
on the part of accounting firms or their partners or employees in fiscal year 1987, 
including two of the issuer disclosure cases set forth above? There were 15 en
forcement actions against accountants or accounting firms in 1986. 

Typical financial disclosure cases involve the improper valuation of assets or 
liabilities; the improper recognition of revenue or income; the failure to establish 
sufficient provisions for bad debts or other contingencies; or the failure to provide 
adequate disclosure concerning the issuer's financial condition. Many cases also 
involve violations of the accounting provisions of the Foreign Corrupt Practices 
Act Financial disclosure cases are often complex and require more resources than 
other types of cases, but their effective prosecution is essential to preserving the in
tegrity of the disclosure system. 

The Commission brought several enforcement actions this fiscal year concern
ing the adequacy of financial disclosures made by financial institutions. On Sep
tember 21, 1987, the Commission instituted an injunctive proceeding, SEC v. Fi
nancial Corporation of America (FCA), 3 in which it alleged that the holding 
company for a major savings and loan institution violated the reporting, books and 
records, and internal controls provisions of the federal securities laws. The com
plaint alleged, among other things, that FCA improperly and prematurely recog
nized income from certain real estate transactions, referred to as "buy/sell" trans
actions, which were designed to conceal FCA's involvement in the transactions 
and its continuing financial exposure relative to the underlying real estate, causing 
improper recognition of income of approximately $13.3 million in one year, and $7 
million in the next. The Commission also alleged that FCA failed to maintain ade
quate reserves to cover losses in its loan and real estate portfolio, due to, among 
other things, a decline in underwriting standards that led to an increased volume of 
'substandard loan assets. It also alleged that FCA improperly recognized income 
from certain acquisition, development and construction loans. FCA consented to 
the entry of a permanent injunction and to certain reviews, to be performed by its 
independent accountants. 

On February 27, 1987, the Commission instituted an administrative proceeding, 
In the Matter of Continental Illinois Corporation,4 against the holding company 
of Continental Illinois National Bank and Trust Co. of Chicago, one of the largest 
banks in the United States. The Commission alleged that Continental mischarac
terized a substantial portion of the loan loss provision reported in its Form 1 O-Q for 
the second quarter of 1984. 

Continental characterized $425 million of the nearly $1 billion provision as "loss 
on sale of loans subject to FDIC agreement." Continental did not disclose, how
ever, that the Office of the Comptroller had directed a $950 million provision for 
Continental to provide for credit losses in Continental's portfolio prior to the loan 
sale. The Commission determined that it was materially misleading for Continental 
to attribute the $425 million, which was clearly part of the $950 million provision, 
to the event of the sale. Continental consented to a Commission order directing it, 
among other things, to comply with various provisions of the Exchange Act, and to 
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restate its financial statements to properly characterize the $425 million provision. 
On August 17, 1987, the Commission instituted an administrative proceeding, 

In the Matter of Texas Commerce Bancshares, Inc. (fCB), 5 in which it found that 
TCB, a bank holding company, failed to have in place an adequate loan loss review 
system, and that as a result, the consolidated loan loss reserve for TCB, as of De
cember 31, 1984, was understated by $28.2 million. 

The Commission pointed out four factors which played key roles in creating the 
system's inadequacy: (1) substantial growth in TCB's aggregate loan portfolio 
through the relevant period; (2) TCB's failure to adapt its loan review system to the 
increased loan level; (3) TCB's failure to give sufficient emphasis to an ongoing as
sessment of the loan portfolio; and (4) TCB's reliance on loan officers (rather than 
on a separate loan review function) to identify problem loans on a continuing basis . 
. TCB consented to the issuance of an order requiring it to comply with the report

ing' books and records, and internal controls provisions of the Exchange Act, ~nd 
to comply with certain undertakings. 

On August 10, 1987, the Commission instituted administrative proceedings, In 
the Matter of DeLaurentiis Entertainment Group, Inc. (DEG), 6 in which it found 
that DEG, a company engaged in the financing, production and distribution of 
motion pictures, violated the books and records and internal control provisions of 
the Exchange Act. The Commission found that DEG incorrectly capitalized ap
proximately $1.5 million in interest costs that should have been expensed, and at 
the same time expensed an approximately equivalent amount of selling, general 
and administrative costs, and other costs, which should have been capitalized as 
production costs. 

It also found that DEG's books and records and system of internal controls failed 
to adequately reflect such transactions, and led to the serious compromise of the 
accuracy of DEG's financial statements. DEG consented to the Commission's 
order which required it to comply with the books and records and internal control 
provisions of the Exchange Act and to comply with its undertakings to put in place 
certain remedial procedures. 

Included in Commission enforcement actions against independent accountants 
who examine and issue opinions on an issuer's financial statements is SEC v. 
Grant Thornton, et ai., 7 an injunctive action which was filed on October 16, 1986. 
The Commission alleged that Grant Thornton (formerly Alexander Grant & Co.) vi
olated the antifraud provisions of the federal securities laws in connection with the 
issuance of audit reports based on its examination of the financial statements of 
ESM Government Securities, Inc. (ESM), a broker-dealer principally engaged in 
government securities repurchase transactions. The Commission alleged that the 
audits were not conducted in accordance with Generally Accepted Auditing Stan
dards (GMS), and that the financial statements were not prepared in accordance 
with Generally Accepted Accounting Principles (GMP). 

The Commission alleged that many of the audit deficiencies stemmed from 
Grant Thornton's failure to understand the nature of the business of ESM. The 
complaint also alleged one of the individual defendants, a partner at the firm, be
came aware that Jose L. Gomez, the partner with primary responsibility for ESM, 
had taken money from ESM principals, thereby compromising his independence. 
The defendants consented to the entry of permanent injunctions. 
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On March 25, 1987, the Commission brought an administrative proceeding, 
pursuant to Rule 2(e) of its Rules of Practice, against KMG Main Hurdman,8 a firm 
of certified public accountants, alleging that Main Hurdman engaged in improper 
professional conduct in connection with the audits of the First National Bank of 
Midland, Texas (FNBM), and of Time Energy Systems, Inc. In the case of FNBM, 
the Commission alleged that a sale and leaseback of the bank's principal proper
ties was not recorded in accordance with GAAP and was structured to allow the re
porting of a profit in 1982. The Time Energy financial statements allegedly violated 
GAAP by prematurely recording incentive and management fees from research 
and development contracts entered into with various limited partnerships with 
which it conducted business. 

Main Hurdman consented to the entry of a Commission order in which it was 
censured and ordered to comply with certain undertakings, including undergoing 
an augmented peer review and documenting certain internal consultations on au
diting questions. 

The Commission brought five cases primarily involving the misrepresentation 
of or failure to disclose information concerning related party transactions, the 
compensation of officers, or other matters during fiscal year 1987. The Commis
sion also brought 23 delinquent filing actions during the fiscal year, compared with 
18 in 1986. 

Insider Trading-Insider trading refers generally to the act of purchasing or selling 
securities in breach of a fiduciary duty or a relationship of trust or confidence, while 
in possession of material non public information about an issuer or the trading 
market for an issuer's securities. The federal securities laws prohibit such trading 
not only by corporate officers and directors and other persons having a relation
ship of trust or confidence with the issuer or its shareholders, but also by persons 
who misappropriate material nonpublic information from sources other than the 
issuer. The tippees of any such person may also be subject to the prohibition. 

The Commission's insider trading enforcement program achieved record re
sults in fiscal year 1987. The Commission brought 36 cases in which insider trad
ing was the primary violation alleged, including several of the most significant in
sider trading cases ever brought by the Commission. Insider trading violations 
were also alleged in an additional six cases, which were primarily financial disclo
sure cases.9 

On November 14, 1986, the Commission instituted the largest insider trading 
case in its history against arbitrageur Ivan F. Boesky.lO The Commission alleged 
that Boesky caused certain affiliated entities to trade in securities while in posses
sion of material non public information concerning tender offers, mergers, and 
other extraordinary corporate transactions. Boesky was alleged to have obtained 
this information from investment banker Dennis B. Levine, who previously had 
been enjoined in a Commission action brought in May 1986. 

As part of a settlement of that action, Boesky consented to the entry of an order 
of permanent injunction. He paid $50 million in cash as disgorgement of profits 
obtained by his affiliated entities as a result of the illegal insider trading, and paid 
a penalty consisting of securities which had an estimated aggregate value of $50 
million. Boesky also consented to the entry of an administrative order permanently 
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barring him from the securities industry. 11 Additionally he pleaded guilty to a fed
eral felony charge of conspiracy to make false filings with the Commission. Boesky 
thereafter cooperated with the Commission in its continuing investigation, which 
resulted in several additional significant cases during fiscal year 1987. 

On February 13,1987, in SEC v. MartinA. Siegel, 12 the Commission filed an in
junctive action against an investment banker, alleging that he disclosed to Boesky 
material nonpublic information which he obtained by virtue of his employment. 
Siegel allegedly disclosed the information to Boesky under circumstances in 
which Siegel knew that Boesky would cause certain affiliated entities to trade while 
in possession of the information. Siegel allegedly received approximately 
$700,000 from Boesky in return for the information. 

Siegel consented to the entry of a permanent injunction and agreed to disgorge 
cash or cash equivalents in the amount of approximately $4.25 million. Siegel also 
agreed to disgorge his ownership interest in securities of the investment banking 
firm which employed him at the time of the action and in partnerships sponsored 
by that firm or its subsidiaries. Siegel also consented to the entry of an order bar
ring him from the securities industry,13 and pleaded guilty to two felony charges 
arising out of insider trading violations. 

On June 4, 1987, the Commission instituted an injunctive action against Kidder 
Peabody & Co., Inc.,114 alleging that it traded securities while in possession of ma
terial nonpublic information. The information was allegedly disclosed to Kidder 
through Siegel, who was then a senior mergers and acquisitions professional at 
Kidder, by an arbitrageur at an investment bank. 

At the time, Siegel was also involved in risk arbitrage activities at Kidder. The 
Commission alleged that the Kidder risk arbitrage account purchased and sold se
curities and options based on information provided relating to tender offers, merg
ers, leveraged buyouts and other business combinations or extraordinary corpo
rate transactions. 

The complaint also alleged, as a separate matter, that Kidder illegally "parked" 
securities on behalf of entities controlled by Boesky, by holding securities trans
ferred from Seemala Corporation, a broker-dealer controlled by Boesky, subject to 
an agreement that Seemala would repurchase the securities shortly thereafter, and 
would bear responsibility for all profits and losses from the transactions. Such 
transfers, among otliers, enabled Seemala to conceal its inability to maintain the 
minimum net capital required of broker-dealers by the Commission. 

Kidder consented to an injunction and was ordered to pay a total of 
$25,294,775. Total disgorgement equaled $13,676,101. The remaining 
$11,618,674 represented a double ITSA penalty. 

In a separate administrative proceeding,15 the Commission censured Kidder 
and ordered the firm to comply with its undertakings to retain a consultant to re
view its policies and procedures. Kidder further consented not to resume previ
ously terminated risk arbitrage trading activities before adopting the procedures 
recommended by the consultant and special compliance procedures pertaining to 
risk arbitrage trading. Kidder also agreed to cooperate with the Commission's con
tinuing investigation of these matters. 

The Commission's continuing investigation has also led to the filing of several 
cases involving securities law violations other than insider trading. In SEC v. Boyd 
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L. Jefferies, et ai., 16 for example, the Commission alleged that the defendants vio
lated the securities laws by engaging in market manipulation and in the the "park
ing" of securities. 

Among other things, the Commission's complaint alleged that Boyd L. Jefferies, 
then owner of Jefferies & Co., a broker-dealer, entered into an agreement with 
Boesky to "park" stock on behalf of Seemala Corporation. The Commission fur
ther alleged that securities parked at Jefferies & Co. dropped substantially in value, 
leaving Jefferies & Co. with an approximate $3.6 million loss when it "sold" the se
curities back to Seemala. Boesky then paid Jefferies & Co. $3 million pursuant to 
a false invoice created by Jefferies & Co. for purported "investment advisory and 
corporate financial services" rendered. The complaint also alleged that Jefferies & 
Co. parked its own securities at various Boesky entities, including Seemala, under 
a similar arrangement. Each of the defendants consented to the entry of a perma
nent injunction and agreed to cooperate with the Commission in its continuing 
investigation. 

In a related administrative proceeding, 17 Jefferies consented to an order barring 
him from the securities industry, with a proviso that Jefferies may apply for re-entry 
into the securities industry after the greater of five years or the period of any penalty 
imposed on him in connection with criminal proceedings. Jefferies & Co. agreed 
to a censure and was ordered by the Commission to comply with its undertakings 
to, among other things, retain an outside consultant and implement recommen
dations made by that consultant concerning policies and procedures designed to 
prevent future violations of the securities laws. On April 15, 1987, Jefferies pleaded 
guilty to two felony charges arising out of the activities which led to the Commis
sion's actions. 

In fiscal year 1987, the Commission also brought a number of significant insider 
trading cases which were not related to the Levine and Boesky investigations. 

On December 10, 1986, the Commission filed an action against Michael N. 
David,18 formerly an associate with a law firm, alleging that he misappropriated 
material nonpublic information from the law firm concerning proposed or consid
ered corporate takeovers. David allegedly conveyed the information to persons 
who traded in the securities of the takeover targets for their own accounts or for an 
account in which David had a beneficial interest. Those persons also allegedly 
conveyed the information to others who also traded in the securities of the takeover 
targets. David consented to the entry of a permanent injunction against future vio
lations, and agreed to disgorge $50,000 and pay a civil penalty not to exceed 
$100,000. 

The Commission's investigation of the insider trading scheme in which David 
was involved also led to criminal indictments against David and four others for 
their participation in the scheme. David pleaded guilty to charges against him. 

On February 17, 1987, the Commission instituted an action against Israel G. 
Grossman,19 a former associate at a law firm, and six others for trading while in 
possession of material nonpublic information allegedly misappropriated by 
Grossman from the law firm. The Commission alleged that Grossman misappro
priated information concerning a recapitalization of a client, and passed that infor
mation on to the other defendants. Those defendants allegedly traded while in pos
session of the information, realizing illegal profits of approximately $1.5 million. In 
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supporting papers filed in the action,'the Commission alleged that the defendants 
attempted to conceal their activities from the Commission by fabricating a story 
concerning the reasons for their trading. At the close of the fiscal year, the case was 
pending against all seven defendants. 

Grossman has been convicted of criminal violations .arising out of the insider 
trading scheme. 
. On March 11, 1987, the Commission filed SEC v. Nahum Vaskevitch,20 against 

a former managing director in charge of mergers and acquisitions in the London 
office of a United States broker-dealer, David Sofer, a businessman, and two enti
ties. The Commission alleged that Vaskevitch provided Sofer with material nonpu
blic information obtained during the course of his employment concerning merg
ers, tender offers, and other extraordinary corporate transactions. Sofer allegedly 
traded while in possession of the information through accounts in the names of the 
two entities. The defendants allegedly realized over $4 million in illegal profits as a 
result of the scheme. 

On March 30, 1987, an order was entered against the defendants preliminarily 
enjoining them from future violations of the antifraud provisions of the securities 
laws, and orders were entered freezing assets, providing for an accounting, and
preventing alteration or destruction of documents. At the end of the fiscal year, the 
case was still in litigation. 

Regulated Entities and Associated Persons-The enforcement program area 
that accounts for the largest number of cases involves regulated entities such as 
broker-dealers, investment companies, investment advisers and transfer agents. 

Ensuring that regulated entities conduct their business with integrity and fair
ness is a consistent priority with the Commission. The Commission commenced 
117 enforcement proceedings involving regulated entities during fiscal year 1987. 
Seventeen of these cases involved securities offerings violations by regulated enti
ties. Of the other cases, 75 were brought against broker-dealers or persons asso
ciated with broker-dealers, 18 primarily involved investment advisers, and six pri
marily involved investment companies. 

Broker-dealer cases generally involve violations such as fraudulent sales prac
tices, violations of the net capital and customer protection provisions, or broker
dealer books and records violations. On June 15, 1987, the Commission instituted 
a proceeding, in which it found that Shearson Lehman Brothers, Inc.,21 a broker
dealer, on multiple occasions improperly used customers' securities for stock 
loans. In violation of the customer protection provisions of the Exchange Act, the 
securities were delivered out of safekeeping before receipt of anticipated deliveries 
of equivalent securities had been verified. In the largest such transaction, the 
broker-dealer improperly used customer's securities worth $69 million. Shearson 
Lehman consented to a Commission order censuring it and ordering it to comply 
with its undertakings to implement procedures and establish policies to prevent a 
recurrence of the violations. 

The Commission's financial recordkeeping and reporting provisions require 
broker-dealers subject to the Currency and Foreign Transaction Reporting Act of 
1970 to report currency deposits in excess of $10,000. On February 27,1987, the 
Commission filed an administrative proceeding, in which it found that Dean Witter 
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Reynolds, Inc. failed to file such reports in repeated instances.22 Dean Witter, by 
consent, was censured and ordered to comply with its undertakings to implement 
procedures designed to correct its reporting deficiencies, and to have its compli
ance with such procedures reviewed by an independent public accountant. 

In January 1987, the Commission instituted administrative proceedings, In the 
Matter of Advest, Inc.,23 concerning alleged customer overcharges for mutual 
fund sales commissions. The broker-dealer revised its compliance procedures 
and refunded to customers over $600,000 after the Commission staff notified it of 
the problem. The broker-dealer consented to a Commission order finding that it 
had failed to ensure against such overcharges and censuring it for having failed 
reasonably to supervise its registered representatives to prevent such overcharges. 
At the end of the fiscal year the case remained pending against other respondents. 

During fiscal year 1987, the Commission revoked the registration of 11 firms, 
suspended 18 and censured 15. This compares with seven revocations, eight sus
pensions, and 15 censures in fiscal year 1986. Also during the fiscal year 79 indi
viduals were barred, 26 suspended, and three censured, as compared to 58 bars, 
20 suspensions, and 11 censures in 1986. 

Securities Offering Violations-Some issuers fail to register public offerings of 
their securities, although required to do so by the Securities Act. Some purport to 
rely on exemptions to registration requirements which are not available. Some vi
olate antifraud provisions of the federal securities laws by making material misr,ep
resentations or omissions in connection with a securities offering. There were 40 
cases principally involving offering violations by issuers and other persons brought 
during fiscal year 1987. (This figure does not include 17 cases principally involving 
offering violations on the part of regulated entities, which are discussed above). 

This past fiscal year, the Commission instituted a series of proceedings con
cerning so-called "blank-check" offerings, registered offerings in which the pro
posed use of proceeds has not been disclosed. Such offerings have been the sub
ject of abuse by promoters and entrepreneurs in various parts of the country, who 
have used them in connection with a variety of schemes. For example, on February 
13, 1987, the Commission filed an injunctive action alleging that Steven A. Key
ser,24 former president of L'Oiseau Bleu Corporation which had a registered offer
ing in November 1985 for the stated purpose of engaging "in the acquisition of 
business endeavors in one or more industries", diverted almost all of the offering 
proceeds to his own use. The case was pending at the end of the fiscal year. 
, On June 2, 1987, the Commission suspended the Regulation A exemption from 

the registration requirements of the Securities Act of Gin Enterprises, Inc., based 
on, among other things, the failure to disclose the involvement of the conflict of in
terest of George L. Norman, the promoter of the offering, who was also an affiliate 
and promoter of 18 other blank-check offerings.25 

In a separate proceeding, the Commission instituted administrative proceedings 
pursuant to Rule 2(e) of the Commission's Rules of Practice against Myron E. Ber
ryman,26 auditor of the financial statements of the registration statements or offer
ing circulars filed for each of the 18 public offerings. Citing identical deficiencies in 
each of the 18 audit reports, the Commission concluded that the auditor failed to 
obtain sufficient evidence to provide a reasonable basis for the reports, and that 
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such failure to comply with GAAS constituted improper professional conduct. Ber
ryman consented to the issuance of a Commission order permanently suspending 
him from appearing before the Commission, but providing that after two years he 
may apply to resume appearing before the Commission upon fulfilling certain 
conditions. 

On March 31, 1987, the Commission instituted an injunctive action against 
Charles Phillip Elliott and others involved in the operation of an alleged unregis
tered broker-dealerP The complaint alleged that the defendants obtained at least 
$50 million from at least 1000 investors through the sale of unregistered debt se
curities, and that they failed to disclose, among other things, that securities pur
portedly pledged as collateral for the investments were routinely rehypothecated. 
Elliot and the various entities through which he operated consented to the entry of 
a permanent injunction, to an accounting of proceeds received, and to disgorge
ment of an amount to be determined by the court at a later date. A temporary re
straining order was entered by the COllrt against the two remaining defendants. 

Market ManipuLation-The Commission is charged with ensuring the integrity of 
trading on the national securities exchanges and in the over-the-counter markets. 
The Commission staff, the exchanges and the NASD engage in surveillance of 
these markets. The Commission brought 12 cases primarily involving market ma
nipulation during fiscal year 1987, compared with 14 in 1986. One ofthese cases 
was SEC v. Boyd L. Jefferies, et ai., discussed above. 

On April 9, 1987, the Commission filed an action, SEC v. Andrew Nanos, et 
aL.,28 in which it alleged that the six defendants violated the antifraud and the bene
ficial ownership provisions of the federal securities laws. The Commission alleged, 
among other things, that the defendants manipulated the market in a stock which 
had been the subject of a negative news article by placing purchase orders for the 
stock with numerous broker-dealers in order to prevent a price decrease. The case 
was pending at the close of the fiscal year. 

Changes in Corporate ControL-Section 13 and 14 of the Exchange Act govern 
proxy solicitations and the filing of reports by persons or groups who make a ten
der offer or acquire beneficial ownership of more than five percent of a class of 
equity securities registered with the Commission. These requirements are in
tended to ensure that investors have the material information needed to make in
formed investment or voting decisions concerning potential changes in the control 
of a corporation. During fiscal year 1987, the Commission brought four enforce
ment actions which were primarily corporate control cases, compared to six in 
1986. 

On July 22, 1987, the Commission issued an order in an administrative pro
ceeding, finding that Allied Stores Corporation29 violated the tender offer solicita
tion provisions of the Exchange Act by failing properly to disclose steps taken by 
Allied in response to a tender offer, including adoption of a resolution by Allied's 
board of directors directing management to execute a merger agreement with a 
third party. Allied consented to the entry of the Commission order to comply with 
such provisions in the future. 
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The administrative proceeding was pending at fiscal year end against the attor
ney for Allied Stores, who was named as a respondent . 

Sources for Further Inquiry-The Commission publishes in the SEC Docket liti
gation releases which describe its civil injunctive actions and criminal proceedings 
involving securities-related violations. Among other things, these releases report 
the identity of the defendants, the nature of the alleged violative conduct, and the 
disposition or status of the case. Commission orders that institute administrative 
proceedings or provide remedial relief also are published in the SEC Docket 
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Full Disclosure System 

Key 1987 Results 

The full disclosure system is administered by the Division of Corporation Fi
nance. The disclosure system is designed to provide investors with full and accu
rate material information, foster investor confidence, contribute to the mainte
nance of fair and orderly markets, facilitate capital formation, and inhibit fraud in 
the public trading, voting, purchase, and sale of securities. 

Administration of the full disclosure program was affected by a number of legal 
and economic developments in fiscal year 1987. The passage of the Tax Refprm 
Act of 1986 on October 22, 1986, required the dedication of substantial staff re
sources in the first quarter of the year to accommodate the large number of filings 
made on an accelerated time schedule to assure certain tax consequences. The 
1986-87 proxy season in the second and third quarters was characterized by over 
two thousand issuers that sought shareholder approval of the implementation of 
new state corporate law provisions allowing for reducing director liabilities and 
broadening indemnification of corporate officers and directors. The new issue 
market continued to flourish, with registration statements for initial public offerings 
under the Securities Act of 1933 (Securities Act) approximating fiscal year 1986's 
high. Approximately 43 percent of the regionally filed registration statements filed 
in fiscal year 1987 covered blank check offerings. 

Corporate acquisitions and restructurings were also at high levels. In fiscal year 
1987,215 third party tender offers with a value of $85.5 billion were commenced, 
representing a 47 percent increase over 146 offers with a value of $54 billion in fis
cal year 1986. In view of the increasing complexity and multiplicity of accounting 
issues arising in the filing review process, the Division hired 30 accountants during 
the year. This effort is part of the Division's on-going program to have at least 50 
percent of its review staff comprised of accountants. 

The active acquisition market was evidenced in the 328 merger proxy filings and 
the 209 going-private transactions filed during the year. That market was also 
characterized by an increasing use of bridge loans financed by investment banking 
firms and high-yield debt securities Gunk bonds). Proxy contests, which decreased 
substantially for most of fiscal year 1987, increased during the last quarter to bring 
the year end total to nearly the same level as fiscal year 1986. Asset-backed financ
ings continued to increase, including those backed by credit card receivables, au
tomobile loans, residential mortgage obligations, commercial mortgage leases, 
Mack Truck loans, and loans made by the Federal Farmers Home Administration. 
New instruments continued to proliferate with offerings of reverse principal 
exchange-rate linked securities (PERLS), liquid yield option notes (LYONS), and 
currency exchange warrants (CEWS) being filed. 

In legislative, rulemaking and interpretive matters, the Commission took action 
on a wide range of issues. The Commission adopted a rule that eliminates the need 
to file most pricing amendments to Securities Act registration statements. In the 
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tender offer area, the Commission proposed for comment rules to govern "market 
sweeps" and in an interpretive release, reiterated its view that material changes in 
the terms of a tender offer must be disseminated in a manner that gives security 
holders sufficient time to consider and act on the new information. The Commis
sion also proposed to eliminate the requirement to file proxy statements in prelim
inary form where the shareholders at an annual meeting will consider only the elec
tion of directors, selection of auditors and certain shareholder proposals. 

Amendments to modernize the Trust Indenture Act were recommended for sub
mission to the Congress. 

Full Disclosure Filings Given a Full Review 

Total Filings 

Securities Act Registrations 
New Issuers 
Repeat Issuers 
Post-effective Amendments 

lO-K Annual Reports 

Tender Offers (14D-1) 

Proxy Contests 

Merger Proxies 

Annual Meeting Proxies 

FY FY FY FY FY 
1983 1984 1985 1986 1987 

6,987 7,237 9,571 10,526 10,797 

1,746 1,572 1,171 1,775 1,949 
256 586 597 807 775 
433 519 617 695 7070 

1,012* 1,283* 2,135* 1,741* 1,389* 

92 121 148 146 215 

60 60 86 68 65 

165 181 255 240 248 

895 1,217 1,683 1,629 3,046 

o Excludes reviews of certain amendments to post-effective registration statements filed in 
response to staff comments on a prior post-effective filing. 

* Includes reports reviewed in connection with other filings. 

In fiscal year 1987,82,883 full disclosure filings were made with the Commis
sion, an increase of 8 percent over fiscal year 1986. The number of registration 
statements filed under the Securities Act increased to 7,708 from 7,358 filings in 
fiscal year 1986. This includes 2,233 and 2,182 filings, respectively, by issuers who 
had not previously offered securities to the public. 

During fiscal year 1987, the staff fully reviewed financial statements of 3,865 reg
istrants. This was accomplished through the full review of, among other things, 
1,949 and 187 registration statements filed by new issuers under the Securities Act 
and the Securities Exchange Act of 1934 (Exchange Act), respectively; 775 regis
tration statements filed under the Securities Act by issuers with existing public se
curity holders; 1,389 annual reports filed by issuers under the Exchange Act; and 
full financial statement reviews of 60 issuers. The staff also fully reviewed annual 
meeting proxy statements of 3,046 issuers, and 65 proxy contest filings. The sub
stantial increase in reviews of annual meeting proxy statements from the fiscal year 
1986 level (1,629) was due primarily to issuers adopting new officer and director li
ability and indemnification provisions provided for under state law. During the year, 
248 merger proxies and 215 third-party tender offer and 209 going private trans
actions were reviewed. 
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Rulemaking. Interpretive. and Legislative Matters 

Pricing Amendments 

On May 27, 1987, the Commission adopted, new Rule 430A under the Securities 
Act,3D which was proposed earlier in the year. The rule allows registrants, under 
specified conditions, to omit information on the public offering price, other matters 
dependent upon the public offering price, terms of the securities dependent upon 
the offering date, and the underwriting syndicate from the form of prospectus filed 
as part of a registration statement that is declared effective. Rule 430A requires that 
the omitted information be contained in a prospectus filed within a specified time 
frame or in a post-effective amendment. Also adopted were amendments to the fil
ing rules for prospectuses used after effectiveness, which eliminate unnecessary 
filings, classify prospectuses according to the nature of the information being 
added or modified, and shorten the filing period. 

Tender Offers 

On October 1, 1987, the Commission published for comment proposed rules 
that would govern certain acquisitions undertaken during and shortly after a con
ventional tender offer for securities ofthe same class and related activities.31 With 
certain exceptions the proposed rules would require that purchases, offers to pur
chase, arrangements or understandings to purchase and solicitations of offers to 
sell securities undertaken during and shortly after a tender offer that would in
crease any person's ownership of the class of securities subject to the tender offer 
by 10 percent or more of the class be made in compliance with the statutory pro-
visions and rules applicable to tender offers. ' 

The Commission issued an interpretive release on April 3, 1987, with respect to 
the disclosure and dissemination of material changes in the terms of tender of
fers?2 The Commission expressed its view that a waiver of a minimum share con
dition is a material change in the terms of the offer and reiterated its view that ma
terial changes must be disseminated in a manner reasonably calculated to inform 
security holders of such changes and within sufficient time for them to consider 
and act on such new information, generally a minimum of five to ten business 
days. 

Proxy Rules 

On June 4, 1987, the Commission published for comment a proposal to elimi
nate the requirement to file proxy or information statements in preliminary form 
where the only matters to be considered at an annual shareholder meeting are the 
election of directors, selection of auditors and/or certain shareholder proposals?3 
The Commission also proposed certain amendments to the shareholder proposal 
rule, including the deletion or modification of the provision for exclusion of a 
shareholder proposal where a proponent delivers written proxy materials to hold
ers of more than 25% of a class of the registrant's securities. 

On May 21, 1987, the Commission adopted amendments, proposed earlier in 
the year, to its proxy rules and certain other rules. The amendments conformed 
further the proxy disclosure for mergers and similar transactions to that required 
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for registration of securities in certain business combinations. They also clarified 
. the timing requirements for such transactions where incorporation by reference is 

used.34 The Commission also adopted a rule conceming modified or superseded 
statements in documents incorporated by reference into a proxy statement 

Shareholder Communications 

On March 27, 1987, and June 18, 1987, the Commission published for com
ment proposals that would exclude, on an optional or mandatory basis, specified 
employee benefit plan participants from the operation of the proxy processing 
and/or direct communications provisions of the shareholder communications 
ruIes.35 Under these altemative proposals, an employee benefit plan participant 
would not receive proxy material through brokers and banks in accordance with 
the proxy processing provisions of the shareholder communications rules where 
(1) the plan provides a mechanism for forwarding such materials to plan partici
pants; or (2) the registrant has access to participant names and addresses and is 
not prohibited from communicating with them, with the registrant required to 
cause proxy material to be furnished to plan participants. The alternative proposals 
also provide for exclusion of plan participants from the direct communications 
provisions if the registrant otherwise has access to the names and addresses of 
such beneficial owners. 

Prospectus Delivery Requirements 

On December 18, 1986, the Commission published for comment alternative 
proposals to reduce the 40 or 90 day period during which dealers must deliver pro
spectuses in aftermarket securities transactions following public offerings?6 Both 
of the proposals would provide relief, under certain circumstances, with respect to 
aftermarket transactions in the securities of issuers not subject to the periodic re
porting requirements under the Exchange Act prior to filing their registration state~ 
ments. 

On July 31, 1987, the Commission published for comment two alternative pro
posals for a new Rule 433 conceming the timing of delivery to investors of a pro
spectus meeting the requirements of Section 10(a) of the Securities Acl37 The 
proposals would,permit, if all conditions are satisfied, the sending of a final pro
spectus no later than five business days after a confirmation of sale is sent to a pur
chaser in a registered firm commitment offering of securities for cash. 

Exempt Private Offerings 

On January 2, 1987?8 the Commission published for comment proposed 
amendments to Regulation D and Rule 215 and solicited comments on other pos
sible revisions of Regulation D, including the application of a good faith compli
ance standard. The Regulation D amendments, as proposed, would (1) expand the 
accredited investor definition under Rule 501, (2) raise the offering ceiling and ex
pand the availability of general solicitation under Rule 504, and (3) make certain 
technical amendments to Regulation D in an effort to clarify the rules of the regu
lation and to codify certain staff interpretations under the regulation. 
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Employee Benefit Plans 

On January 2,1987, the Commission proposed new Rules 701, 702 and 703, 
which would provide an exemption from the registration requirements of the Secu
rities Act for limited offers and sales of securities in connection with compensatory 
employee benefit plans by issuers not subject to Exchange Act reporting require
ments?9 As a result of public comments on the proposal, the rules were revised 
and reproposed in August 1987.40 

Management's Discussion and Analysis 

The Commission published a concept release on April 17, 1987, discussing the 
disclosure required by Management's Discussion and Analysis and requesting 
public comment on the adequacy of these requirements.41 The Commission spe
cifically requested comment on recent recommendations by several accounting 
firms that Management's Discussion and Analysis contain more risk disclosure 
and be subject to audit.42 The Commission is reviewing comments made in re
sponse to this release to determine whether any rule making is appropriate. 

Classification of Issuers 

A concept release was issued by the Commission on July 8, 1986,43 requesting 
information and suggestions from the public concerning possible substitute or 
supplementary threshold criteria governing entry into and exit from the Exchange 
Act reporting requirements. In addition, a study was commissioned on the effect of 
those requirements on small businesses. The study, which is being conducted by 
The SEC and the Financial Reporting Institute of the University of Southern Califor
nia, is expected to be completed and a final report issued in fiscal year 1988. 

Publication of No-Action and Interpretive Letters 

On September 22, 1987, the Commission published for comment a proposal 
that, with certain exceptions, would provide for the expedited publication of inter
pretive and no-action correspondence at the time a response is sent or given to the 
requesting party, unless temporary confidential treatment is granted.44 The Com
mission also proposed to ~odify the application of the existing publication rule to 
certain exemption letters. 

Trust Indenture Legislative Proposal 

On November 30, 1987, the Commission submitted its recommendations for 
amendment of the Trust Indenture Act to Congress. If enacted, the proposed bill, 
entitled the Trust Indenture Reform Act of 1987, will comprehensively modernize 
federal regulation of publicly-offered debt securities. Under the proposed bill, 
mandatory indenture terms would be self-executing and imposed by law, a mea
sure that will simplify preparation of indentures. Conflicts of interest would be rel
evant to a trustee's eligibility only after default. The proposal would also broaden 
the Commission's exemptive authority to allow variation from the statute in appro
priate circumstances and would conditionally allow foreign trusteeships. 
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Internationalization 

On July 29, 1987, the staff sent to Congress a report on the internationalization 
of the securities market. The report included a chapter prepared by the Division on 
the disclosure and distribution standards in multinational and international issues 
of securities. The chapter included a descriptive analysis of the international finan
cial markets and the effects of regulation on these markets. An overview of United 
States distribution and disclosure practices that affect foreign issuers, and the dis
closure, distribution, and tender offer practices in several nations other than the 
United States were also discussed. The discussion concluded with an evaluation of 
the major issues and problems raised by international offerings. 

Conferences 

SEC Government-Business Forum on Small Business Capital Formation 

The sixth annual SEC Government-Business Forum on Small Business Capital 
Formation was held in Washington, D.C. on September 14-15, 1987. Approxi
mately 150 small business executives, accountants, attorneys, government offi
cials and other small business representatives were in attendance. The format of 
this year's conference was structured around a series of lectures and discussion 
groups on federal, state and local equity financing programs and other more tra
ditional equity financing techniques such as venture capital, securities offerings 
and employee stock option plans. The final report on the conference, which Is is
sued to Congress and available to the public, will be presented this year in an 
informational-type pamphlet rather than setting forth a list of recommendations 
for legislative and regulatory changes in the area of small business capital forma
tion which has been the basis for the final reports for most of the previous forums. 

SEC/NASAA Conference under Section 19( c) of the Securities Act 

In April 1987, approximately 35 senior staff officials of the Commission met with 
representatives of the North American Securities Administrators Association Inc. 
in Baltimore, Maryland, to discuss methods of effectuating greater uniformity in 
federal and state securities matters. Following the conference, the staff issued a 
final report that described two resolutions that were approved, summarized the dis
cussions of the working groups, and identified conference participants. 

22 



Accounting and Auditing Matters 

Key 1987 Results 

The federal securities laws provide for the audit of financial statements of pub
licly held corporations by independent accountants. Thus, those laws have placed 
upon the accountant important responsibilities in facilitating the capital formation 
processes, and as a result, the economy as a whole. 

Today, the accounting profession is subject to a unique combination of public 
and private sector initiatives that is designed to ensure that the profession meets its 
public responsibilities. These initiatives include peer review and other membership 
requirements of the American Institute of Certified Public Accountants' (AI CPA) Di
vision for CPA Firms, private sector standards-setting, the Commission's pro
grams (including oversight of private sector initiatives), state licensing activities 
and private civil litigation against accounting firms. This framework has been built 
over time and is subject to continued refinements and improvements. 

The primary Commission programs for ensuring compliance with the account
ing and financial disclosure aspects of federal securities laws are: 

• Rulemaking initiatives which supplement accounting standards, implement 
financial disclosures and establish independence criteria for accountants; 

• The review and comment process which results in improvement of filings, 
identification of emerging accounting issues (which can result in rulemaking 
or private sector standards-setting), and identification of problems warranting 
enforcement actions; 

• The enforcement program, which imposes legal sanctions and serves to de
ter irregularities by enhancing the care with which registrants and their ac
countants analyze accounting issues; and 

• Oversight of private sector efforts to establish accounting and auditing stan
dards, and to improve the quality of audit practice. 

The Commission's direct efforts are multiplied by the efforts of the Financial Ac
counting Standards Board (FASB), the AICPA and other activities of the profession 
under Commission oversight. In addition to Commission enforcement actions, 
significant numbers of actions are brought by private litigants, many of which are 
a direct result of Commission actions. 

The cumulative effect of the Commission's programs, private sector initiatives 
and civil litigation comprises a comprehensive system under which the integrity of 
financial reporting for public companies is constantly being challenged, modified 
and improved. The Commission's review and comment process and enforcement 
programs are discussed elsewhere in this report. The remainder of this section 
summarizes the Commission's accounting-related rules and interpretations and 
the oversight function. 

Accounting-Related Rules and Interpretations 

Regulation S-X provides guidance as to the form and content of financial state
ments filed with the Commission. The Commission has also adopted various rules 

23 



that specify disclosure of financial information outside of the financial statements. 
F:or example, certain supplementary financial information, selected financial data 
and a management's discussion and analysis of the company's financial condition 
and results of operations are required by Regulation S-K. 

To address significant accounting issues, the Commission may issue interpre
tive releases and, when announcing rule changes, provide guidance for compli
ance with new or amended rules. In addition, the Commission staff periodically is
sues Staff Accounting Bulletins (SABs) to inform the financial community of its 
views on accounting and disclosure issues. 

As for rulemaking initiatives, the Commission, during the past fiscal year, 
adopted rules which improve and simplify disclosures made by bank holding com
panies about loans to borrowers in countries experiencing liquidity problems.45 

The Commission also amended its rules to delete certain requirements to disclose 
the effects of inflation and changing prices called for by Statement of Financial Ac
counting Standards No. 33 to conform with a similar action taken by the FASB.46 

In announcing this action, the Commission emphasized that registrantS will .con
tinue to be required to discuss the effects of inflation within Management's Discus
sion and Analysis, when material. The Commission also issued a concept release 
on Management's Discussion and Analysis based on suggestions from major ac
counting firms.47 

In the interpretive area, a release was issued to address various matters relating 
to accounting for loan losses by registrants engaged in lending activities.48 

In addition to requiring financial disclosure of registrants, Commission rules 
also address the qualifications of accountants, including their independence and 
accountants' reports on financial statements, and require disclosure about a regis
trant's public accountants. In April 1987, the Commission issued proposed rules 
which would require all accountants of public companies to undergo peer re
view.49 The Commission's proposal would require that financial statements in
cluded in filings be certified by an independent accountant that had undergone a 
peer review of its accounting and auditing practice within the three years prior to 
the filing and has established and is complying with an audit quality control system 
meeting the requirements under generally accepted auditing standards. The pro
posal contains certain peer review standards, minimum requirements for a peer re
view organization, and a procedure whereby the final authority to determine 
whether an accountant may continue to practice before the Commission rests with 
the Commission. This procedure would be used when a public accounting firm 
failed to remedy material deficiencies in its quality controls. The comment period 
expired July 9, 1987, and comment letters are presently being reviewed by the staff 
with a view toward developing recommendations for Commission consideration. 

On June 18, 1987, the Commission published for comment a proposal to 
amend the disclosure requirements related to a registrant's change in independent 
accountants. If adopted, the proposed item would require disclosure by the regis
trant of issues related to the registrant's financial statements discussed with the 
new accountant during approximately the two years prior to its engagemenl50 The 
views of the new and old accountants on those issues would be summarized by the 
registrant, and the names of other accountants consulted on those issues (and the 
extent their views materially differed from the new accountant's views) would be 
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disclosed. Also, amendments to the current requirement to disclose disagree
ments with the former auditor were proposed to clarify when such disagreements 
are deemed to have occurred. The comment period expired September 24, 1987, 
and the staff is in the process for developing recommendations for Commission 
consideration. 

During fiscal year 1987, SABs were issued regarding (1) risk sharing in business 
combinations accounted for as poolings of interest; (2) disclosure by bank holding 
companies regarding loans to countries experiencing liquidity problems; (3) the 
appropriate income statement presentation of restructuring charges; (4) account
ing for increasing rate preferred stock; (5) the appropriate disclosure of lending 
and deposit activities by financial institutions other than bank holding companies; 
(6) accounting for non-recourse debt collateralized by lease receivables; and (7) fi
nancial statements of properties securing mortgage loans.51 

Oversight of Private Sector Standards-Setting 

In addition to its direct action through rulemaking and other programs, the 
Commission monitors the structure, activity and decisions of the private sector 
standards-setting organizations. 

FASB-A1though the Commission has adopted Regulation S-X, promulgated 
other rules and disclosure requirements in the financial reporting area, and has 
published interpretations and guidance where necessary, it has generally refrained 
from prescribing the accounting methods to be followed in the preparation of fi
nancial statements. 

In lieu of specifying accounting principles, the Commission has presumed fi
nancial statements to be misleading or inaccurate unless prepared in accordance 
with accounting principles which have substantial authoritative support. Under this 
concept, the Commission looks to the FASB to provide the initiative in establishing 
and improving accounting principles. Oversight of the process involves not only 
Commission review of the standards set, but also the direct participation of staff 
members and, in some instances, the Commission itself in the initial setting of 
standards. 

Staff members monitor developments closely and are in frequent contact with 
the FASB, participate in meetings, public hearings, and task forces. The Commis
sion monitors the progress of FASB projects and meets periodically with the FASB 
to discuss topical issues. 

tlnanciaL Instruments-In fiscal year 1986, the FASB (in response to a recom
mendation from the Commission's Chief Accountant) added a major long-term 
project to its agenda that will address financial instruments and off balance sheet 
financing issues. The project is comprised of several parts, some of which will be 
developed simultaneously. Significant parts of the project include (a) disclosure 
about financial assets and transactions, (b) accounting for risk-transfer instru
ments such as guarantees and interest rate hedging instruments, (c) off balance
sheet financing arrangements, (d) the appropriate measurement basis for financial 
instruments; and (e) accounting for securities with both debt and equity character
istics. 

Subsequent to fiscal year end, the FASB issued an exposure draft which would 
require certain disclosures about financial assets and liabilities now carried in the 
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balance sheet and obligations, commitments and guarantees not now recognized 
in financial statements. 52 -

Consolidations and the Equity Method-In November 1987, the FASB issued 
a statement requiring consolidation of all majority-owned subsidiaries unless con
trol is temporary or does not rest with the majority owner.53 This statement is part 
of a broader project which includes development of a concept of the reporting en
tity, and its application to the issue of consolidation policy. 

Cash Flow Reporting-The FASB issued a statement requiring a statement of 
cash flows to be presented as part of a full set of financial statements of all business 
enterprises, replacing the statement of changes in financial position.54 

Income Taxes-Subsequent to fiscal year end, the FASB issued a statement on 
accounting for income taxes. The statement represents a significant change in the 
method of accounting for income taxes by adopting a liability approach to the is
sue of comprehensive lnterperiod tax allocation.55 

Regulated Enterprises-The FASB issued statements on accounting for aban
donments and disallowances of plant costs and accounting for phase-in plans.56 

Both of these statements involve rate-regulated enterprises and represent amend
ments to Statement of Financial Accounting Standards No. 71. 

Other Prqjects-Other significant projects on the FASB's technical agenda in
clude stock compensation plans, sales and lease backs involving real estate, post
employment benefits other than pensions and accounting for universal life insur
ance. 

Timely Financial Reporting Guidance-Encouraged by the Commission, the 
FASB has continued its efforts to provide more timely guidance on emerging is
sues. Technical bulletins issued in fiscal year 1987 by the FASB staff included guid
ance on accounting for (a) certain effects of the Tax Reform Act;57 (b) interests in 
the residual value of a leased asset;58 and (c) changes in the method of accounting 
for certain postretirement benefits.59 In addition, a technical bulletin concerning 
accounting for mortgage servicing fees and rights was finalized after fiscal year 
end.60 

Also, the Emerging Issues Task Force (EITF) (in which the Commission's Chief 
Accountant plays a significant role) has discussed over 150 issues since its incep
tion in 1984, covering a range of specific issues such as financial instruments and 
financial institutions, business combinations, and income taxes. A number of the 
issues were introduced by or at the request of the Commission. On many issues, 
the group reached a consensus that either: (a) a single method of accounting is 
preferable based on existing literature; (b) existing guidance is adequate; or (c) the 
issue does not present a pervasive problem. Other issues have been referred to the 
FASB or the AICPA for action or further consideration. The Commission expects 
the positions agreed upon at those meetings to be followed by registrants. Those 
that do not follow them will be asked to justify departure from any consensus 
reached. Based on the work of the EITF to date, the Commission believes that the 
EITF is performing a useful role in providing timely guidance to registrants and 
their accountants. 

Oversight of the Accounting Profession's Initiatives 

In addition to oversight of the private sector process for setting accounting stan-
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dards, the Commission also oversees various activities of the accounting profes
sion conducted primarily through the AICPA. These include (a) the Auditing Stan
dards Board (ASB), which establishes generally accepted auditing standards; (b) 
the Accounting Standards Executive Committee, which provides guidance on spe
cific industry practices and prepares issues papers on accounting topics for con
sideration by the FASB; and (c) the SEC Practice Section (SECPS) of the Division 
for CPA Firms, which seeks to improve the quality of accounting firms through var
ious membership requirements including peer review. 

The AICPA, along with other organizations, sponsored the National Commission 
on Fraudulent Financial Reporting (NCFFR), an independent commission which 
studied issues involved in the prevention and detection of fraud in the context of fi
nancial reporting. The NCFFR issued its report in October 1987.61 The report con
tains recommendations for the public company, the independent public accoun
tant, and for the Commission and others to improve the regulatory and legal 
environment. The Commission staff is evaluating these recommendations. 

In February 1987, the ASB issued for public comment ten proposed standards 
which comprise the so-called "Expectation Gap" projects. These proposals in
clude projects relating to the auditor's standard report and auditor responsibilities 
for detection and reporting of fraud and evaluating an entity's continued exis
tence.62 The Commission staff is supportive of the ASB's efforts to enhance audi
tors' communication and responsibilities and is closely monitoring the ASB's 
progress toward establishing final standards in these areas. 

SEC Practice Section-The Commission oversees the activities of the SECPS 
through frequent contact with the Public Oversight Board (POB) and members of 
the executive and peer review committees of the SECPS. In addition, the staff re
views POB files and selected working papers of the peer reviewers. The Commis
sion believes the peer review process contributes significantly to improving the 
quality control systems of member firms and thus should enhance the consistency 
and quality of practice before the Commission. According to the POB's Annual Re
port as of June 30, 1987, 395 firms have voluntarily become members of the 
SECPS, including all firms with 30 clients reporting to the Commission.63 

Special Investigations Committee-Activities of the Special Investigations 
Committee (SIC) supplement peer review. The SIC determines whether allegations 
of failure in the conduct of an audit indicate need for improvements in, or compli
ance with, quality control systems of the reporting firms, whether changes in pro
fessional standards are required, and whether any corrective action taken by the 
firm was appropriate. The POB monitors the activities of the SIC and has complete 
access to the process and to SIC files. 

The Commission staff also monitors the SIC process. However, as the audits re
ported to the SIC are generally the subject of litigation, the Commission's access 
to documentation of the SIC review has been limited. Because of this limited ac
cess the Commission does not have a basis for reaching any conclusions about 
the SIC process. In an effort to find ways to improve the Commission's access to 
SIC documentation and to address other concerns, the SECPS Executive Com
mittee appointed the Task Force on SIC Methodology. This task force recom
mended, among other things, that more comprehensive and informative summa
ries be furnished to the Commission when a case is closed and that the SIC meet 
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regularly with the Commission staff to discuss concerns the Commission staff may 
have with actions taken by the SIC as reflected in the summaries and any changes 
the Commission believes would make the process more effective. The Commis
sion staff, however, has just begun to review SIC documents prepared under the 
new procedures, and has not yet reached a conclusion as to whether they will en
able the Commission to fully assess the effectiveness of the SIC function. 
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The EDGAR Project 

Key 1987 Results 

Introduction 

The primary purpose of EDGAR is to increase the efficiency and faimess of the 
securities markets for the benefit of investors, securities issuers, and the economy. 
Under EDGAR, information will be filed electronically for acceptance and review 
by the Commission staff. Once accepted, public information also will be rapidly 
available to investors, the media and others on computer screens via public refer
ence rooms or subscription services. When fully operational, EDGAR will accel
erate dramatically the filing, processing, dissemination and analysis of time-
sensitive corporate information filed with the Commission. ' 

The EDGAR Pilot system completed its third full year of successful operations 
on September 24, 1987. It has demonstrated clearly the feasibility of electronic 
filing and review procedures. Over 20,000 electronic filings have been made since 
September 1984. 

The Commission also continued to move ahead with its plan to develop a fully 
operational EDGAR system. The Request for Proposals (RFP) was amended to re
flect changes in EDGAR funding stra~egy and released on Oct9ber 23, 1987. 

Pilot System 

The Pilot system serves a group of volunteer companies whose filings are pro
cessed by the Divisions of Corporation Finance and Investment Management. At 
the end of fiscal year 1987, 299 corporations plus 198 investment companies and 
21 public utilities were filing electronically as fully participating registrants. An ad
ditional 700 investment companies participate partially in the Pilot by electroni
cally filing their annual and semi-annual reports on Form N-SAR. 

As a consequence of this growth, the Pilot was closed to most new participants 
as of August 31, 1986. Generally, the only exceptions are for affiliates of current 
Pilot participants and initial public offerings by registrants whose filings are pro
cessed by the Division of Corporation Finance. In addition, Public Utility Holding 
Company Act filings and Forms N-SAR and 13F-E may be submitted electroni
cally even if the filer is not a current Pilot participant. Companies also may con
tinue to make test filings via the Pilot. 

In fiscal year 1987, certain enchancements were added to the Pilot to make elec
tronic filing more convenient and test potential productivity improvements for the 
operational system. For example, a reference filing capability was added in No
vember 1986. This capability permits filers to submit an electronic reference filing 
which can then be included in subsequent electronic filings by designation in lieu 
of retransmission. As a result of this enhancement, the Commission received more 
than 4,400 reference filings through September 30, 1987. By using the reference 
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capability, the filers avoided the cost of submitting over 89,000 pages. One refer
ence filing was incorporated into 726 separate electronic documents. 

Another Pilot enhancement permits institutional investment managers to file 
Form 13F voluntarily on magnetic tape using temporary Form 13F-E. Partici
pating investment managers that maintain 13F information on a computer will no 
longer need to transmit paper copies of these reports to the Commission. As more 
filers submit Form 13F-E electronically, there will bemore rapid compilation and 
dissemination of summary information. Processing of Form 13F-E tapes includes 
automated receipt and acceptance procedures that are more efficient than the 
procedures used to process other tape filings. The experience gained with these 
new procedures will be incorporated in the design of the operational system. 

In January 1987, the central processing unit of the Pilot was upgraded from an 
IBM-4381-ModeI2 to an IBM 4381-Model Q 14. This nearly doubled processing 
capacity, improved internal response time, and added dual processing capabili
ties. Further enhancements were made at the end of fiscal year 1987 to increase 
disk storage, tape backup and the number of EDGAR terminals within the Com
mission. These enhancements will enable the Pilot to handle the larger volume of 
filings that is anticipate.d during the next fiscal year. They also provide a framework 
for testing procedural and system enhancements that may be incorporated in op
erational EDGAR. 

Operational System 

During fiscal year 1987, plans for Operational EDGAR continued to move for
ward. The EDGAR RFP was originally released on May 7, 1986. Bids were ulti
mately received on February 27, 1987, after two closing date extensions due to re
quests by potential offerors. On July 22, 1987, prior to awarding the contract, the 
Commission announced its intention to reopen competition for 90 days because 
of a change in the funding strategy for the operational contract. 

Under the prior RFP, federal funding for the EDGAR contract was limited to a 
maximum of $46.5 million for the acceptance and review subsystem. Excess 
funds were to be spent on the receipt subsystem. The contractor was expected to 
fund the remainder of the receipt subsystem and all of the dissemination sub
system and recover costs via the regulated sale of data and services. In response 
to a GAO recommendation, and subsequent discussions with Congressional staff, 
the Commission agreed to fully fund the receipt subsystem as well as the accept
ance and review subsystem. This change, coupled with an analysis of the bids re
ceived and the requirements of the Federal Acquisition Regulation, resulted in the 
decision to amend the RFP and reopen competition. 

The Commission staff subsequently reviewed and amended the RFP to con
form with the new funding strategy and the Commission's authorization legisla
tion. Under the amended RFP, the Commission will fully fund the development and 
operation of the receipt and acceptance and review subsystems. The cost of devel
oping and operating the dissemination subsystem will be borne by the contractor 
and recovered as before. The amended RFP is structured as a cost
reimbursement plus fIxed fee contract for the first three years with the fee calcu
lated on labor and overhead costs only. The last five years are structured as a fIXed 
price contract as before. 
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The RFP, as amended, requires that offerors who intend to provide retail services 
in addition to regulated services pay the same Levell subscription fee as other en
tities who purchase the entire EDGAR data base. This fee will not be waived unless 
the contractor can show that such payment will.place it at a significant competitive 
disadvantage. 

The amended RFP provides for an extended phase-in period for mandatory 
filing; from 36 months up to 48 months, and longer if necessary. This is necessary 
to allow a reasonable time for system development and a six month test period for 
the initial group of mandatory filers. 

The amended RFP was released on October 23, 1987, with proposals due in late 
January 1988. Further consideration of existing offers will be deferred until any ad
ditional interested parties have had an opportunity to submit their proposals. 

Office of EDGAR Management 

The Commission has enhanced its managerial and technical expertise in prep
aration for the operational system by creating a separate Office of EDGAR Man
agement. 

The Director reports to the Chairman of the Commission and has overall re
sponsibility for the procurement, implementation and operation of the EDGAR 
system. In addition to overseeing the Office of Edgar Management, the Director is 
the contract officer for the project with responsibility for maintaining liaison within 
the Commission and with filers and users of the filed information. The Director will 
be assisted in these tasks by a professional staff including two special assistants, a 
legal counsel, and an industrial liaison representative. Also reporting to the Di
rector will be three branch chiefs for contract administration, filer training and as
sistance, and technical systems administration. When fully staffed in late 1988, the 
Office of EDGAR Management will consist of approximately 40 employees. 

Conclusion 

The Commission is firmly committed to proceeding with EDGAR. Work on the 
operational system in fiscal year 1988 will include proposal evaluation, contract 
award, rulemaking, development of a filer training/support staff, and preparation 
for the transition from the Pilot to the 'Operational EDGAR. 
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Regulation of the Securities Markets 

Key 1987 Results 

The Division of Market Regulation, with the assistance of the regional offices, is 
charged with the responsibility of overseeing the operations of the nation's securi
ties markets and market professionals. In fiscal year 1987, over 11,000 broker
dealers and ten exchanges as well as the over-the-counter markets were subject to 
the Commission's oversight 

Market Value of Equity Sales on U.s. Exchanges 
in billions 

FY'83 FY'84 FY'85 FY'86 FY'87 

$1,005 $1,025 $1,147 $1,735 $2,367 

BID Oversight Examinations 

FY'83 FY'84 FY'85 FY'86 FY'87 

324 389 447 481 452 

Surveillance and Regulatory Compliance Inspections of SROs 

FY '83 FY '84 FY '85 FY '86 FY '87 

18 20 21 22 23 

SRO Final Disciplinary Actions 

FY'83 FY '84 FY '85 FY '86 FY'87 

802 1,123 971 '845 991 

During fiscal year 1987, the Commission designated 500 new over-the-counter 
securities as National Market System (NMS) securities for a total of 3,000. Unlisted 
trading privileges were granted to 25 National Association of Securities Dealers 
Automated Quotation System (NASDAQ)/NMS securities to be traded by the Mid
west Stock Exchange (MSE). Mortgage-backed securities transactions, transac
tions that settle in same-day funds and mutual fund orders were added to the Na
tional Clearance and Settlement System. The immobilization of the securities 
certificate was expanded by the addition of California as the forty-seventh state to 
allow domiciliary insurance companies to use securities depositories. The use of 
book-entry systems was extended to corporate debt offerings when Ford Motor 
Credit Corporation issued $200 million of three-year notes in "global certificate 
form." 

In response to increased market volatility, the staff examined the effects of index
related trading and published a study pertaining to specific market declines during 
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fiscal year 1987. The staff has undertaken additional studies scheduled for release 
in fiscal year 1988 which will further examine these issues. 

Intemationalization of the securities markets was furthered through the linkage 
of a variety of clearing agencies for both equities and options. Global securities of
ferings were granted certain exemptions from Rules 10b-6 and 10b-7 under the 
Securities Exchange Act of 1934 (Exchange Act), to permit "passive market mak
ing" and to accommodate foreign regulations and practices with respect to offer
ing and trading of securities. The Commission sponsored a roundtable discussion 
on February 17, 1987, focusing on secondary market issues and primary offerings 
in the intemational area. The Division also prepared a chapter in the Staff Report on 
Intemationalization. 

Rules were proposed to regulate certain acquisitions of blocks of securities 
undertaken during and shortly after tender offers, referred to as "market sweeps." 
Rules goveming short sales practices in connection with underwritings were also 
proposed. 

The broker-dealer examination program was enhanced through the use of on
line systems which monitor the administration of the program by the nine regional 
offices. Moreover, field examinations will shortly include review of net capital and 
mark-up compliance by portable computers. 

Securities Markets, Facilities and Trading 

The National Market System 

Rule 11Aa2-1 under the Exchange Act provides procedures for designating cer
tain securities as NMS securities and Rule 11Aa3-1 requires that transactions in 
NMS securities be reported on a real-time basis, increasing market efficiency and 
improving execution of orders. 

The Commission adopted amendments to Rules 11Aa2-1 and llAa3-1 result
ing in the designation as NMS securities of all securities-whether traded on ex
changes or over-the-counter (OTC)-for which transaction reports are required to 
be submitted pursuant to an effective transaction reporting plan. The Commission 
also adopted confC?rming amendments to related rules. Over 3,000 OTC securities 
now are designated as NMS securities, 500 more than in fiscal year 1986. 

In April 1987, the Commission approved the Midwest Stock Exchange's applica
tion for unlisted trading privileges on 25 NASDAQ/NMS securities and approved 
an interim joint transaction reporting plan submitted by the MSE and the National 
Association of Securities Dealers (NASD) to provide for consolidated reporting of 
transaction and quotation data in these securities.64 In addition, the Commission 
is monitoring ongoing negotiations among the NASD and several exchanges, in
cluding the MSE, on a permanent transaction reporting plan for NASDAQ/NMS 
securities traded on one or more exchanges on a listed or unlisted basis. 

The NASD submitted a proposed rule change to the Commission that, if ap
proved, would provide the NASD with the authority to halt trading in NASDAQI 
NMS securities pending the dissemination of material news by the issuer and to 
halt trading in listed securities traded in the third market when the primary market 
for the securities halts trading pending the dissemination of material news. The 
Commission is currently considering the proposal. 
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The Commission also continued to study automation in the OTC market. The 
Commission issued a no-action position concerning the reguli'ition of an auto
mated OTC trading system (POSIT) informing the system developer that the Com
mission would not recommend enforcement action if such a system were not reg
istered as an exchange.65 The Commission is now considering new regulatory 
approaches for such systems. 

National System for Clearance and Settlement of 
Securities Transactions 

In fiscal year 1987, the Commission approved proposals that expanded the ser
vices of the National Clearance and Settlement System (National System) to 
mortgage-backed securities transactions, transactions that settle in same-day 
funds, and mutual fund orders. In February, the Commission granted the MBS 
Clearing Corporation (MBSCC) temporary registration as a clearing agency, in 
order to provide trade clearance and certificate depository services for mortgage
backed securities, including Government National Mortgage Association pass
through certificates.66 In July 1987, the Commission approved, on a pilot basis 
through January 1988, the Depository Trust Company's (DTC) proposed same
day funds system, which expanded DTC's certificate immobilization and book
entry delivery services to certain securities settling in same-day funds, such as 
short-term municipal notes.67 The Commission also approved extension of the 
National Securities Clearing Corporation's (NSCC) Mutual Fund Settlement, Entry 
and Registration Verification (Fund/SERV) Service, which provides centralized, au
tomated handling of mutual fund orders.68 

The Commission also approved a proposal that reduces foreign currency deliv
ery obligations to the Options Clearing Corporation '(OCC) and the Intermarket 
Clearing Corporation (ICC) for electing joint clearing members.69 This is accom
plished by netting foreign currency delivery obligations arising from exercises and 
assignments of foreign currency options at OCC with obligations to accept foreign 
currency at ICC arising from settling foreign currency futures contracts. 

Market Volatility Studies 

On September 11 and 12, 1986, the Dow Jones Industrial average fell 120 points 
on record volume, at that time one of the sharpest market declines in history. In re
sponse to public and Congressional concerns about the role of index-related arbi
trage in the market decline, the Division of Market Regulation, in conjunction with 
staff of the Commodity Futures Trading Commission (CFTC), conducted a review 
of trading activity on those two days. 

The Division observed the substantial use of index products by professional and 
institutional investors to shift and control risk, and to respond to market move
ments. The Division concluded, however, that the magnitude of the September de
cline was a result of changes in investors' perceptions of fundamental economic 
conditions, rather than artificial forces arising from index-related trading strategies. 
Nevertheless, index-related futures trading was instrumental in the rapid transmis
sion of these changed investor perceptions to individual stock prices, and may 
have condensed the time period in which the decline occurred. 
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In addition, the Division has analyzed trading on "Expiration Fridays" and, with 
the cooperation of the New York Stock Exchange (NYSE), has implemented a plan 
to reduce volatility on those days. 

On September 19, 1986, the NYSE, at the request of the Commission, con
ducted an experiment in disseminating order imbalances in an attempt to address 
volatility associated with the coincident expiration of index futures and options. 
The NYSE sent a circular to member firms instructing them to submit all market
on-close (MOC) orders in the 30 Dow Jones Industrial Average stocks by 3:30 
p.m., and provided for the public dissemination of all significant MOC order imbal
ances.70 This experiment worked well, and for the December 19 expiration the 
NYSE expanded the experiment to include 50 stocks. 

Securities Immobilization 

In fiscal year 1987, the Commission continued to make progress in its effort to 
increase the immobilization of securities certificates in securities depositories. For 
example, California removed restrictions on depository use by domiciliary insur
ance companies for their portfolio assets. Forty-seven states now allow domiciliary 
insurance companies to use depositories. Also during the fiscal year, issuers, 
transfer agents, broker-dealers and clearing agencies, through several task forces, 
continued their cooperative efforts to identify ways to increase the immobilization 
of securities certificates and to experiment with uncertificated book-entry systems. 
In 1986, Ford Motor Credit Corporation became the first "book-entry only" corpo
rate debt issuer by issuing $200 million of three-year notes in "global certificate 
form" through the DTC.ln August 1987, IBM Credit Corporation became the sec
ond issuer of global certificate corporate debt obligations, with a $200 million note 
offering. To date, corporate debt distributed in global certificate form totals $3.25 
billion. In calendar year 1986, approximately $7.2 billion in municipal debt obliga
tions were issued in global certificate form. 

Internationalization 

In its continuing efforts to foster the development of the internationalization of 
the securities markets, the Commission sponsored a roundtable discussion on 
February 17 that focused on secondary market issues and primary offerings in the 
international context. A summary of the internationalization roundtable was pre
pared by the Commission. In addition, on August 5, 1987, the Commission sub
mitted to Congress a comprehensive staff study of the internationalization of the 
world's securities markets.71 The Commission continues to monitor and review in
ternational trading and clearing linkages and proposals. 

During fiscal year 1987, the Commission took several actions with respect to the 
application of Rules 10b-6 and 10b-7 under the Exchange Act to multinational of
ferings involving concurrent United States and foreign distributions. Rule 10b-6 
proscribes certain conduct by persons participating in a distribution to ensure that 
they do not artificially condition the market for a security to facilitate its distribution. 
Rule 10b-7 regulates stabilization activities during distributions. The Commis
sion's actions permitted non-United States distribution participants to continue 
certain customary market activities in foreign jurisdictions, subject to certain con-
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ditions designed to assure that there would not be a manipulative impact on the 
United States market. For example, in September 1987, a letter was issued to the 
Intemational Stock Exchange of the United Kingdom and the Republic of Ireland 
Umited (lSE) granting exemptions from Rules lOb-6 and lOb-7.72 

The exemptions permit ISE member broker-dealers to engage in "passive mar
ket making" activities while such firms are participating in a multinational distribu
tion of securities of certain United Kingdom issuers partially being offered in the 
United Kingdom, or where the United Kingdom firms are affiliated with United 
States broker-dealers participating in a distribution in the United States. "Passive 
market making" refers to the ability of the United Kingdom firms to provide depth 
and liquidity in the United Kingdom securities market by continuing to act as mar
ket makers, but the firms may not lead the market either in price or size of quota
tions. The exemptions were developed in a cooperative effort between the Com
mission and the ISE in response to a request from the ISE that the Commission 
accommodate the ISE's new market making rules prohibiting "fair weather market 
making" which appeared to be in conflict with Rule 10b-6. 

Exemptions were also granted to permit affiliated purchasers of French and 
Spanish distribution participants to bid for and purchase securities in the French 
and Spanish markets, respectively, during multinational distributions?3 In France, 
a bank sponsoring the underwriting (or the issuer) generally will assist French mar
ket makers in the maintenance of an orderly market for a period of time following 
the distribution. In Spain, it is customary for affiliates of the issuer to act as market 
makers, even during distributions, to ensure liquidity and modulate price swings. 
Without the granted exemptions, such activities would have been prohibited by 
Rule 10b-6. 

Finally, in May 1987, the Commission issued two exemption orders under Rule 
10b-7 with respect to stabilization of global securities offerings. The exemption 
orders treated certain foreign markets as the "principal market" for purposes of de
termining appropriate stabilizing price levels?4 

As part of its secondary market intemationalization program, the Commission 
continued to foster the development of intemational linkages between clearing 
agencies. For example, the Commission issued no-action letters to the Interna
tional Securities Clearing Corporation (ISCC) and NSCC to permit a pilot link with 
the ISE?5 The Commission also granted a no-action request from Midwest Clear
ing Corporation (MCC), Midwest Securities Trust Company (MSTC) and the Soci
ate Interprofessionelle pour la Compensation des Valeurs Mobilieres (SICOVAM) 
permitting MCC/MSTC to maintain custody of securities for SICOVAM and, on a 
fully disclosed basis, SICOVAM participants.76 

The Commission has also fostered foreign participation in the National Clear
ance and Settlement System. The Commission approved OCC rule changes that 
exempt Canadian clearing members from OCC's accounting and capital require
ments keyed to United States standards and requirements and permit Canadian 
clearing members to maintain OCC membership under Canadian net capital re
quirements and Canadian accounting standards.77 The Commission also ap
proved an OCC proposal to issue and dear options on the Major Market Index 
(XMJ) fungible with those currently traded on the American Stock Exchange 
(Amex)78 for trading on the European Options Exchange. 
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Options 

During fiscal year 1987, the Commission issued a Rule 9b-1 order under the Ex
change Act that approved proposed revisions to the Options Disclosure Docu
ment (000).79 The revised ODD, submitted by the OCC in conjunction with the 
Amex, Chicago Board Options Exchange (CBOE), Pacific Stock Exchange (PSE), 
NYSE, Philadelphia Stock Exchange (Phlx) and NASD, reflects recent changes in 
the options market such as the introduction of evening trading hours in foreign 
currency options and the growing international trading of options. In this regard, 
the Commission approved rule changes by the Amex and OCC which enabled the 
European Options Exchange to trade options on the XMJ, a broad-based, price
weighted index constructed by the Amex.80 This is the first occasion in which op
tions that are identical to and fungible with option contracts traded on a domestic 
securities exchange have traded on a foreign securities exchange. 

The Commission also approved a rule change that would allow the Phlx to list 
options on a narrow-based utility index comprised of the common stocks of 20 
domestic companies that are involved primarily in electric power generation.8] In 
addition, the Commission issued an order that approved a PSE proposal to list and 
trade options on the Financial News Composite Index (FNCI), a broad-based 
price-weighted index comprised of 30 NYSE listed stocks designed to track the 
overall market.82 Additionally, the PSE arranged with the International Futures Ex
change (Bermuda), Ltd. (Intex), a foreign commodity exchange, for Intex to trade 
futures on the FNCI. Also, the PSE ceased trading options on the PSE Technology 
Index as of the September 1987 expiration.83 

The Commission approved proposed rule changes submitted by the Amex, 
Phlx, and NYSE to list foreign currency warrants for trading.84 These warrants, is
sued by highly capitalized corporations or their affiliated finance companies, are 
cash settled, exercisable before their expiration date, and have a value linked to the 
value of a foreign currency. 

Pursuant to Section 2(a)(1 )(B) of the Commodity Exchange Act, the Commis
sion sent a letter to the CFTC not objecting to the designation of the Chicago 
Board of Trade (CBT) as a contract market for the trading of stock index futures on 
the Institutional Index (XII).85 The XII, developed by the Amex, is an index com
prised of 75 stocks that are held by institutional investors. The Commission also 
sent a letter to the CFTC not objecting to the designation of the CBT as a contract 
market for the trading of futures contracts on the Long-Term Corporate Bond In
dex.86 The Long Term Corporate Bond Index, developed by the CBT, is composed 
of 100 fixed-rate, non-convertible, publicly-offered, highly-rated, long-term, United 
States dollar-denominated bonds issued by United States corporations with a prin
cipal value of $100 million. 

In addition, the Commission sent a letter to the CFTC not objecting to the des
ignation of the Commodity Exchange, Inc. as a contract market for the trading of 
futures contracts on the Moody's Investment-Grade Corporate Bond Index.87 The 
index, developed by Moody's Investors Service, is composed of 80 fIXed-yield, 
non-convertible, highly-rated, intermediate and long-term bonds issued by United 
States corporations with a principal value of at least $100 million. In response to a 
CFTC request, the Commission also sent a letter to the CFTC not objecting to a 
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CFfC no-action position authorizing the Singapore International Monetary Ex
change, Ltd. (SIMEX) to offer and sell stock index futures contracts based on the 
Nikkei Stock Average (Nikkei) to United States citizens.88 The Nikkei is a price
weighted stock index which is calculated based on the prices of 225 highly
capitalized stocks on the Tokyo Stock Exchange. 

Further, the Commission amended Rule 3a 12-8 under the Exchange Act to 
eliminate the requirement that futures on foreign government securities be traded 
on a board of trade in the country that issued those securities.89 

As previously noted in the market volatility section, the Commission continued 
to examine the effects of index-related trading strategies involving index options 
and futures and the underlying component stocks both on the last trading day be
fore expiration (so-called "Expiration Friday") and on non-expiration days in fiscal 
year 1987. In addition to the rule filing involving the submission of market-on-close 
orders relating to index arbitrage in 50 designated stocks,9o the Commission ap
proved a NYSE rule change to modify the settlement price of expiring stock index 
options on the NYSE Composite Index and NYSE Beta Index to the opening prices 
of component stocks, rather than the closing prices, on Expiration Friday.91 The 
Commission also approved a NYSE rule change implementing special stock 
opening procedures designed to reduce order imbalances due to the settlement of 
certain index options and futures at the opening rather than the closing of trad
ing.92 As previously discussed, the Commission also published a staff study look
ing at non-expiration volatility and, in particular, the role of index-related trac;ling 
strategies in the market decline of September 11 and 12, 1986. 

In fiscal year 1987, the Commission revisited the question of eliminating the 
existing options allocation plan and permitting trading of exchange-listed options 
on more than one exchange. In particular, the Commission authorized a proceed
ing under Section 19(c) of the Exchange Act to consider whether to: (1) adopt a 
policy permitting multiple trading on exchange-listed stocks; and (2) amend the 
rules of the options exchanges to remove restrictions on the multiple trading of op
tions on exchange-listed stocks?3 

Regulation of Brokers, Dealers, Municipal Securities Dealers, 
and Transfer Agents 

Broker-Dealer and Transfer Agent Examinations 

During fiscal year 1987, the Commission continued to make increased use of 
computers in the broker-dealer regulatory programs. A new on-line system now 
captures all broker-dealer examination data. This data is used to monitor the activi
ties of the Commission's nine regional offices in carrying out the examination pro
gram goals and objectives. Additionally, software programs for the review of net 
capital and mark-up compliance were developed for use in field examinations, 
when portable computers become available. By the end of the fiscal year, the Com
mission had ordered a number of portable computers, which will become avail
able to field examiners for conducting broker-dealer and transfer agent examina
tions in fiscal year 1988. Previously, a pilot test program determined that portable 
computers would improve examiner productivity. 

The broker-dealer oversight program continued to emphasize review of sales 
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practice activities at large national firms. These examinations included on-site re
views at both the headquarters and branch offices of the selected firms. Also, the 
Commission placed greater emphasis on compliance with the currency reporting 
provisions of the Bank Secrecy Act. As a result, the Commission brought enforce
ment proceedings against several broker-dealers for failure to report cash transac
tions and referred matters to the Department of Treasury for possible civil or crimi
nal action. 

The Commission completed 452 oversight examinations of SRO members, a 
6.0 percent decrease from the 481 examinations completed in fiscal year 1986. 
This decrease was the result of an increased emphasis on comprehensive over
sight examinations with an increased emphasis on sales practice reviews. As a re- -
suIt, despite the decrease in the number of completed oversight examinations, the 
Commission increased the amount of time spent on the oversight examination 
program by 3.3 percent. The Commission also completed 56 cause examinations, 
a decrease from the 69 conducted in fiscal year 1986. The decrease in cause ex
aminations has resulted from the Commission's determination to place greater re
liance on the SROs to handle matters for which they have adequate remedies. 

In addition, the Commission also reviewed several broker-dealers to examine 
their procedures for limiting access to market-sensitive information within multi
service firms. This "Chinese wall" inspection revealed that each firm used a differ
ent approach to control the flow of inside- information through the Chinese wall. 
The Commission concluded that the firms would benefit by setting clearer mini
mum standards in several areas. Consequently, the NYSE agreed to include super
vision of its members' Chinese walls in its regular examination program and the 
Commission plans to aid in the development of an examination module and pro
vide oversight of NYSE examinations. 

The Commission also conducted 111 transfer agent examinations, an increase 
of 2.8 percent from the 108 examinations conducted in fiscal year 1986. These ex
aminations were conducted following guidelines set by the Commission which are 
designed to improve examination selection and to follow-up on deficiencies noted 
in prior examinations. 

Market Sweeps 

In September 1987, the Commission approved issuance of a release soliciting 
comments on proposed Rules 13e-2 and 14d-1 under the Exchange Act which 
would govern certain acquisitions of securities undertaken during and shortly after 
a conventional tender offer for securities of the same class and related activities.94 

If adopted, the proposed rules would apply to purchases, offers to purchase, ar
rangements or understandings to purchase and solicitations of offers to sell secu
rities that are the subject of the tender offer. If any such transaction is undertaken 
during and shortly after a tender offer and would increase any person's beneficial 
ownership of the class of securities subject to the tender offer by 10 percent or 
more of the class, the transaction must be made in compliance with the statutory 
provisions and rules applicable to tender offers. Exceptions would be provided for: 
(1) purchases of blocks which had been reported to the Commission for one year; 
(2) purchases from the issuer; (3) purchases pursuant to a pre-existing written 
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agreement; (4) issuer transactions approved by security holder vote, including re
capitalizations and reorganizations; and (5) purchases in connection with mergers 
approved by the issuer's security holders. The provisions would apply to all per
sons from the formal commencement of a tender offer until 1 0 business days after 
the scheduled expiration date. 

Short Sales 

On May 20, 1987, the Commission issued a release soliciting comments on pro
posed Rule 10b-21 under the Exchange ActY5 If adopted, the rule would prohibit 
a person who effects short sales of an equity security during the period between the 
filing of a registration statement relating to the same class of equity securities and 
the commencement of the public offering of such equity securities from directly or 
indirectly covering such short sales with securities purchased from an underwriter 
or broker or dealer participating in the public offering. The proposed rule is de
signed to prevent manipulative short selling by market participants in anticipation 
of underwritten public offerings. 

Bank Securities Activities 

On May 4,1987, the Commission submitted to Congress proposed legislation 
entitled the Bank Broker-Dealer Act of 1987. The Bank Broker-Dealer Act, intro
duced in both the House of Representatives96 and the Senate?7 would modify the 
blanket exceptions for "banks" found in the definitions of "broker" and "dealer," 
and would remove the exemption for banks that engage in any of the activities enu
merated in Rule 3b-9 under the Exchange Act. The Bank Broker-Dealer Act would 
expressly require banks that fall within the definitions of "broker" or "dealer" to es
tablish separate entities registered as broker-dealers with the Commission, 
through which securities activities would be carried out. 

The proposed legislation is intended to codify the concepts first presented in 
Rule 3b-9, which the Commission adopted on July 1, 1985.98 The rule would have 
required banks to conduct certain securities activities through broker-dealers reg
istered under the Exchange Act. These activities are: (1) public solicitation of bro
kerage for transaction-related compensation, (2) receipt of transaction-related 
compensation for providing brokerage services for trust, managing agency, or 
other accounts to which the bank provides advice, or (3) dealing in or underwriting 
securities. The rule also contains several exceptions for banks that conduct only 
limited securities activities. On November 4, 1986, the rule was invalidated by the 
Court of Appeals of the District of Columbia Circuit.99 In its opinion, the Court sug
gested that perhaps Congress should address the issue of bank broker-dealer 
activities. 

Zero-Coupon Securities 

In April 1987, the Commission issued a release reminding broker-dealers that 
the Commission's and self-regulatory organizations' (SRO) mark-up policies apply 
to transactions in zero-coupon securities. lOO The Commission issued the release 
because it had become concerned about mark-up and mark-down practices that 
may have developed with respect to such securities. 
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Anancial Responsibility Rules 

On June 11, 1987, the Commission amended its n"et capital, r~cordkeeping and 
quarterly securities count rules in connection with the treatment of repurchase and 
reverse repurchase agreements entered into by registered broker-dealers.1ol The 
record-keeping rule was amended to specifically require broker-dealers to main
tain certain books and records with respect to their repurchase and reverse repur
chase transactions, including securities records and copies of all confirmations. 
The quarterly securities count rule was amended to clarify that broker-dealers are 
required to account for securities that are the subjects of repurchase agreements 
as they do for other securities for which they are responsible. The net capital rule 
was amended to establish deductions from net worth in arriving at net capital for 
repurchase and reverse repurchase agreements under certain risk circumstances, 
to require additional capital when the broker-dealer has attained a high degree ·of 
leverage as a result of those agreements and to require deductions in connection 
with transactions with affiliates when the affiliate's records are not made available 
for examination. 

Customer Protection Rule 

On August 6, 1987, the Commission amended its customer protection rule, ef
fective January 31, 1988, in connection with repurchase agreements where the 
broker-dealer agrees to retain custody of the securities that are subject to those 
agreements.102 The amendments to the rule will require registered broker-dealers 
to obtain repurchase agreements in writing, to make specific disclosures regarding 
certain risks associated with hold-in-custody repurchase transactions and to dis
close that the Securities Investor Protection Corporation (SIPC) has taken the po
sition that coverage under the Securities Investor Protection Act of 1970 is not 
available to repurchase agreement participants. The amendments further require 
registered broker-dealers to maintain possession or control of securities subject to 
hold-in-custody repurchase agreements, except that possession or control during 
the trading day is not required if certain conditions are met 

Interpretations of the Customer Protection Rule 

On September 8, 1987, the Division issued a no-action letter to the New York 
Stock Exchange Sponsored Joint Industry Rule 15c3-3 Committee regarding pos
session or control of customers' securities for purposes of the customer protection 
rule.103 The letter permits broker-dealers to rely on the expected receipt of securi
ties borrowed in order to process "today for tomorrow" delivery instructions for fail 
to deliver requirements under certain conditions, until a permanent DTC system 
designed to assist the broker-dealer community in segregating fully paid or excess 
margin securities is operational. 

Lost and Stolen Securities 

In 1977, the Commission instituted the Lost and Stolen Securities Program. The 
Commission's designee, the Securities Information Center (SIC), maintains an up
to-date database on lost, stolen and counterfeit securities. Program data for calen
dar year 1986 indicate the continuing utility of the program to broker-dealers, 
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banks, and investors. Program participants number just over 20,300, a three per
cent increase over 1985. In 1986, the dollar value of certificates that were reported 
to SIC as lost, missing, stolen or counterfeit was $2.3 billion, a 15 percent increase 
over 1985. As a result, the aggregate dollar value of the database increased from 
$9.8 billion to $12.1 billion. The number of certificates reported as lost, stolen, 
missing or counterfeit increased approximately 18 percent, from 506,223 in 1985 
to 596,707 in 1986. Registered institutions also made inquiries concerning 2.5 mil
lion certificates. The number of 1986 inquiries from participants that matched pre
vious reports of lost, missing, stolen or counterfeit securities (hits) was 596, a de
crease from 1,036 in 1985. The dollar value for hits, however, increased slightly, 
from $15.4 million in 1985 to $15.5 million in 1986. 

Municipal Bond Redemption Processing 

To improve the processing of whole-issue and partial calls of municipal securi
ties, the Commission endorsed voluntary notification and processing guidelines 
that were developed in consultation with fec;1eral regulators, self-regulatory organi
zations, and organizations representing municipal securities issuers, bond counsel 
and securities processors.104 

During fiscal year 1986, the number of called bonds increased fourfold, due to 
declining interest rates. The voluntary gUidelines are designed, among other 
things, to assure that bond holders receive timely and accurate notice to redeem 
their bonds. 

Oversight of Self-Regulatory Organizations 
National Securities Exchanges 

As of September 30, 1987, nine active exchanges were registered with the Com
mission as national securities exchanges. lOS During the fiscal year, the Commis
sion granted applications by exchanges to delist 88 equity and debt and 16 option 
issues and granted applications by issuers requesting withdrawal from listing and 
registration for 29 issues. In addition, during the fiscal year the Commission 
granted 1,188 applications by exchanges for unlisted trading privileges. 

During fiscal year 1987, the Commission instituted proceedings pursuant to 
Section 19( c) of the Exchange Act to consider the adoption of a new rule for certain 
exchanges and associations. The rule would place a prohibition on an exchange 
listing, or an association (Le., the NASD) authorizing for quotation the common 
stock or equity securities of an issuer if, on or after May 15, 1987, the issuer issues 
securities or takes other corporate action that would have the effect of nUllifying, 
restricting or disparately reducing the voting rights of any common stock of such 
issuers.106 As part of this proceeding, the Commission held a public hearing in 
July for interested persons to present their views. The Commission decided to in
stitute Section 19(c) proceedings after the NYSE submitted a proposal to amend 
its "one share, one vote" rule to permit listed companies to issue stock with dispar
ate voting rights if certain requirements were satisfied.107 Public hearings on the 
rule change were held on December 16 and 17, 1986. 

The Commission set aside actions by the NYSE denying two members, William 
J. Higgins and Michael D. Robbins, permission to communicate by telephone from 
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the Exchange floor with non-member customers located off the floor. 108 In its 
Opinion, the Commission rejected arguments by the NYSE that it had a longstand
ing rule prohibiting such communication links. The Commission held that the 
NYSE had no rule, or policy enforceable as a rule, denying members the right to 
have direct telephone communication from the floor with their non-member cus
tomers located off-floor and ordered the NYSE to permit Higgins and Robbins to 
install the telephone connections they had requested. 

During fiscal year 1987, the Commission received 205 proposed rule changes 
from the stock exchanges. The Commission approved several significant rule fil
ings, including proposals of the NYSE and Amex to permit them to waive or mod
ify certain of their corporate governance and financial disclosure listing standards 
for foreign issuers that conflict with the home country's laws or practices. 109 Under 
the Amex and NYSE rules, such a waiver may be granted only where the practices 
of the foreign companies are in compliance with business practices and legal re
quirements of their country of domicile. 

The Commission also approved proposed rule changes of the Amex and NYSE 
that eliminate certain restrictions imposed on approved persons II 0 which own or 
control specialist units on the floor of the exchanges if the approved persons es
tablish an organizational separation, or "Chinese wall," between its entity and the 
specialist unit. III It also approved a proposed rule change by the Amex to require 
specialists to accept stop orders in common stock and accept stop limit orders 
where the stop and prices are not identical. I 12 

The Commission approved proposals by the NYSE to: (1) amend its rule per
taining to the execution of percentage orders to broaden the ability of NYSE spe
cialists to represent percentage orders in the trading process by allowing the spe
cialist to convert such orders into limit orders on destabilizing ticks;113 and (2) 
establish, on a pilot basis, a policy for reviewing certain proposed mergers and 
combinations between specialist units that could, in the NYSE's view, potentially 
result in concentration levels harmful to the NYSE, the quality of its markets, and 
its specialist community. I 14 

Finally, the Commission approved a proposal by the Cincinnati Stock Exchange 
(CSE) regarding an affiliation with the CBOE.115 The affiliation provides CBOE 
members access to trading on the CSE by allowing CBOE members to become 
CSE members without having to purchase CSE certificates of proprietary mem
bership. The affiliation, in part, is a result of the CBOE's desire to have access to a 
stock market in the event the side-by-side trading of options and stocks is com
menced. 

National Association of Securities Dealers, Inc. 

The NASD, the only national securities association registered with the Commis
sion, has over 6,600 member firms. In fiscal year 1987, the NASD reported the dis
position of 415 formal and summary disciplinary actions and 194 formal and sum
mary actions by its NASDAQ and Market Surveillance Committees. 

In addition, the Commission received 46 filings of proposed rule changes from 
the NASD. The Commission approved 29 proposed rule changes in fiscal year 
1987. The Commission approved NASD proposals: (1) extending for a two-year 
period the pilot program for the exchange of quotation information between the 
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NASD and the ISE; 116 (2) establishing a NASDAQ Workstation pilot that would up
date terminals used in the NASDAQ marketplace by providing a state-of-the-art 
workstation for NASDAQ market makers;]]7 (3) amending Schedule D to the 
NASD's By-Laws which governs the operation of the NASDAQ system;118 and (4) 
amending the NASD's Rules of Fair Practice to regulate members' communica
tions with the public with regard to direct participation program advertising.119 

The Commission also approved amendments to the NASD's Transaction Re
porting Plan with respect to NASDAQ/NMS Securities. The purpose of the amend
ments was to specify eligibility requirements, including certain corporate govern
ance standards, that determine the NASDAQ securities that can be included in the 
NMS and thus have real-time last sale reporting. The eligibility criteria were added 
to Schedule D of the NASD's By_LawS.120 

Municipal Securities Rulemaking Board (MSRB) 

In fiscal year 1987, the Commission received 14 proposed rule changes from the 
Municipal Securities Rulemaking Board and approved 11 MSRB rule filings. Of 
particular note was the approval of an amendment of Rule G-8(a)(xi) to require 
municipal securities dealers to record and maintain suitability information ob
tained pursuant to Rule G-19(b). 

Clearing Agencies 

During fiscal year 1987, the Commission received 98 proposed rule changes 
from registered clearing agencies and approved 93. The Commission approved 
self-regulatory organization rule changes designed to improve the transfer of cus
tomer accounts among member firms121 and clearing agency rule changes es
tablishing automated systems for transferring customer funds and securities 
among member firms. 122 The Commission also approved an NSCC proposal that 
established a Reorganization Processing System, which would allow, for the first 
time, centralized automated netting and settlement of transactions in securities 
subject to a reorganization (e.g., a tender offer). 123 The Commission also approved 
changes to OCe's by-laws to clarify OCe's authority, and standards for the exer
cise of that authority, to adjust the terms of outstanding options contracts, among 
other things, for changes in securities underlying those contracts.124 

SRO Surveillance and Regulatory 
Compliance Inspections 

During the fiscal year 1987, the Commission conducted 23 inspections of SRO 
market surveillance, compliance, disciplinary and operational programs. 

In fiscal year 1987, the staff completed a review of the NYSE program of formal 
discipline for floor trading violations. Since the previous inspection, the NYSE has 
made significant advances in its overall disciplinary program, resulting in the pros
ecution of more actions than in any other prior period. The inspection report noted 
a need for further progress in the areas of timeliness of disciplinary actions, the de
termination of sanctions, case management, and document control procedures. 

An inspection was conducted of systems to detect and deter insider trading at 
three SROs and several broker-dealers. The staff reviewed surveillance procedures 
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for detection of insider trading at the NYSE, the Amex, and the CBOE. These sys
tems were found to be operating effectively and additional enhancements were 
being implemented to further improve surveillance capabilities. The staff also 
noted that investigations resulting from surveillance procedures were generally 
thorough and well-documented. Nevertheless, the Division suggested that the 
SROs shorten the length of investigations. In an effort to improve the timeliness 
and quality of insider trading referrals to the Commission, the Intermarket Surveil
lance Group formed an insider trading subgroup. This subgroup, consisting of 
representatives from SROs and the Divisions of Market Regulation and Enforce
ment, formulated an insider trading initiative with the goal of reducing referral time 
on SRO investigations, along with proposals for enhancing communication and 
coordination between the SROs and the Commission. The initiative was endorsed 
and the Intermarket Surveillance Group was commended by the Commission for 
its efforts and response to the concerns in the marketplace regarding insider 
trading. 

The inspection staff also visited several broker-dealers to examine their proce
dures for limiting access to market-sensitive information within multi-service 
firms. This "Chinese wall" inspection revealed that each firm used a different ap
proach to control the flow of inside information through the Chinese wall, but that 
improvements could be made in documenting actions taken by the firm and in in
creasing the auditability of the process. Consequently, the NYSE agreed to include 
supervision of its members' Chinese walls in its regular examination program. The 
Commission plans to aid in development of an examination module and provide 
oversight of NYSE examinations. 

An inspection of the new NASD free-riding and withholding program revealed 
Significant improvement in surveillance of manipulation in newly issued securities. 
In January 1986, the NASD implemented new procedures for manipulation review 
into its overSight of new issues. Automated surveillance systems were combined 
with manual procedures and improved questionnaires to greatly enhance the prior 
review procedure. Minor recommendations were made regarding follow-up on 
questionnaires at the district level. Nevertheless, the NASD was commended for 
vastly improved procedures. 

The Commission also conducted an inspection of NASD's surveillance of non
NASDAQ over-the-counter securities (commonly known as "pink sheet" stocks). 
In response to this inspection, the NASD has enhanced its "pink sheet" surveil
lance program by agreeing to review all non-NASDAQ issues rather than just those 
cleared by the NSCC. In addition, the NASD plans to implement a rule requiring 
member firms to submit information to the NASD that will aid in the surveillance 
procedure. 

The May 1987 inspection of the PSE revealed significant improvements in sur
veillance procedures and implementation of an options audit trail. Additional rec
ommendations for improvement of PSE surveillance systems were made in some 
areas. The PSE was advised to further automate options surveillance procedures 
by automating trading analyses of the underlying equities. In addition, the Com
mission suggested increased staffing and further automation of surveillance pro
cedures. 

The Commission also completed comprehensive inspections of the surveil-
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lance, investigatory, and disciplinary programs for options and equities at the Phlx. 
In both options and equities, the inspection found that the Phlx had improved its 
surveillance procedures. The inspections also found improvement in timeliness 
and quality of investigations. The Commission had minor recommendations for 
strengthening Phlx penalties and for the specialist performance evaluation pro- . 
gram. 

During fiscal year 1987, the Commission completed an inspection of the surveil
lance, investigatory and disciplinary programs of the MSE. A review of the Listing 
Department was conducted as well. The MSE surveillance procedures and staffing 
levels were found to be satisfactory and minor recommendations were made re
garding improvement in documentation of investigations and disciplinary actions. 
In addition, enhancements to surveillance procedures and Listing Department op
erations were advised. 

An inspection of the CSE revealed adequate surveillance and compliance pro
grams. However, due to increasing trading volume, improvements were recom
mended in the areas of documentation of daily surveillance and investigatory ac
tivity and informal disciplinary actions for minor CSE rule violations. 

A comprehensive inspection of CBOE's surveillance and disciplinary program 
for trading violations was conducted in fiscal year 1987. The Commission found 
that the CBOE's three-year surveillance automation project was proceeding on 
schedule and promised to permit the surveillance program to keep pace with the 
CBOE's increasing options trading volume. The Commission made recomp1en
dations for enhancements to existing surveillance procedures and advised the 
CBOE to increase the severity of sanctions in appropriate cases of recidivist 
violations. 

The Commission conducted a comprehensive inspection of the Amex. Specif
ically, the inspection focused on four major program areas: (1) routine options 
sales practices examinations of those firms for which the Amex is the designated 
options examining authority; (2) investigations of customer complaints, termina
tions of registered representatives for cause and firms' notices of disciplinary ac
tions; (3) processing of formal disciplinary actions resulting from examinations 
and investigations; and (4) examinations and financial surveillance of those firms 
conducting a public business for which the Amex is the designated examining au
thority under Rule 17d-1 of the Exchange Act. Overall, the inspection disclosed 
that the Amex regulatory programs are functioning satisfactorily. The Commission 
did note delays in processing disciplinary actions as well as isolated deficiencies in 
the Amex's examinations and investigations of members' options sales practices. 

The Commission conducted an inspection of the NYSE's handling of referrals 
(typically, customer complaints) from the Commission. The inspection disclosed 
that the initial processing of the referrals by the Customer Complaint Department 
was being handled satisfactorily. However, the inspection found deficiencies in in
vestigations conducted by the Department of Enforcement. The NYSE repre
sented that significant increases in staff would be made and that procedural and 
organizational changes were being made to improve the timeliness and quality 
of investigation of all cause matters, including those cases referred by the 
Commission. 

The Commission also conducted an inspection of the MSE's broker-dealer ex-
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amination, financial surveillance and formal disciplinary action programs, as well 
as the handling of customer complaints and Regulation T extension requests. The 
Commission concluded that the MSE is ensuring members' compliance with the 
federal securities laws in a satisfactory manner and is conducting effective regula
tory programs with respect to MSE member firms. Minor deficiencies in the Reg
ulation T and financial surveillance program were noted. 

The Commission also conducted inspections of eight of the fourteen NASD dis
trict offices. Inspections of the district offices in California, Denver, Dallas, Atlanta, 
Chicago, Cleveland, Philadelphia and New York were conducted by the Commis
sion's regional offices. As in prior years, the Commission noted isolated deficien
cies in the districts' financial surveillance routine examination, cause investigation 
and formal disciplinary action programs. Nevertheless, the NASD district office in
spections generally revealed that the NASD was satisfactorily meeting its oversight 
responsibilities under the Exchange Act. In particular, the Commission noted sig
nificant improvements in the district office in New York as a result of management 
and procedural changes. In addition, the Commission met with the NYSE and the 
NASD on a quarterly basis to discuss current regulatory, examination and over
sight issues. 

The staff completed a comprehensive review of securities industry sponsored 
arbitration that reflected the Commission's belief in the need for thorough over
sight of SRO arbitration systems. The review found that while securities industry ar
bitration generally operates fairly, the process can be improved in a number of re
spects. Major recommendations regarding the operation of SRO arbitration 
systems have been sent to members of the Securities Industry Conference on Ar
bitration, the group that drafted the rules under which SRO arbitration operates. 125 

The Commission's principal recommendations were that: (1) SROs establish stan
dards for who may serve as a public arbitrator, (2) make publicly available sum
mary data on the results of arbitrations, (3) adopt improved discovery procedures, 
(4) review arbitrator disclosure provisions, (5) implement effective arbitrator train
ing programs, (6) institute arbitrator evaluation programs, and (7) explore flexible 
rules for large cases. The SROs have been asked to respond to the recommenda
tions in fiscal year 1988. 

Applications for Re-entry 

During fiscal year 1987, the Commission received 103 SRO applications to per
mit persons subject to statutory disqualifications, as defined in Section 3(a)(39) of 
the Exchange Act, to become or remain associated with broker-dealers. The distri
bution of filings among the SROs was the following: NASD (89); NYSE (12); and 
Amex (2). Of the total filings processed, 8 applications were subsequently with
drawn, 99 were completed, and 4 were pending at year-end. 126 The Commission 
refused to take a no-action position in two applications. 

As part of the review of SRO arbitration, the Commission examined the opera
tion of the NASD's arbitration program. In addition to the recommendations set 
out above, the Commission recommended that the NASD improve the turn
around times of its cases. Discussions with the NASD on appropriate changes to 
its program should conclude in fiscal year 1988. 
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SRO Final Disciplinary Actions 

Section 19(d)(1) of the Securities Exchange Act of 1934 and Rule 19d-l there
under require all self-regulatory organizations to file notice with the Commission of 
all final disciplinary actions. 

A Rule 19d-l filing reports a completed action that may have been initiated at 
any time during the previous years. The duration of a SRO action frequently re
flects the severity of the violations(s) charged, the number of respondents involved, 
and the complexity of the underlying facts. SROs generally conclude cases involv
ing minor or techincal violations with a single respondent in less than a year; cases 
involving serious trading violations (e.g., price manipulation, prearranged trading, 
front-running, etc.) require more time to complete because of the necessity to 
demonstrate specific intent to the disciplinary panel that acts as a trier of fact. Con
sequently, the volume of Rule 19d-l notices submitted by a SRO in a given year is 
not a precise measure of its profiCiency in market surveillance and compliance. 
Nevertheless, the number of actions reported can be useful in assessing the regu
latory effectiveness of different SROs over similar time periods, and this informa
tion has proved useful in focusing inspections of SRO regulatory programs. 

In fiscal 1987 the American Stock Exchange filed 44 Rule 19d-l reports, the 
Chicago Board Options Exchange filed 145; the New York Stock Exchange filed 
128; the Philadelphia Stock Exchange filed 11; the Pacific Stock Exchange filed 
50; the Boston Stock Exchange filed none; the Midwest Stock Exchange filed 4; 
and the National Association of Securities Dealers filed 609. 

SRO Final Disciplinary Actions 

1983 1984 1985 1986 1987 
Exchanges 475 394 530 419 382 

NASD: 

District Committees 227 667 348 252 415 

NASDAQ and Market 
Surveillance Committees 100 62 93 174 194 

TOTALS 802 1123 971 845 991 
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Investment Companies and Advisers 

Key 1987 Results 

The Division of Investment Management oversees the regulation of investment 
companies and investment advisers under two companion statutes, the Invest
ment Company Act of 1940 (Investment Company Act) and the Investment Advis
ers Act of 1940 (Investment Advisers Act), and administers the Public Utility Hold
ing Company Act of 1935 (Holding Company Act). 

Number of Active Registered Investment Companies 
and Investment Advisers 

Investment Companies 
Investment Advisers 

Fr83 Fr84 Fr85 Fr86 Fr87 
2,057 
7,043 

2,210 
9,083 

2,458 2,912 3,305 
10,908 11,707 12,690 

Investment Company and Adviser Assets Onder Management 
(in billions) 

Investment Companies 
Investment Advisers 

Fr83 Fr84 Fr85 Fr86 Fr87 
$360 
$780 

$370 
$850 

$ 525 $ 742 $1,200 
$1,170 $1,400 $3,500 

Inspections/Examinations of Investment Companies and Advisers 

Investment Companies 
Investment Advisers 
Total Examinations 

Fr83 Fr84 Fr85 Fr86 Fr87 
348 
737 

1,085 

497 
837 

1,334 

567 
1,039 
1,606 

643 
1,263 
1,906 

739 
1,294 
2,033 

During fiscal year 1987, the number of registered investment companies in
creased by 13 percent and the assets they manage increased by 62 percent. The 
number of investment advisers registered increased by 8 percent and the assets 
they manage increased by 199 percent 

The number of investment company and investment adviser examinations 
completed during fiscal year 1987 exceeded 2,000 for the first time, almost double 
the number completed in fiscal year 1982. 

During fiscal year 1987, the Division and the regional offices continued efforts to 
coordinate their regulatory activities with state authorities that share the Commis
sion's jurisdiction over investment advisers, by conducting joint examinations, pro
viding training for state examiners, and routinely sharing examination results. 

The Commission staff is preparing a report on the financial planner industry, re
quested in July 1986 by Congressmen Timothy E. Wirth and Matthew J. Rinaldo of 
the House Committee on Energy and Commerce's Subcommittee on Telecom
munications, Consumer Protection and Finance. The report will focus on the fi
nancial planning industry's customer demographics, planner characteristics, 
compensation, registration, inspection, and the National Association of Securities 
Dealers' (NASD) pilot project to inspect investment advisers who are also NASD 
members. 
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In June 1987, the Board of Governors of the National Association of Securities 
Dealers passed a resolution to take steps to become a self-regulatory organization 
with jurisdiction over the investment advising activities of its members and affiliates 
who are investment advisers. The Commission will consider the NASD proposal in 
greater detail after the related report on the financial planning industry is com
pleted. 

The Division's Office of the Chief Counsel coordinated the Division's work on a 
number of Commission-wide special projects and legislative initatives, including 
the Commission's internationalization and bank guarantee studies. 

Disclosure Requirements 

During fiscal year 1987, the Commission reproposed for comment Form N-7, a 
simplified form under the Securities Act of 1933 (Securities Act) and the Invest
ment Company Act for all unit investment trusts other than insurance company 
separate accounts. 127 The Commission proposed for comment Rule 24f-3 under 
the Investment Company Act, which would provide a simplified method for unit in
vestment trusts to pay securities registration fees imposed under the Securities 
ACt.128 In addition, the Commission adopted an amendment to Regulation S-X to 
require that registered investment companies account for net costs incurred under 
a Rule 12b-1 plan as an expense.129 The amendment provides for uniform ac
counting treatment so that investors may more accurately compare investment re
sults and expense ratios among investment companies. An amendment to Form 
N-SAR, the semi-annual report filed by investment companies, was proposed that 
would conform the form's change-of-accountant disclosure requirements to 
those of Form 8-K under the Exchange Act. 130 

The Commission also proposed amendments to Form N-IA, the registration 
form for mutual funds to provide for a consolidated table of expenses (fee table) 
near the front of the prospectus. 131 The fee table is intended to assist investors in 
comparing expenses among mutual funds. 

EDGAR 

In July 1985, the Office of Public Utility Regulation began accepting electronic 
filings from registered public utility holding company systems and their member 
companies. An EDGAR Pilot Branch was formed in October 1985, which began 
processing electronic filings for a volunteer group of investment company regis
trants in November 1985. The volunteers include a representative group of 184 
management investment companies and 77 unit investment trusts with over 2,700 
active series. Electronic filings on Form N-SAR, the semi-annual report of regis
tered investment companies, also were made by 700 registered management in
vestment companies not participating full-time in the EDGAR Pilot. As of Septem
ber 30, 1987, the Commission received 16,368 investment company filings 
through the EDGAR Pilot Branch. 

In March 1987, the Commission adopted a temporary rule and form to allow op
tional electronic filing of Form 13F, the report of securities holdings filed by insti
tutional managers. The rule specifies a uniform format and requires that electronic 
filings of this form be made on magnetic tape. These electronic filings, which 
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should facilitate tabulation of 13F data, are expected to begin in November 1987, 
for the quarter ended September 30, 1987. 

Regulatory Policy 

In November 1986, the Commission adopted an amendment to Rule 31 a-2 un
der the Investment Company Act to permit investment companies to maintain re
quired records on magnetic tape, disk, or other computer storage media, in recog
nition of the greater use of computers in the industry. 132 

In December 1986, the Commission proposed Rule l1a-3 under the Investment 
Company Act, which would permit, under specified conditions, a mutual fund or its 
principal underwriter to make an exchange offer to the fund's own shareholders or 
to shareholders of another fund in the same family of funds. At the same time, the 
Commission proposed Rule 11 c-1 under the Investment Company Act which 
would conditionally permit a unit investment trust or its sponsor to make exchange 
offers to certain unit holders. 

In June 1987, the Commission proposed amendments to Rule 19b-1 under the 
Investment Company Act, which restricts registered investment companies to 
making one distribution of long-term capital gains for anyone tax year, plus a sup
plemental distribution not exceeding ten percent of the prior distribution. The 
amendments, which were adopted in final form in October 1987, permit invest
ment companies to make one additional distribution of longterm capital gains for 
anyone tax year where the distribution is made to avoid the assessment of an ex
cise tax on the investment company under the Internal Revenue Code, as 
amended by the Tax Reform Act of 1986. 

In October 1987, the Commission adopted Rule 6c-9, which provides an exemp
tion from the Investment Company Act for foreign banks selling their own debt se
curities or non-voting preferred stock in the United States. The rule also applies to 
the sale of those securities by a foreign bank's finance subsidiary. 

Investment Advisers 

The Commission adopted Rule 206(4)-4 under the Investment Advisers Act, 
which codifies an investment adviser's fiduciary obligation to give material finan
cial and disciplinary information to clients. 133 

The Commission also issued Investment Advisers Act Release No. 1092, which 
sets forth uniform interpretations of federal and state investment adviser laws as 
they apply to financial planners and other persons. Developed jointly by the Com
mission's staff and the North American Securities Administrators Association, Inc., 
the release revised Investment Advisers Act Release No. 770 issued in August 
1981. Among other things, it clarifies the definition of investment adviser as ap
plied to financial planners and discusses the staff's view that an adviser's duty to 
disclose material facts includes the duty to disclose the various capacities in which 
the adviser might act when dealing with a particular client. 

Insurance Products 

One exemptive rule under the Investment Company Act has been proposed, 
and another adopted on a temporary basis, to facilitate the process under the se-
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curities laws of bringing new variable insurance products to the marketplace. In 
March 1987, a new approach to exemptive relief for the deduction of mortality and 
expense risk charges from the assets of life insurance company separate accounts 
was introduced in the reproposal of Rule 26a-3. In May 1987, a new round of 
amendments to Rule 6e-3(T) became effective, essentially codifying relief granted 
in individual exemptive orders over the last several years, and updating the rule to 
reflect the latest features of flexible premium product designs. 

In June 1987, the Commission issued a notice of the filing of an application by 
the College Retirement Equities Fund (CREF) and The Teachers Insurance and 
Annuity Association of America for an order granting exemptions from certain sec
tions of the Investment Company Act and approving certain transactions in order 
to allow CREF to continue to operate as it had before agreeing to register as an in
vestment company. A number of requests for a hearing were filed before the expi
ration of the notice period by CREF participants, colleges and universities, and 
mutual fund complexes. Several hearing requests were also filed on CREF's re
quest for temporary exemptive relief pending the outcome of any hearing that 
might be ordered on its exemptive application. 

PubBc GliBty Holding Companies 

There are now 13 registered public utility holding company systems with aggre
gate assets, as of June 30, 1987, of $87.3 billion, an increase of $4.3 billion, or 5.2 
percent over June 30, 1986. Total operating revenues, as of June 30, 1987, were 
$31.9 billion, a $2.0 billion decrease from June 30, 1986. There are 68 electric or 
gas utility subsidiaries, 73 non-utility subsidiaries, and 24 inactive companies in 
the 13 registered systems, a total of 178 companies operating in 24 states (exclud
ing seven power supply subsidiary companies). 

In June 1987, the Commission published for comment a proposed amendment 
to Rule 45 under the Holding Company Act: The proposed amendment would 
make unnecessary the filing of declarations for orders of the Commission approv
ing routine agreements where a parent company in a registered holding company 
system guarantees, assumes joint liability upon, or acts as surety or indemnitor for 
the obligations of its subsidiary company. Comments received have indicated that 
substantial savings will inure to consumers and shareholders by the adoption' of 
the proposed rule amendment 

Holding Company Financings-During fiscal year 1987, the Commission au
thorized $6.3 billion of senior securities and common stock financing for the 13 
registered systems: $5.0 billion in long-term debt financing, with $1.3 billion in 
common and preferred stock. Long-term debt financing decreased by 34.3 per
cent from fiscal year 1986, primarily due to an increase in long-term interest rates, 
which reduced the economic incentives to refinance. In addition, approximately 
$430 million in pollution control financing and $5.5 billion in short-term debt fi
nancing were approved. The pollution control financing was a 61 percent decrease 
from amounts authorized in fiscal year 1986. Short-term debt increased by 4.3 per
cent over the previous year. Total financings in -fiscal year 1987 of $12.3 billion were 
less than fmancings authorized in fiscal year 1986 by $3.4 billion, a decrease of 
21.9 percent The Middle South Utilities, Inc. system accounted for approximately 
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15 percent of the total financing authorized under the Holding Company Act. The 
Commission also authorized over $1 billion for fuel exploration and development 
activities during fiscal year 1987. Substantial expenditures in fuel procurement 
were incurred through the acquisition of $546 million of nuclear fuel and over 
$380 million in coal mining equipment and refinancing. 

The Commission's continuing review of holding company fuel procurement ac
tivities, accounting policies, audits of service companies and annual reports of the 
subsidiary service companies and fuel procurement subsidiaries, and the review of 
quarterly reports by non-utility subsidiaries resulted in savings to consumers dur
ing fiscal year 1987 of approximately $45.0 million. 

The Commission required electric subsidiaries of public utility holding compa
nies to credit revenues from their selling excess oil and gas ($32 million), and sub
leasing coal and oil barges ($13 million) to their fuel costs, reducing consumer 
electric bills. 

Significant Applications And Interpretations 

Investment Company Act-The Commission authorized ML-Lee Acquisition 
Fund, L.P., a limited partnership regulated as a business development company 
under the Investment Company Act, to make joint purchases with its investment 
adviser of so-called "mezzanine securities" (subordinated debt and preferred stock 
with equity participation) issued in connection with leveraged buyouts.ML-Lee Ac
quisition Fund is the first leveraged buyout investment company made available to 
retail investors. Its investment policies prohibit the fund from providing financing 
for hostile takeovers. 

Applications of FmHA Trust and ED Trust were filed by private parties on behalf 
of trusts established to acquire loans made by the Farmers Home Administration 
of the Department of Agriculture and the Department of Education. Exemptive 
orders under the Investment Company Act were granted for the FmHA Trust on 
August 24, and for the ED Trust on September 18. The FmHA Trust and the ED 
Trust are collateralized by non-recourse loans originated by the respective agen
cies being sold as part of the federal govemment's pilot loan asset sales program. 

An application filed by the National Rural Utilities Cooperative Finance Corpora
tion was granted to exempt specified trusts it had established from most of the pro
visions of the Investment Company Act in connection with th~ public sale of certifi
cates representing trust participation interests. Each trust will hold a single note 
guaranteed by the Rural Electrification Administration evidencing loans used to re
finance borrowings from the Federal Financing Bank. 

Holding Company Act-The Commission authorized Consolidated Natural 
Gas Company (Consolidated), a registered holding company, to form a new, 
wholly-owned, gas marketing subsidiary, CNG Trading Company (CNG Trading), 
to engage in the marketing of low cost, non-regulated gas supplies. l34 CNG Trad- . 
ing will purchase, pool, transport, exchange, store and sell gas supplies from com
petitively priced sources, including the spot markets, independent producers and 
brokers, as well as from Consolidated system producing affiliates, CNG Develop
ment Company and CNG Producing Company. 

The Commission authorized Middle South Utilities, Inc. (MSU), a registered 
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holding company, and its wholly-owned generating subsidiary, System Energy Re
sources, Inc. (formerly Middle South Energy, Inc.), to guarantee potential rate re
funding obligations of Mississippi Power & Light Company (MP&L), an operating 
subsidiary of MSU. 135 The guarantees were needed to obtain a bond to maintain a 
stay pending MP&L's appeal to the United States Supreme Court in the case of 
Mississippi Power & Ught Co. v. State of Mississippi. 

Central and South West Corporation (CSW), a registered holding company, and 
its wholly-owned subsidiary, CSW Credit, Inc. (CSW Credit) (collectively, Compa
nies), was authorized to factor accounts receivable of the CSW electric utility com
panies.136 Related financing was also approved. CSW Credit was also authorized 
by the Commission in July 1986, to purchase receivables of non associate electric 
utility companies, subject to. the condition that the average amount of such pur
chases·during any twelve-month period would be less than the corresponding 
amount of associate company receivables .. Related financing was also authorized. 
The Companies are now requesting the removal of the limitation imposed by the 
1986 order' upon the factoring of nonassociate electric utility receivables by CSW 
Credit. 

The Commission authorized Wisconsin Energy Corporation to acquire all of the 
common stock of the Wisconsin Electric Power Company and the Wisconsin Nat
ural Gas Company, and exempted it from all provisions of the Holding Company 
Act except Sections 9(a)(2), subject to certain conditions.D7 Requests for a hear
ing were denied; however, jurisdiction was reserved on the retention of gas proper
ties along with electric properties. 

In a letter dated March 5, 1987, the Division stated it was unable to concur in the 
opinion of counsel for Noverco, Inc. (Noverco) that the acquisition by Noverco of 
the limited partnership interests of the limited partners in Energy Future Limited 
Partnership (EFLP) would not require prior approval by the Commission under 
Sections 9(a)(2) and 10 of the Holding Company Act. EFLP is the owner of all of 
the voting securities of New England Gas .Corporation (NNEG). NNEG, in turn, 
owns all of the voting securities of Vermont Gas Systems, Inc. (VGS), a small gas 
utility incorporated and operating in Vermont Based upon the facts and circum
stances, the Commission was unable to conclude that the transaction would not 
constitute an indirect acquisition by Noverco of 5% or more of the voting securities 
of NNEG, and hence ofVGS. Nover<::o is already an affiliate of a Canadian gas utility 
company. 

In a letter dated June 18, 1987, to Central and South West Corporation (CSW), a 
registered holding company, the Commission refused to assure CSW that it would 
not recommend any enforcement action to·the Commission under the Holding 
Company Act should a trust, funded by CSW, acquire shares of a non-affilated 
electric utility even though CSW would agree (1) not to acquire the shares from the 
trust without prior Commission approval under Section 9(a) of the Holding Com
pany Act; and (2) to dispose of the shares held by the trust if approval for CSW to 
acquire them was denied or not received within a specified period. In the Commis
sion's view, the acquisition by such a trust would constitute an indirect acquisition 
by CSW of public utility securities and would be unlawful under Section 9( a)(1) un
less approved in advance by the Commission under Section 10. 

Institutional Disclosure Program-Securities Exchange Act Section 13(f)(1) 
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and Rule 13f-1 require specified "institutional investment managers" to file quar.
terly reports on Form 13F. As noted above, under Rule 13f-2 (T), effective July 1, 
1987, these managers may file the report on Form 13F-E through magnetic tape 
by using the Commission's pilot electronic disclosure system, EDGAR. Managers 
filing these reports disclose specified equity holdings of the accounts over which 
they exercise investment discretion. As of June 30, 1987, Form 13F reports had 
been filed by 1,683 managers for holdings totaling $1.375 trillion. 

Form 13F reports are available to the public at the Commission's Public Refer
ence Room promptly after filing. Two tabulations of the information contained in 
these reports are available for inspection: (1) an alphabetical list of the individual 
securities, showing the number of shares held by the managers reporting the hold
ing; and (2) a list with the total number of shares of a security reported by all report
.jng managers .. Both tabulations normally are available two weeks after the date on 
which the reports must be filed. 

The tabulations are prepared by a independent contractor selected through the 
competitive bidding process. The contractor provides its services to the Commis
sion without charge, and is required to make a variety of specified tabulations avail
able to the public at reasonable prices within ten days after receiving the reports. 
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Other Litigation and Legal Activities 

Key 1987 Results 

FY '84 FY'85 FY '86 FY '87 

Win Loss Other· Win Loss Other· Win Loss Other· Win Loss Other· 

Supreme Court and 
Appellate Courts 37 8 5 36 4 5 32 3 2 31 3 2 

District Court 26 2 2 23 3 2 21 0 14 3 0 
Bankruptcy Court 13 3 2 20 5 0 13 3 1 4 7 
Other·· 4 0 0 7 0 0 4 0 3 0 0 

• Issue not reached, split decision, etc . 
•• State Courts and Administrative Tribunals. 

The General Counsel represents the Commission in.alllitigation in the United 
States Supreme Court and the Courts of Appeals, defends the Commission and its 
employees when sued, prosecutes administrative disciplinary proceedings against 
securities professionals, and appears amicus curiae on behalf of the Commission 
in significant'private litigation involving the federal securities laws. In addition, un
der the supervision and direction of the General Counsel, the regional offices rep- . 
resent the Commission in corporate reorganization cases under the Bankruptcy' 
Code that have a substantial public investor interest. The General Counsel also 
analyzes legislation that would amend the federal securities laws or otherwise af
fect the Commission's work and prepares legislative comments and congressional 
testimony. In addition, the General Counsel reviews proposed Commission action 
to ensure that enforcement and regulatory programs are consistent with the Com
mission's statutory authority. 

The General Counsel represented the Commission in 304 litigation matters in 
fiscal year 1987. During the year, 36 court of appeals and Supreme Court cases 
were concluded, all but three favorably to the Commission. There were 16 appeals 
in Commission injunctive actions, six of which were concluded, with only one out
come unfavorable to the Commission. By comparison, the General Counsel han
dled 285 litigation matters in fiscal year 1986, including 18 appeals in injunctive ac
tions. Seven such appeals were concluded in 1986, with only two outcomes 
unfavorable to the Commission. 

In fiscal year 1987, there also were 23 appellate and district court actions seeking 
to overturn Commission orders' in administrative proceedings or affirming self
regulatory organization disciplinary proceedings against securities professionals. 
Of these appeals, ten were concluded, with only one adverse result Eight such ac
tions were concluded in fiscal year 1986, with no adverse results. 

The Commission participated as amicus curiae in 46 cases during the year, 
compared to 42 such cases in fiscal year 1986. It participated in nine private cases 
that were decided, only one of which resulted in a decision adverse to the Commis
sion. 

The General Counsel also handled more than 217 other proceedings before the 
Commission or in the federal district courts. These included 56 suits brought 
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against the Commission or its staff, and 86 suits seeking access to Commission 
documents, including actions under various public information statutes. Of the lat
ter, 78 suits involved discovery subpoenas in private actions where the Commis
sion is not a party. In fiscal year 1986 there were 24 suits brought against the Com
mission or its staff and 54 suits (including.46 third-party subpoenas) under the 
various public information statutes. 

During fiscal year 1987, 94 debtors with publicly-held securities registered under 
the Securities Exchange Act of 1934 (Exchange Act) commenced Chapter 11 re
organizations. The Commission entered its appearance in 32 of these cases, which 
involved assets of $22.6 billion and nearly 380,000 public investors. The largest of 
these proceedings was that of Texaco, Inc., with $18.3 billion in assets and about 
275,000 public investors. The 32 Chapter 11 cases are set forth in Table 38 of the 
Appendix to this report. 

In addition to litigation, the General Counsel is involved in Significant legislative 
and regulatory work. For example, the office assisted the Chairman and the Com
missioners in preparing testimony on a number of important issues, such as the 
Commission's insider trading program and development of a definition of insider 
trading; securities laws aspects of the sale of federal government loan assets; reg
ulation of corporate takeovers; and the proposed Agricultural Credit Act of 1987, 
which would provide for the creation of securities backed by pooled Farmers 
Home Administration loans. The office also assisted the Commission in preparing 
a legislative proposal to amend the Exchange Act to permit the Commission to 
regulate certain brokerage activities of banks. 

Litigation 

Appeals In Commission EnforcementActions-This litigation consists of ap
peals of district court decisions in Commission injunctive actions. In most cases, 
the defendants ask a court of appeals to reverse a district court's finding of secu
rities violations and its order enjoining future violations or providing for other relief 
such as disgorgement of illegal profits. The Commission also may appeal when it 
is denied relief. 

In SEC v. Burns, 138 the United States Court of Appeals for the Ninth Circuit af
firmed a district court decision that a company's chief executive violated a Com
mission rule prohibiting participants in a stock distribution from purchasing that 
stock during the distribution. The defendant had provided two corporate officers 
with company funds to buy stock during the distribution. He argued that he did not 
violate the rule-because some of the purchases had been made before the registra
tion statement was filed and hence before the "distribution" commenced, and be
cause the ~maining _purchases were made after the distribution was completed. 
The court held that a distribution of securities may commence whenever there is 
an incentive to influence the market artificially, even before a registration statement 
is filed. Because the defendant had such an incentive in this case, the purchases 
took place during a distribution. Mor~over, the court held that any inducement to 
purchase securities during the distribution period violates the rule, even if the ac
tual purchase is made outside that period. The court also affirmed the district 
court's decision that the defendant acted with scienter when the company improp
erly inflated its revenues in financial statements filed with the Commission. 
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The Commission has appealed to the United States Court of Appeals for the Dis
trict of Columbia Circuit a district court decision refusing to enter an injunction, on 
First Amendment grounds, against a magazine publisher for violating the touting 
disclosure provision of the Securities Act of 1933 (Securities Act). In SEC v. Wall 
Street Publishing Institute, Inc., 139 the Commission had requested an injunction 
to require a publisher to disclose that drafts of articles promoting securities of 
companies were supplied by those companies. The Commission argued that such 
an injunctive order, written in the language of the statute, is a valid way to enforce 
an antifraud provision, and thus is not an impermissible prior restraint of the press. 

In SEC v. The American Board of Trade, Inc., 140 the United States Court of Ap
peals for the Second Circuit affirmed a district court decision to appoint a receiver 
for the defendant companies and their affiliates. The court had previously issued 
two decisions in this litigation holding that the defendants were illegally selling cor
porate notes issued by one of the defendant companies,141 and that the defend
ants could not effect registration of the notes because the defendants were unable 
to provide required certified financial statements.142 

Finally, the positions of the Commission were affirmed without opinion in two 
cases. In SEC v. Charles Byers, 143 the United States Court of Appeals for the Third 
Circuit affirmed a district court decision ordering that all of the proceeds of illegal 
securities sales be distributed to all defrauded investors on a pro rata basis, rather 
than imposing a constructive trust on some of the proceeds in favor of certain in
vestors. In SEC v. Zoe Products, Inc., 144 the United States Court of Appeals for the 
Ninth Circuit affirmed the district court's entry of summary judgment for the Com
mission, finding that the company and its chief executive officer acted with scienter 
when they recklessly misstated facts concerning the company's financial condition 
and future business prospects. 

Petitions to Review Commission Orders-Petitions to courts of appeals for ju
dicial review of Commission orders arise from administrative proceedings con
ducted under various provisions of the federal securities laws. These proceedings 
include Commission review of disciplinary actions by national securities ex
changes and the National Association of Securities Dealers, Inc. (NASD), which 
often involve interpretative issues central to the Commission's own enforcement 
program and thus to the integrity of the securities markets. 

During fiscal year 1987, petitions for review were filed in several cases where the 
Commission proceeded against broker-dealers for underwriting violations. In c.£. 
Carlson, Inc. and Charles £. Carlson v. SEC, 145 a broker-dealer and its president 
have requested review by the United States Court of Appeals for the Tenth Circuit 
of a Commission decision imposing sanctions for fraudulently closing a "part-or
none" public offering. Petitioners, without disclosure to purchasers, personally 
bought the final twelve percent of the shares needed to close the offering, financed 
the purchases in large part with loans arranged from persons with a financial inter
est in the offering, and then repaid the loans with money obtained from the pro
ceeds of the offering. The Commission had ruled that these transactions de
frauded public investors by vitiating the part-or-none condition on which they had 
relied. 

Similarly, in Lowell H. Listrom & Co. v. SEC, 146 the United States Court of Ap
peals for the Eighth Circuit affirmed the Commission's determination that a 
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broker-dealer violated Exchange Act recordkeeping, confirmation, and credit
extension regulations in connection with "best-efforts" underwritings. In affirming 
the Commission's decision, the court gave substantial deference to the Commis
sion's interpretation of its own rules. The court also agreed with the Commission's 
finding that the broker-dealer, by paying for the securities of certain customers in 
the underwritings, had extended credit to those customers in violation of the Ex
change Act. 

A third case, pending before the District of Columbia Circuit, seeks review of a 
Commission decision upholding NASD sanctions imposed on principals of a 
broker-dealer for concealing their purchases of approximately one million shares 
in a "best efforts, all-or-none" public offering. In SvaLberg v. SEC, consolidated 
with Uppitt v. SEC, 147 petitioners argue that their purchases were immaterial, that 
they acted without scienter, and that the Commission abused its discretion in af
firming their sanctions. The Commission argues that the purchases were material 
and that petitioners' conduct constituted knowing or reckless misrepresentation in 
connection with the purchase of securities. Moreover, an underwriter's undis
closed actions to complete an otherwise unsuccessful all-or-none offering are 
fraudulent. 

Review has been sought in two cases where the Commission held that securities 
professionals failed to determine whether sales were part of an unregistered distri
bution. For example, in Butcher & Singer, Inc. and Thomas A. Grey v. SEC, 148 the 
United States Court of Appeals for the Third Circuit affirmed the Commission's de
termination that a broker-dealer violated the registration provisions of the Securi
ties Act by failing to conduct an inquiry into the need for registration when one of 
the firm's salesmen sought to sell, through the firm, a large amount of a Iittle
known stock he owned. The Commission had found a breakdown in the firm's 
compliance procedures because the trader who sold the salesman's stock did not 
make a thorough inquiry into the need for registration or delegate that responsi
blity to someone else within the firm. 

Similarly, in Kane v. SEC, 149 a registered representative of a broker-dealer seeks 
review of a Commission order suspending him from association with any broker
dealer for six months because of his participation in the sale of unregistered secu
rities. The Commission argues that the petitioner was responsible for determining 
whether the securities could be sold without registration, and that he failed to make 
the "searching inquiry" necessary for this determination. The Commission con
tends that the sanction imposed on the petitioner, which the court may reverse only 
for gross abuse of discretion, was not too severe, and is appropriate to deter Kane 
and others from such violations in the future. 

The severity of a sanction imposed by the Commission is frequently challenged. 
In Kuznetz v. SEC, 150 the United States Court of Appeals for the District of Colum
bia Circuit upheld a Commission order barring petitioner from association with any 
broker or dealer based on a finding that he defrauded customers by making false 
and misleading representations about a company's stock. Petitioner had argued 
that the Commission failed to specify its reasons for increasing the sanction rec
ommended by the administrative law judge and abused its discretion when it 
barred him from association with a broker or dealer. In upholding the sanction, the 
Court pOinted to the Commission's findings that petitioner had extensive experi-
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ence in the securities business, that he had engaged in serious misconduct over 
the course of a year, and that he must have been aware that there was no reason
able basis for his recommendations to his customers. 

The United States Court of Appeals for the District of Columbia Circuit affirmed 
the Commission's imposition of a six-month suspension in Dirks v. SEC. 151 The 
sanction was levied pursuant to the Securities Investor Protection Act of 1970 
(SIPA) after the Commission found that petitioner was negligent when he failed to 
take appropriate action in response to-warnings that the brokerage firm of which 
he was general partner was in precarious financial condition. The Commission 
found that his negligence contributed to the firm's insolvency and subsequent liq
uidation. Petitioner argued that the sanction provision of SIPA, which authorizes the 
Commission to impose sanctions if "in the public interest", is unconstitutionally 
vague. The Court, however, found that when Congress directs an agency to act in 
the public interest, it is the agency's job to define that standard. In this case, the 
Commission had given petitioner fair warning of what conduct was proscribed be
cause a prior administrative opinion had announced the use of a negligence stan
dard for sanctions under SIPA. 

Petitioners in Blinder, Robinson & Co. and Meyer Blinder v. SEC, 152 also pend
ing before the District of Columbia Circuit, make a broad attack on, among other 
things, the Commission's sanction determinations. The Commission had sus
pended a broker-dealer's registration for 45 days, limited the firm's underwriting 
activities for two years, and barred its president from association with any broker
dealer-provided that he may reapply for association after two years. The Com
mission proceeding was based on the entry of an injunction against petitioners in 
a prior Commission civil action and on the findings of violations made in that ac
tion. Petitioners argue that the Commission employs a "double standard" in sanc
tioning broker-dealers based on whether they are affiliated with the New York Stock 
Exchange (NYSE). The Commission's order imposing sanctions found that, in 
light of petitioners' serious and repeated violations and their regulatory history, the 
sanctions were well within the Commission's discretion. 

In the same case, petitioners also attack the Commission enforcement action 
that was the basis for the administrative proceeding. They argue that the formal 
order authorizing the investigation violated the Fourth Amendment. The Commis
sion responds that, since a formal order is neither a search nor a seizure, the Fourth 
Amendment does not apply. Separately, petitioners argue that it is a violation of 
due process for the Commission to litigate an injunctive action in district court and 
then initiate an adI11inistrative proceeding to impose sanctions for the same con
duct. 153 The Commission argues that it is well-established that administrative 
agencies may combine investigatory" prosecutorial and adjudicative functions. 
Moreover, there is no due process violation where an independent decisionmaker 
-a federal court-decides that petitioners have violated the securities laws, and 
the Commission subsequently makes a separate determination of whether the 
public interest requires a limitation upon petitioners' participation in the securities 
business. 

Petitioners also have sought judicial review of Commission orders in a variety of 
other contexts. For example, the United States Court of Appeals for the Eighth Cir
cuit affirmed the Commission's order in Pagel, Inc. v. SEC, 154 where the Commis-
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sion had found that, through the use of nominee accounts and other manipulative 
devices, a broker-dealer and certain of its affiliates had unlawfully manipulated the 
market price of common stock issued in connection with the first public offering of 
an unseasoned research and development company. 

The United States Court of Appeals for the Ninth Circuit is currently considering 
a petition to review the Commission's order in Rutherford v. SEC. 155 In that case, 
the Commission had affirmed a two-month bar imposed by the NYSE against the 
petitioner for deliberately lying on the Uniform Application for Securities Industry 
Registration in response to two questions concerning arrests and convictions. Pe
titioner insists, among other things, that there is no public interest in imposing a 
sanction since his arrests and conviction were not securities-related. The Commis
sion contends that the sanction was not imposed on petitioner because of·his ar
rest and conviction record, but because he deceived the NYSE. Therefore, it was in 
the public interest to sanction him to deter future acts of deception. 

Finally, in Newell v. SEC, 156 the United States Court of Appeals for the Ninth Cir
cuit dismissed' a petition for review of a Commission order as untimely on the 
ground that it was filed 63 days after the date of entry of the order, instead of within 
the 60-day period allotted by statute. Newell contended that, for purposes of appel
late jurisdiction, the date of entry of the order was the date on which notice of the 
order is received. The court, however, agreed with the Commission that, under the 
Commission's Rules of Practice, the date of "entry" of a Commission order is "the 
date of the adoption of the order by the Commission, as reflected in the caption of 
the order," and held that the rule is appropriate . 
. Constitutional Challenges To Commission Enforcement Authority-In sev

eral recent cases, defendants in Commission enforcement actions have moved to 
dismiss suits on the ground that the Commission, as an independent agency 
whose members are not removable at will by the President, is barred by Article II of 
the Constitution from bringing enforcement actions. These defendants argue that 
law enforcement is an executive function that may only be exercised by an official 
who serves at the pleasure of the President. 

In SEC v. Thomas, 157 the court denied,this constitutional challenge from the 
bench. In SEC v. Warner, 158 the court rejected the constitutional attack in a written 
opinion relying heavily on a 1935 Supreme Court decision. 159 And in The Ameri
can Board of Trade, Inc. v. SEC, 160 the court dismissed an action for declaratory 
and injunctive relief without reaching the constitutional issue, holding that plaintiffs 
could assert their claim as a defense in two pending Commission enforcement ac
tions. 

Another district court rejected a similar argument in SEC v. Blinder, Robinson 
& CO. 161 The defendants in that case subsequently raised the argument in two 

, pending appeals-one to the United States Court of Appeals for the Tenth Circuit 
from the district court's denial of a motion to vacate an injuntion in the Commis
sion's enforcement action,162 and another to the United States Court of Appeals 
for the District of Columbia Circuit for review of a Commission order in an admin
istrative proceeding. 163 In both cases, the Commission argues that the President's 
substantial authority over the Commission, including "for cause" removal power, 
satisfies the constitutional requirement that the President "take care that the Laws 
be faithfully executed."164 
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Commission Participation in Private Utigation-The Commission also partic- . 
ipates as a friend of the court in selected private lawsuits that involve significant se
curities law issues. Such litigation is an important supplement to the Commis
sion's enforcement program. In addition, because the federal securities laws 
provide for private remedies as well as government enforcement actions, decisions 
in private cases may have precedential effect on the Commission's own regulatory 
activities. 

In ShearsonlAmerican Express v. McMahon, 165 the Supreme Court ruled, in 
accordance with arguments advanced by the Commission, that the Exchange Act 
does not preclude enforcement of pre-dispute arbitration agreements between 
brokers and customers to resolve Rule 10b-5 claims. The Commission had urged 
that a 1953 decision 166 holding a pre-dispute arbitration agreement unenforce-

. able was not applicable in light of the expanded authority given to the Commission 
under the Exchange Act since 1975 to regulate arbitration procedures and ensure 
that statutory rights are adequately protected. 
. The Commission has participated in several cases concerning the availability of 

private remedies under the federal securities laws. Pinter v. Dahl, 167 pending be
fore the Supreme Court, concerns what relief is available, and who may be liable, 
under Section 12(1) of the Securities Act, which provides a private remedy of re
scission for violations of the Act's registration provisions. A purchaser of unregis
tered securities who had encouraged his co-plaintiffs to purchase brought this ac
tion to rescind the sales. The defendant argued that the plaintiff was "in 'pari 
delicto," or at equal fault, with the defendant and could not, therefore, rescind his 
purchases. The Commission takes the position that the issuer may raise an "in pari 
delicto" defense where (1) the plaintiff primarily promotes, rather than invests in, 
the securities offering, and (2) the plaintiff bears substantially equal responsibility 
for the issuer's failure to register the securities or for the decision to conduct the of
fering in a manner that requires registration. The Commission also takes the posi
tion that only persons who either pass title or who solicit a purchase may be found 
liable for the private remedy of rescission under Section 12(1). By contrast, Com
mission enforcement actions for violations of the registration provisions of the Se
curities Act may be brought against a broader range of persons, including aiders 
and abettors of the seller. 

In the case of Ettinger v. Merrill Lynch, 168 a private litigant sued Merrill Lynch 
under Rule lOb-5 for selling zero-coupon bonds at alleged undisclosed excessive 
mark-ups. In a brief filed with the United States Court of Appeals for the Third Cir
cuit, the Commission urged reversal of the district court's determination that a 
broker-dealer's compliance with routine confirmation disclosure requirements 
precludes fraud liability for undisclosed excessive mark-ups. The Commission 
also reiterated its long-standing position that undisclosed excessive mark-ups by 
securities dealers violate the general antifraud provisions of the securities laws. 

In another case concerning the liability of a brokerage firm, the Commission has 
disagreed with a district court's determination that, when a firm employs a sales
man as an "independent contractor," the firm cannot be liable for the actions of the 
salesman when he steals its customers' money. In Hollinger v. Titan Capital 
Corp., 169 pending before the United States Court of Appeals for the Ninth Circuit, 
the Commission argues that, when a firm's salesman is not himself registered as a 
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broker-dealer, the-salesman is an associated person of the firm, which has a duty 
to supervise him. 

In AZL Resources, Inc. v. Margaret Hall Foundation, Inc., 170 the Commission 
filed a brief urging that certiorari be denied on the question whether Exchange Act 
provisions that make a "controlling person" liable for acts of a company's employ
ees or agents displace common law principles of vicarious liability. The Commis
sion took the position that this question was not squarely presented in the case be
cause the complaint alleged a claim that the company was directly liable for the 
fraud at issue. The Supreme Court denied certiorari. 

The Commission filed a friend of the court brief in the United States Court of Ap
peals for the Second Circuit in Brawer v. Options Clearing Corp.17l This case 
raised the question of whether there is an implied right of action, under Exchange 
Act provisions relating to clearing agencies and stock exchanges, for violations of 
the Options Clearing Corporation (Ocq by-law provision requiring adjustment of 
options prices and terms in the event of certain recapitalizations. The Second Cir
cuit agreed with the Commission's position that options investors and the options 
markets generally are best served if the adjustment rule, which entrusts the deci
sion to adjust the terms of an option contract to an OCC committee in its "sole dis
cretion," is interpreted to be unreviewable except upon a showing of bad faith by 
the decisionmakers. 

The Commission recently filed briefs in two cases addressing the question 
whether certain debt instruments issued by corporations not subject to federal 
bank regulation are securities under the federal securities laws. In Holloway v. 
Peat, Marwick, Mitchell 5- Co., 172 the district court held that debt instruments sold 
to the public by a finance company, a trust company, and their parent holding 
company met the statutory definition of "security." Nevertheless, relying on Ma
rine Bank v. Weaver; 173 the court concluded that the trust company instruments 
were not securities subject to regulation by the Commission. On appeal to the 
United States Court of Appeals for the Tenth Circuit, the Commission argues that 
the exception identified by the Supreme Court in Marine Bank was based on the 
applicability of a comprehensive federal bank regulatory scheme designed to en
sure the solvency of the issuing bank and the safety of deposits. In Holloway, how
ever, the issuers were not subject to federal bank regulation, or even to a compa
rable state bank regulatory scheme. Thus, the Commission urges that there is no 
justification for ousting the protection of the federal securities laws. 

Similarly, in Sanderson v. Roethenmund,174 the Commission contends that 
certain instruments called International Certificates of Deposit that are issued by a 
corporation not subject to bank regulation are securities under the federal securi
ties laws because: (1) they are "notes" within the definition of "security" in the Se
curities Act and the Exchange Act; and (2) they are not subject to the Marine Bank 
exception. Additionally, the Commission argues that, because these instruments 
are within the statutory definition of security, they need not satisfy the test for "in
vestment contract" under the law.175 

The Commission successfully urged the United States Court of Appeals for the 
Tenth Circuit in Busch v. Carpenter176 to reverse the district court's finding that 
certain securities were exempt from registration under the Securities Act's intra
state offering exemption. The court agreed with the Commission that this exemp-

63 



tion is only available for a distribution of securities (including resales by persons 
purchasing without investment intent) within one state by an issuer "doing busi
ness" within that state. The court disagreed, however, with the Commission's posi
tion that the defendant must show that the original buyers bought with investment 
intent. Rather, it held that the defendant may make a prima facie case that the se
curities were distributed in-state by demonstrating that the stock was originally 
sold only to residents of that state. The plaintiff then has the burden of showing that 
the distribution continued through resales by those persons. 

Finally, the Supreme Court, in an opinion involving the impact of the Hague Evi
dence Convention on the use of traditional discovery procedures, agreed with the 
position urged by the United States and the Commission that the Convention does 
not provide the exclusive means for obtaining evidence abroad. In deciding So
ciete Nationale Industrielle Aerospatiale v. United States District Court for the 
Southern District of Iowa, 177 the Court also rejected the argument that, before lit
igants may use ordinary discovery methods, they must resort to Convention pro
cedures. Instead, the Court held that the particular facts of the case-including 
sovereign interests and the likelihood that resort to the Convention's procedures 
will prove effective-should determine whether the Convention procedures should 
be used. 

Trading On Material Non-Public Information-Cases involving trading on 
material nonpublic information continue to be litigated actively. This year the 
Commission participated on appeal in three such cases. 

In Carpenter v. United States, 178 the Commission and the United States argued 
to the Supreme Court that it should sustain the criminal convictions for securities, 
mail, and wire fraud of a newspaper reporter and two of his associates for trading 
securities while in possession of market-sensitive information stolen from the re
porter's employer. On the securities law issue, the Government argued that their 
fraudulent scheme to purchase securities on the basis of nonpublic information 
stolen in breach of the reporter's fiduciary duty to his employer violated the federal 
securities laws. A primary purpose of the antifraud provisions is to preserve the in
tegrity of the securities markets, and that integrity is threatened whenever persons 
obtain an unfair advantage by trading on stolen non public information. Subse
quent to the close of the fiscal year, the Supreme Court unanimously affirmed the 
mail and wire fraud convictions, and affirmed by an equally divided court the secu
rities fraud convictions. 

In SEC v. Certain Unknown Purchasers of the Common Stock and Call Op
tions of Santa Fe International Corp., 179 an action based on illegal insider trading, 
two objectors to a Commission settlement appealed to the United States Court of 
Appeals for the Second Circuit a decision by the district court to limit recovery 
from the disgorgement fund to those who sustained net losses during the period 
of illegal trading alleged in the Commission's complaint. The court dismissed the 
objection of one investor whose losses occurred before that period. With respect to 
the other investor, who had traded during the time period but who had sustained 
no net losses, the Court held that, in light of the limited size of the disgorgement 
fund, it was reasonable for the district court to allow recovery only for investors who 
suffered over-all losses. 

Finally, in another insider trading action, SEC v. Tome,l80 the United States 
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Court of Appeals for the Second Circuit affirmed a judgment in favor of the Com
mission against defendants who traded on nonpublic information about a corpo
rate takeover. The district court had enjoined the defendants-an Italian national, 
an Italian broker-dealer, and three Panamanian corporations-from further anti-' 
fraud violations and ordered disgorgement of more than $5.1 million in illegal prof
its and interest. The court of appeals rejected the argument of the Italian defend
ants that the district court never obtained jurisdiction over them because they were 
never served personally with the complaint in the proceeding, but were served in
stead by notice published in a'newspaper. Under the circumstances of this case
including efforts by the Italian defendants to deceive the Commission about their 
involvement in the illegal trade's and difficulties posed by foreign bank secrecy 
laws-the publication notice was found by the court to be adequate and not in vi
olation of constitutional due process guarantees. The court also dismissed argu-. 
ments raised by all the defendants about the admissibility and sufficiency of the 
evidence, and rejected a challenge to the lower court's disgorgement order. (The 
court had earlier granted the Commission's motion to dismiss the appeal of an
other defendant in this case, who has refused to appear in response to an arrest 
warrant issued in a related criminal case, on the ground that he is a fugitive from 
justice.) 

Tender Oifer and Merger Litigation-This year, as in past years, the Commis
sion filed friend of the court briefs in several cases involving tender offers and 
mergers. 

In CTS Corp. v. Dynamics COrp.,181 the Supreme Court upheld the constitution
ality of the Control Share Acquisitions Chapter of the Indiana Business Corporation 
Law. The Commission and the United States had argued that the statute, which 
strips 'certain securities purchasers of voting rights unless "disinterested" share
holders vote to restore them, is an unconstitutional restraint on interstate com
merce. The Court rejected that argument, holding that the statute, to the limited ex
tent it affects interstate commerce, is justified by the state's interests in defining the 
attributes of shares in its corporations and in protecting shareholders. The Court 
also found that the statute does not discriminate against interstate commerce in 
securities since it does not distinguish interstate from intrastate acquisitions, 'and 
does not create an impermissible risk of inconsistent regulation by different states. 
In addition, the Court held that the Williams Act does not preempt the Indiana 
statute. 

In a pending case, Basic Incorporated v. Levinson, 182 the Commission filed a 
brief in the Supreme Court concerning the standard for assessing themateriality of 
merger negotiations under Rule lOb-5. The brief also addresses the issue of 
whether the fraud-on-the-market theory can be used to show a plaintiff's reliance 
on fraudulent corporate statements. The Commission argues that the proper stan
dard for materiality is whether a reasonable investor would consider the informa
tion significant in making investment decisions. The significance to investors of an 
uncertain event, such as a prospective merger, depends on balancing the impor
tance of the merger to the company against the likelihood of its occurrence; 
merger activity is material if the activity significantly increases the possibility of a 
value-affecting merger. The Commission also argues that the fraud-on-the
market theory is appropriate where there is an active secondary market, so that the 
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price of securities reflects corporate misstatements disseminated in the market
place. A plaintiff who relies on a market price that reflects fraudulent statements 
may be deemed to have indirectly relied on the fraudulent statements. Further
more, the Commission argues, it is appropriate to presume that prices in active 
secondary markets do reflect corporate statements and that investors do rely on 
the integrity of the prices in those markets in making investment decisions. 

At the request of the United States Court of Appeals for the Ninth Circuit, the 
Commission filed a brief in Newmont Mining Corp. v. Pickens, et al., 183 arguing 
that the federal securities laws do not require that a tender offeror have a firm fi
nancing commitment in place before commencing a tender offer. Rather, the 
Commission argued, an offeror must fully and accurately disclose whatever fi
nancing arrangement has been made, and later amend its disclosure statement if 
and when it acquires firm financing. This may require the offeror to extend the pe
riod of the tender in order to give shareholders an adequate opportunity to con
sider the new information. The court held, in a two-to-one decision, that the federal 
securities laws do not require that a tender offeror have fixed financing before it 
commences an offer. 

The Commission filed a friend of the court brief in the Texas Supreme Court in 
the case of Texaco, Inc. v. Pennzoil Co., 184 supporting review of an intermediate 
state appellate court ruling that Pennzoil's contract to purchase stock did not vio
late Commission Rule 1 Ob-13. The rule prohibits persons who have made a tender 
offer for a security from purchasing, or making an arrangement to purchase, the 
security other than through the tender offer. The Commission argued in its brief 
that the alleged contract was an arrangement by Pennzoil to purchase stock out
side of its outstanding tender offer for that stock, and thus violated the rule. The 
Texas Supreme Court, finding no reversible error, refused to review the case. 

Litigation Involving Requests for Access to Commission Records-Although 
the Commission received more than 5,000 Freedom of Information Act (FOIA) 
and confidential treatment requests in fiscal year 1987, only three of those requests 
resulted in the filing of court actions against the Commission. Two cases were re
solved favorably to the Commission, and the third, decided adversely to the Com
mission, is on appeal. The Commission received 1,908 requests under the FOIA for 
access to Commission records and 3,205 requests for confidential treatment from 
persons who submitted information. In fiscal year 1987, there were 69 appeals of 
FOIA request denials to the Commission's General Counsel and four appeals of 
confidential treatment request denials. 

In one of the FOIA cases, Occidental Petroleum Corp. v. SEC, 185 the plaintiff 
sought review of the Commission's partial denial of its request for confidential 
treatment of documents obtained by the staff during its investigation of question
able foreign payments by Occidental. The district court remanded the matter to 
the Commission for revision of its confidential treatment procedures and recon
sideration of Occidental's request. The Commission's appeal of the district court's 
order is pending. 

Litigation Against the Commission and Its Staff-During fiscal year 1987, the 
Commission and its staff were defendants in 56 actions in which persons sought 
to challenge Commission rules, to enjoin Commission law enforcement efforts, to 
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obtain awards for damages, or to challenge personnel decisions. The Commission 
prevailed in all but one of the 15 cases decided during the fiscal year. 

In Sprecher v. Fischer, 186 the United States Court of Appeals for the Second Cir
cuit upheld a district court order dismissing Sprecher's second challenge of an on
going Commission investigation. The district court concluded that res judicata 
and collateral estoppel barred his claims. In Panaro v. von Stein, 187 the plaintiff 
has alleged that the same Commission investigation challenged in Sprecher v. 
Fischer, 188 is unlawful. Panaro's motion to dismiss the complaint with prejudice as 
to two defendants, and without prejudice as to the others, is pending. 

In Kendrick v. Zan ides, 189 plaintiff brought a baseless retaliatory private dam
ages action against the Commission staff members who participated in successful 
civil and criminal prosecutions against him for various federal securities law viola
tions. After dismissing the action, the court awarded the Commission attorney's 
fees as a sanction against plaintiffs counsel for filing this frivolous case. Plaintiffs 
counsel appealed the fee award to the United States Court of Appeals for the Ninth 
Circuit, but subsequently withdrew the appeal. 

Three actions were filed under the Right to Financial Privacy Act seeking to block 
Commission subpoenas of bank records. In each of these cases, the district court 
found that the Commission was seeking the records for a legitimate law enforce
ment inquiry and ordered compliance with the Commission's subpoenas. 

In addition, two motions were filed in fiscal year 1987 under the Equal Access to 
Justice Act seeking attorneys fees and expenses. The court awarded fees in the first 
case. The Commission's appeal ofthat award is pending. In the second action, an 
insider trading case, the court found that the Commission was substantially justi
fied in bringing the suit and denied defendants' fee applications. The defendants' 
appeal of that order is pending. 

Finally, three court actions were filed against the Commission raising allegations 
of illegal discrimination under Title VII of the Civil Rights Act of 1964. One of these 
actions is pending; the other two were decided favorably to the Commission. 

Significant Legislative Developments 

Insider Trading-On December 11, 1986, former Chairman Shad testified be
fore the Subcommittee on Oversight and Investigations of the House Committee 
on Energy and Commerce concerning the Commission's insider trading program. 
The Chairman discussed some of the Commission's recent significant insider 
trading cases, observing that these developments demonstrated the Commis
sion's enhanced abilities to discover and prosecute inside traders. 

During the 1 DOth Congress, the Senate held a series of hearings on legislation to 
define insider trading. On June 19, 1987, Commissioner Cox testified before the 
Subcommittee on Securities of the Senate Banking, Housing and Urban Affairs 
Committee, concerning a statutory definition of insider trading. He stated that the 
Commission could support a statutory definition that preserved its enforcement 
authority, but the Commission did not support S. 1380, a proposal before the Sub
committee, because certain provisions in the bill would impede enforcement ef
forts. At the request of the Subcommittee, the Commission prepared its own pro
posal for an insider trading definition, which was submitted to the Subcommittee 
on August 3, 1987, and discussed by Commissioner Cox in testimony on August 

67 



7. Following the August 7 testimony, at the request of Senators Riegle and 
D'Amato, the Commission participated in efforts to develop a consensus proposal 
for legislation defining insider trading. As a result of this process, on November 18, 
1987, the Commission submitted revised legislation defining insider trading. 

Regulation of Corporate Takeovers-Both the House and Senate actively con
sidered legislation concerning the regulation of corporate takeovers during the 
first session of the 100th Congress. In April 1987, Commissioner Cox testified be
fore the Subcommittee on Antitrust Monopolies and Business Rights of the Senate 
Judiciary Committee. His testimony summarized the Commission's recent activity 
in the tender offer area and discussed various proposals for amending the law gov
eming takeovers. 

On June 23, 1987, Commissioner Cox testified before the Senate Committee on 
Banking, Housing and Urban Affairs concerning proposed corporate takeover leg
islation. Subsequently, on September 17, 1987, Chairman Ruder testified before 
the Subcommittee on Telecommunications and Finance of the House Committee 
on Energy and Commerce concerning legislative proposals on takeovers. The 
Commission's testimony generally supported legislation that would reduce the ini
tial Schedule 13D filing period and, until a Schedule 13D is filed, prohibit further 
acquisitions once the filing threshold is crossed. The Commission also favored 
legislation to enhance its enforcement remedies for violations of the Section 13(d) 
reporting requirements, including the authority to seek monetary penalties. The 
Commission did not, however, support a number of other proposals that would 
substantially alter the present scheme for regulating tender offers. 

Proposed Bank Broker-Dealer Act-On May 4, 1987, the Commission sent to 
Congress the proposed Bank Broker-Dealer Act, which would amend the Ex
change Act to allow the Commission to regulate certain brokerage activities of 
banks. This legislation is an outgrowth of Rule 3b-9, which was invalidated by the 
United States Court of Appeals for the District of Columbia Circuit in November 
1986. The proposal would amend the Exchange Act's definition of "broker" and 
"dealer" to include banks engaging in public solicitation of brokerage business, 
banks receiving transaction-related compensation for brokerage services pro
vided to trust, managing agency or other advised accounts, and banks dealing in 
or underwriting securities. Additionally, the proposal would amend Section 15(a) of 
the Exchange Act to require that banks establish separate entities, registered with 
the Commission, to engage in securities activities, so that the Commission's reg
ulation of those activities would not conflict with the regulation of banking activities 
by other agencies. The Commission believes that this legislation is necessary to 
protect the investors who do business with bank brokerage departments and to en
sure that all entities engaged in the securities business are subject to a uniform reg
ulatory scheme. 

Proposed Truth in Savings Act-On August 5, 1987, General Counsel Daniel L. 
Goelzer testified on behalf of the Commission before the Subcommittee on Con
sumer Affairs of the Senate Banking, Housing, and Urban Affairs Committee in 
connection with the proposed Truth in Saving Act. That legislation would require 
uniform disclosure of interest rates payable on deposit accounts offered by deposi
tory institutions and of fees assessable against such accounts. The Subcommittee 
asked the Commission whether the bill should be amended to include investment 
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companies. The General Counsel stated that such an amendment was unneces
sary because the Commission has broad authority to regulate investment com
pany advertising, and has exercised that authority to require widespread dissemi
nation of investor information. In addition, in light of the functional differences 
between deposit instruments and investment companies, there would be numer
ous practical problems if investment company activities were regulated under leg
islation designed for bank deposit accounts. 

Agricultural Credit Act of 1987-0n September 14, 1987, Congressman John 
D. Dingell, Chairman of the House Committee on Energy and Commerce, re
quested Chairman Ruder's views on H.R. 3030, the proposed Agricultural Credit 
Act of 1987, which would provide for the creation of securities backed by pooled 
Farmers Home Administration loans. On October 1, 1987, General Counsel Goel
zer testified on this Act on behalf of the Commission at hearings held before the 
Subcommittee on Telecommunications and Finance of the House Committee on 
Energy and Commerce. By letter dated October 15, 1987, the Commission ob
jected to the proposed exemption of such securities from the Securities Act and 
the Exchange Act, arguing that the securities law exemption granted to the secu
rities of other federally chartered corporations should not be considered a prece
dent in the case of these new securities, where the federal guarantee would be for 
less than 100 percent of the value of such securities. The Commission also stated 
that brokers and dealers in the farm loan securities market should be regulated un
der the broker-dealer provisions of the Exchange Act, rather than the Government 
Securities Act of 1986, which regulates the activities of government securities deal
ers. FollOwing the hearings, the proposed Agricultural Credit Act was amended to 
incorporate the Commission's recommendations. 

Commission Authorization Request-On May 13, 1987, former Chairman 
Shad testified before the Subcommittee on Securities of Senate Banking, Housing, 
and Urban Affairs Committee in support of the Commission's authorization re
quest for fiscal years 1988-1990. Commissioner Cox testified on the same,subject 
before the Subcommittee on Telecommunications and Finance of the House 
Committee on Energy and Commerce on June 4, 1987. The authorization re
quests include a set of conforming, clarifying, and other technical amendments to 
the securities laws. In addition to correcting errors and deleting various obsolete 
provisions, the legislation would give the Commission and the appropriate bank 
regulators authority to sanction not only transfer agents but persons associated 
with transfer agents as well. The grounds for sanctions would be expanded from vi
olations of the transfer agent provisions of the Exchange Act to include convic
tions, injunctions, administrative orders, and misconduct of the type that are 
grounds for sanctions against other securities profeSSionals. 

Financial Guarantee Study-Section 105 of the Government Securities Act of 
1986 directed the Commission to perform a study concerning "the use of the ex
emption contained in [S]ection 3(a)(2) of the Securities Act of 1933 (15 U.S.c. 
77c(a)(2» for securities guaranteed by banks, and the use of insurance policies to 
guarantee securities." On August 31, 1987, the Commission transmitted its report, 
which concluded that the Section 3(a)(2) exemption places insurance companies 
at an apparent competitive disadvantage, since a corporate security backed by a 
bank standby letter of credit is exempt from the Securities Act's registration re-
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quirements, but a corporate security backed by an insurance policy is not. The 
Commission, however, was unable to quantify the extent of disadvantage. To ad
dress any disparity, the Commission recommended that Congress amend Section 
3(a)(2) of the Securities Act to eliminate the exemption from registration for secu
rities issued or guaranteed by banks. At the same time, the Commission recom
mended that Congress amend the Securities Act to provide authority for the Com
mission to grant exemptive relief from the registration provisions of the Act for 
those securities or securities transactions for which full registration is unnecessary. 

Report on the Internationalization of the Securities Markets-In July 1987, 
the Commission's staff submitted its Report on the Internationalization of the Se
curities Markets to the House Committee on Energy and Commerce and the Sen
ate Committee on Banking, Housing, and Urban Affairs. This comprehensive 
report examined a wide range of issues raised by the accelerating internationaliza
tion of the securities markets, including: (1) United States and foreign disclosure 
and distribution requirements and their application to international issues of secu
rities; (2) differing accounting and auditing standards in relation to multinational is
sues of securities; (3) the globalization of securities markets and its effects on 
broker-dealers, investment companies and investment advisers; (4) the enforce
ment of the United States securities laws in a global securities market; and (5) eco
nomic trends affecting internationalization. In preparing the report, the Commis
sion staff conducted extensive research in the fields of law, economics and 
accountancy. The staff anticipates that the report will be used by Congress anct the 
Commission to examine possible legislative, rule making, or policy initiatives to 
deal with internationalization of the securities markets. 

Federal Government Loan Sales-On February 19, 1987, former Chairman 
Shad testified before the Senate Committee on the Budget about the applicability 
of the federal securities laws to the sale of federal government loan assets. On 
March 10, 1987, Commissioner Fleischman testified before the House Committee 
on Small Business on the same subject. Sales of such federal assets are mandated 
by the Omnibus Budget Reconciliation Act of 1986 in order to reach the Gramm
Rudman-Hollings fiscal year 1987 deficit target of no more than $144 billion. The 
Commission reviewed the applicability of the Securities Act to the proposed sales, 
possible statutory exemptions that might be utilized, and the requirements im
posed by registration under the Securities Act. The Commission also examined 
how the government loan sales would be affected by other securities statutes, par
ticularly the Exchange Act and the Investment Company Act of 1940. 

Corporate Reorganizations 

The Commission acts in a statutory advisor's role in reorganization cases under 
Chapter 11 of the Bankruptcy Code to ensure that the interests of public investors 
are adequately protected. In these cases a debtor generally is allowed to continue 
business operations under court protection while it negotiates a plan to rehabilitate 
the business and to pay the company's debts. Reorganization plans often provide 
for the issuance of new securities to creditors and shareholders in exchange for 
part or all of their claims or interests in the debtor, under an exemption in the Bank
ruptcy Code from registration under the Securities Act. 
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In its capacity as special advisor, the Commission may raise or present its views 
on any issue in a Chapter 11 case. Although the Commission may not initiate an 
appeal, it frequently participates in appeals taken by others. While Chapter 11 relief 
is available to businesses of all sizes, the Commission generally limits its participa
tion to cases involving debtors that have publicly traded securities registered under 
the Exchange Act. In fiscal year 1987, the Commission presented its views on a va
riety of issues. 

Committees-Official committees are empowered to negotiate with a debtor in 
possession on the administration of a case and to participate in all aspects of the 
case, including formulation of a reorganization plan. With court approval, an offi
cial committee is permitted to employ, as a cost of administration, one or more at
torneys, accountants, or other agents to assist the committee in performing its 
duties. In addition to a committee representing creditors holding unsecured 
claims, the Code allows the court or a United States Trustee to appoint additional 
committees for stockholders and others where necessary to assure adequate rep
resentation of their interests. During fiscal year 1987, the Commission moved or 
supported motions for the appointment of committees to represent investors in 
three Chapter 11 cases.190 

In In re Johns-Manville Corp.,191 the Official Equity Holders Committee, ap
pointed at the outset of the case to represent both common and preferred interests, 
moved to have itself disbanded because of irreconcilable conflicts over the 
debtor's proposed plan, and sought the appointment of separate committees to 
represent the two interests. The bankruptcy court disbanded the official committee 
but refused to appoint separate replacement committees. In so doing, the court re
lied principally on the presence of individual common and preferred shareholders 
who were active in the case. In addition, the court expressed its belief that share
holders would not suffer a "critical degree" of prejudice if new committees were not 
appointed. The Commission supported an appeal by both classes of shareholders 
to the district court, urging that the bankruptcy court had applied improper legal 
criteria in refusing to appoint the substitute committees. The district court, how
ever, found no abuse of discretion in the bankruptcy court's refusal to appoint the 
committee. The court also concluded that, since Manville had already filed a plan 
of reorganization substantially diluting common stockholder interest, there was no 
longer a need for an official committee to represent shareholders. 

The Commission supported a further appeal by certain Manville common 
stockholders to the United States Court of Appeals for the Second Circuit from this 
refusal to appoint a committee. In connection with this appeal, the Commission 
joined the stockholders in seeking to stay the hearing on confirmation of Manville's 
plan pending resolution of this key issue. The Commission urged that, contrary to 
the reasoning of the lower courts, a committee was needed to represent common 
stockholders at the critical stage of plan confirmation. The court denied the stay 
and thereafter dismissed the appeal without reaching the merits, holding that it 
lacked jurisdiction over the committee controversy since the order refusing to ap
point an official committee was not a final, appealable order. The court concluded 
that such orders were reviewable only on appeal from the final order of plan con
firmation or upon certification of an interlocutory order from the district court. 

In In re The LTV Corporation, 192 the Commission, as a result of its experience 
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in Manville, filed a motion for the appointment of separate equity security holders 
committees to represent common and preferred stockholders. The Commission 
argued that, because the appointment of separate committees is economically 
feasible in a large case such as this (involving some $6.3 billion in assets), it is pre
ferable to appoint such committees at the outset rather than waiting until an actual 
conflict develops. Appointing a single committee to represent both interests is ap
propriate only in smaller cases where it is economically infeasible for the estate to 
bear the cost of two committees for the duration of the case. The bankruptcy court 
disagreed with the Commission and appointed a single committee to represent 
both common and preferred shareholders. 

Consistent with its reasoning in LTV, the Commission moved in In re Towle 
Manufacturing CO. 193 for the appointment of a single equity security holders 
committee to represent both common and preferred stockholders. The Commis
sion concluded that, in light of the debtor's relatively small size and number of 
shareholders, two committees were impracticable. After initially denying the Com
mission's motion for a committee, the bankruptcy court, upon rehearing, ordered 
the appointment of a single stockholder committee. 
. The Commission responded on another important issue related to committees, 
in In re Psych Systems, Inc., 194 to objections filed by creditors concerning the 
proper standard to be applied in awarding attorney fees for an official equity secu
rity holders' committee when the estate proves to be insolvent and shareholders do 
not ultimately participate in the plan of reorganization. The Commission urged that 
the provision in Section 330(a) of the Bankruptcy Code, which authorizes payment 
for the "actual and necessary" professional services of a committee, permits com
pensation for attorney's services reasonably related to the performance of duties 
within the scope of the -committee's official responsibilities, without regard to 
whether those services produce a measurable benefit to the estate or to the com
mittee's constituents. The Commission pointed out that the proper remedy is to 
disband a committee when it becomes apparent that the committee is unneces
sary, rather than altering the standard of compensation for committee counsel at 
the end of a case. The bankrutpcy court, agreeing with the Commission, autho
rized payment to committee counsel. 

Estate Administration-The Commission acts to protect the interests of public 
investors in reorganization cases by participating on selected issues involving ad
ministration of the debtor's estate that have a significant impact upon the rights of 
public investors. 

In In re Amarex, Inc., 195 the Commission supported an appeal to the district 
court by limited partner investors, urging reversal of the bankruptcy court's deci
sion to subordinate all their claims pursuant to Section 51O(b) of the Bankruptcy 
Code, which provides for the automatic subordination of rescission or damage 
claims arising out of the purchase or sale of securities. The Commission argued 
that Section 51O(b) should not be read to subordinate every claim by a security 
owner against a debtor. The Commission pointed out that it is not uncommon for 
security owners to have distinct and legitimate claims other than securities fraud 
type claims and that Section 51O(b) was not intended to affect those claims. The 
district court agreed with the position urged by the Commission, noting that the 
statute's language and the legislative history reveal that Congress intended subor-
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dination to apply to claims related to the purchase or sale of a security-and to no 
other claims. An appeal to the United States Court of Appeals for the Tenth Circuit 
is pending. 

The case of In re Standard Metals 196 raised the issue of whether a debtor that 
has taken no steps to give notice of the time for filing claims to potential creditors 
not listed on its schedules may cut off the right of such creditors who file late claims 
to participate in the reorganization. The bankruptcy court concluded that, because 
the claim involved in the case, which was based on the debtor's violations of the 
federal securities laws, was presumably unknown to the debtor before the claims 
bar date was established, notice of the bar date was not required. The district court 
affirmed. The Commission argued in an appeal to the United States Court of Ap
peals for the Tenth Circuit, that the Bankruptcy Code and rules impose a duty on 
the debtor to give at least publication notice to unscheduled creditors. In addition,. 
the Commission argued that due process requires an appropriate form of notice 
before claims may be barred and discharged in a reorganization case. In its initial 
opinion, a panel of the court affirmed the lower courts' orders without reaching the 
question of notice. 197 A dissenting judge urged that due process required notice, 
and that the debtor and the bankruptcy court had a duty to give notice once the ex
istence of creditors claiming fraud became known. 

Thereafter, the court granted a petition for rehearing on the issue of notice. On 
rehearing, the Commission reiterated its view that the Bankruptcy Code and rules 
as well as due process require publication notice to unscheduled creditors. 

The Commission also argued that, where creditors subsequently become 
known, the statute places a duty on the debtor and on the bankruptcy court to see 
that appropriate notice is directed to those creditors. The appeal on rehearing is 
pending. 

The Commission has taken the position, both in Standard Metals and in In re 
American Reserve, 198 a Chapter 7 case in which the Commission is appearing as 
a friend of the court, that a creditor may file a class proof of claim in bankruptcy on 
behalf of other similarly situated creditors. In its briefs, the Commission has argued 
that neither the Bankruptcy Code nor the Bankruptcy Rules should be read to pre
clude the filing of class proofs of claims. In the Commission's view, the broadened 
claim concept adopted in the Bankruptcy Code, and the prospect that many indi
viduals in a bankruptcy may have similar claims, are inconsistent with a restrictive 
interpretation of the proof of claim requirement. The Tenth Circuit in its initial opin
ion in Standard Metals disagreed with the Commission on this issue and ruled 
against class claims in bankruptcy. Likewise, a district court ruled in American Re
serve against the filing of class proofs of claim. An appeal to the Seventh Circuit is 
pending in American Reserve, where the Commission has reiterated its long
standing position. An appeal is also pending on this issue in the district court in In 
re Charter Co., 199 where the Commission has taken the same position. 

Disclosure Statements/Plans of Reorganization-A disclosure statement is a 
combination proxy and offering statement used in soliciting acceptances of a plan 
of reorganization. Such plans often provide for the exchange of new securities for 
claims and interests of creditors and shareholders of the debtor. The Bankruptcy 
Code provides that adequate disclosure is to be made without regard to whether or 
not the information provided would otherwise comply with the disclosure require-
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ments of the federal securities laws. But, in recognition of the Commission's spe
cial expertise on disclosure questions, the Bankruptcy Code recognizes the Com
mission's right to be heard, distinct from its special advisory role, on the adequacy 
of disclosure. For this reason, the Bankruptcy Rules require service on the Com
mission of all disclosure statements. 

During fiscal year 1987, the Commission received approximately 5,288 disclo
sure statements filed in Chapter 11 cases involving both privately-held and 
publicly-held corporations. The staff limits its review to those disclosure state
ments filed in cases involving a publicly-held company or a company likely to be 
publicly traded as a consequence of the reorganization. During 1987, the staff re
viewed 143 disclosure statements. 

In its review of disclosure statements, the staff seeks to determine whether the is
suance of securities under a plan is consistent with the exemption from registration 
in the Bankruptcy Code and otherwise in compliance with the federal securities 
laws. The Commission also reviews statements to determine whether there is ade
quate disclosure concerning the proposed plan. Generally, the Commission seeks 
to resolve questions concerning bankruptcy disclosure through staff comments to 
the plan proponent. If questions cannot be resolved through this process, the 
Commission may object to the disclosure statement in the bankruptcy court. 

During fiscal year 1987, the Commission commented on disclosure statements 
in 108 cases, and objected to a disclosure statement in one case. In In re Custom 
Laboratories, Inc.,200 the Commission filed objections to the debtor's disclosure 
statement, arguing that it contained inadequate information concerning manage
ment, the feasibility of the reorganization plan, and the basis for relying upon the 
bankruptcy exemption from Securities Act registration for the sale of securities to 
existing shareholders. The Commission also urged the court to order amendment 
of the plan to eliminate provisions that purported to release non-debtor individual 
liability. FollOwing the filing of the Commission's objections, the debtor withdrew 
its disclosure statement. 

In addition to specific disclosure concerns, the Commission acts to assure that 
public investors are given an opportunity to be heard on disclosure-related ques
tions. From time to time, the Commission objects to confirmation of plans where 
there is a significant legal question presented. During fiscal year 1987, the Com
mission objected to confirmation in two cases and filed a brief on issues raised in 
an appeal from plan confirmation in a third case. 

The Commission filed objections to confirmation of reorganization plans that 
provided for the discharge of third party liability for securities law violations in In re 
Energy Exchange Corporation and Vulcan Energy Corporation,201 and In re 
Storage Technology Corporation.202 The Commission argued that, unless there 
is separate consideration in exchange for the discharge, a plan cannot condition 
the receipt of distributions under a plan on release of claims against third parties. 
The Commission argued that such a discharge contravenes Section 524 of the 
Bankruptcy Code, which provides that the discharge of a debtor does not affect the 
liability of any other entity with respect to the debt. The Commission further argued 
that insofar as a plan purports to release persons from liability under the federal se
curities laws, it is contrary to public policy. In both cases, the bankruptcy courts 
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overruled the objections, holding that the release provisions of the plan were not 
improper discharges under the Code. 

In In re Johns-Manville,203 the Commission filed a brief in an appeal by com
mon stockholders of the bankruptcy court's order confirming a plan of reorganiza
tion. In its brief, the Commission reiterated its position that common stockholders 
in that case were improperly denied representation at the confirmation hearing be
cause of the bankruptcy court's refusal to appoint an official committee. The Com
mission, however, recognized that the error in refusing to appoint a committee did 
not necessarily require reversal and a new hearing. The Commission urged that the 
appropriate standard of review in light of the error was whether there was a reason
able possibility that the shareholders, if represented by a committee, could have 
presented evidence disputing the debtor's evidence of insolvency. The district 
court subsequently affirmed the bankruptcy court's order confirming the plan of 
reorganization. 
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Economic Research and Analysis 

Key 1987 Results 

The economic and statistical research program provides the Commission and 
the Divisions with the perspective and the technical support required to understand 
and evaluate the economic aspects of Commission regulation. This program is 
carried out by the Directorate of Economic and Policy Analysis (DEPA) and the Of
fice of the Chief Economist (OCE). 

The economic staff provides the Commission with economic advice and re
search studies on rule proposals, established policy and the capital markets. The 
staff assists the Commission in making decisions affecting the efficiency and 
structure of our nation's securities industry and markets. In addition, the program 
encompasses statistical monitoring of major program initiatives impacting the se
curities industry, domestic and international capital markets, and publication of the 
Commission's SEC Monthly Statistical Review. 

Changes in the marketplace have increased the number and complexity of eco
nomic issues before the Commission. The trend toward increased internationaliza
tion of the securities markets, the recent turbulence in financial markets, the appli
cation of new technology within the industry, and the continued expansion of new 
financial products have greatly complicated the analysis of the impact of Commis
sion regulation. New and more complex market structures and trading systems 
also increase the need for economic analysis. For example, the operation of op
tions markets has significantly changed due to the introduction of new automated 
execution systems and as a result of different exchanges trading options on the 
same NASDAQ securities. 

The world's securities markets have become more interdependent in response 
to economic, institutional, technological and regulatory forces. At the same time, 
the securities markets have assumed a larger role in the international capital mar
ket as international bond issues grew from $38 billion in 1980 to $225 billion in 
1986. Regulatory changes are now occurring in the capital markets of, among 
others, the United Kingdom, Canada, Japan and France. There has also been a 
rapid maturation of foreign securities markets which have experienced faster 
growth rates compared to the United States market. 

United States and Canadian securities markets have developed electronic trad
ing links, and the London Stock Exchange now participates in the first transatlantic 
link with United States markets, exchanging quotation information in selected 
stocks. The National Association of Securities Dealers is also planning to begin the 
exchange of quotations with the Stock Exchange of Singapore. Additionally, the 
American Stock Exchange has entered into an agreement with the European Op
tions Exchange which allows investors to open an options position in one market 
and close it in the other. United States clearing agencies have begun to develop 
links with clearing agencies from around the world. 

During fiscal 1987, the economic staff reviewed 110 rules and rule proposals. 

76 



Rule reviews emphasized the economic costs and benefits of alternative ap
proaches to regulation. In addition, advice was given to the operating divisions on 
requirements of the Regulatory Flexibility Act (RFA), particularly focused on reduc
ing regulatory burdens on small business entities. In fiscal 1987, the economic staff 
reviewed 65 RFA analyses and certifications. 

Also during the fiscal year, the staff prepared a report to Congress, in conjunc
tion with other divisions and offices, on the internationalization of securities mar
kets. Specifically, the economics staff analyzed: (1) the extent and nature of inter
national trading in securities; (2) United States and foreign portfolio investment 
patterns; (3) the growth of the international bond and equity market; (4) major re
structuring'in overseas markets; and (5) the emergence of various international 
funds as vehicles to facilitate international capital flows. The staff published a 
major study on the effects of multiple trading in options based upon recent expe
rience with options on OTC equities as well as on the traditional listed equities. The 
staff also prepared a report analyzing the use of repurchase agreements by broker
dealers and the risks which are involved in such transactions. This study was used 
as a framework for considering several amendments to the broker-dealer financial 
responsibility and recordkeeping rules. The staff also developed a system to detect 
and analyze possible instances of market manipulation involving the use of op
tions. 

In the full disclosure area, the staff prepared an empirical analysis of the trading 
and returns behavior of initial public offerings to assist the Commission in deter
mining the appropriate time period needed for prospectus delivery. The staff also 
updated an earlier analysis of Schedule 13D filings to aid in determining the need 
for revisions in beneficial ownership reporting. Studies completed in the corporate 
control area covered such topics as sources of tender offer financings, dual class 
recapitalizations, effects of defeating takeover attempts, market anticipation of 
takeovers and the effects of the Ohio takeover law. Additionally, the economics 
staff assisted the Division of Corporation Finance in examining alternative criteria 
for establishing the threshold parameters for including corporations in the manda
tory disclosure system. The staff prepared a study assessing the effects of Rule 415 
(shelf registration) on the revenues of securities underwriters. Another study ana
lyzed the effects of an accounting ruling which upheld a book value ceiling test for 
oil and gas companies using full-cost accounting. 

The economics staff examined fund disclosure regarding the costs of buying, 
holding and redeeming mutual fund shares to determine if it is meaningful and ac
cessible enough to assist investors in making informed decisions. Other analyses 
examined the use of fund assets in the distribution of mutual fund shares and the 
results of this practice for investors, investment companies and the fund distribu
tion system. The staff also examined problems that have developed in mutual fund 
advertising practices in portraying fund performance and evaluated the impact of 
potential regulatory solutions on the effectiveness of fund advertising and the abil
ity of investors to make informed decisions. 
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Management and Program Support 

Key 1987 Results 

The goals of program direction are to formulate and execute the Commission's 
policies and to efficiently manage the agency's resources in support of those pol
icies. Those goals are accomplished primarily in two ways-polic~ management 
and administrative support. Policy management activities involve formulation, re
view and assessment, information dissemination, and executive resource man
agement. Administrative support encompasses services such as accounting, data 
processing, staffing and logistics to support the Commission's work. 

Policy M.anagement 

The Commission continued hosting roundtable discussions and other forums 
with industry and investor representatives on a variety of issues relating to the se
curities markets. The Commission held 120 meetings to consider approximately 
570 rule proposals, enforcement actions, and other matters that significantly affect 
the health of the securities markets and the nation's economy. In addition, Com
mission officials testified in 19 Congressional hearings on topics such as tender of
fer regulation, insider trading, program trading, and the internationalization of the 
securities markets. 

The Commission's management staff initiated 24 major projects during the fis
cal year including reviews of the information security program and internal control 
objectives. In addition, numerous internal audits were conducted of Commission 
programs, activities and functions. 

Consumer Affairs and Information Services 

Consumer affairs specialists responded to approximately 40,000 complaints 
and inquiries during fiscal year 1987, representing an 11 percent increase over last 
year. Of these, approximately 46 percent involved investor disputes with registered 
broker-dealers, 23 percent related to general inquiries, and 18 percent concerned 
issuers of securities. The remaining complaints and inquiries related to mutual 
funds, transfer agents, banks, or investment advisers. The majority of complaint 
'letters were processed internally. However, 29 percent of the letters were referred 
on behalf of the investor to investment firms for review and resolution. In addition, 
the Office of Consumer Affairs and Information Services developed materials to 
apprise investors of the current status of companies involved in class action litiga
tion and bankruptcy proceedings, and also began revising its consumer education 
materials. 

The office processed 1,908 Freedom of Information Act (FOIA) requests and 
3,205 confidential treatment requests during the fiscal year, representing increases 
of 24 and 64 percent, respectively, over fiscal year 1986. Confidential treatment re
quests were typically made in connection with proprietary corporate information 
and were carefully evaluated. The staff also coordinated 2,005 Congressional re-
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quests for Commission records, representing a 50 percent increase over last fiscal 
year. The Commission's FOIA regulations were amended to comply with the Free
dom of Information Reform Act of 1986 and subsequent policy guidance from the 
Office of Management and Budget and the Department of Justice. 

More than 21,000 visitors used the Commission's Public Reference Room in 
Washington, D.C. The public can view most corporate filings, broker-dealer and in
vestment advisor registrations, Commission releases, and other public materials at 
this facility. Approximately 358,800 documents were recorded on microfiche and 
made available to the public during the fiscal year. The Commission also main
tains Public Reference Rooms in the New York and Chicago regional offices. 

Equal Employment Opportunity 

The Office of Equal Employment Opportunity (EEO) staff conducted a one
hour seminar on the prevention of sexual harassment in the workplace for all Com
mission employees. The EEO staff also instructed 165 managers and supervisors 
from headquarters and two regional offices on issues dealing with EEO law, affir
mative action, complaint processing, and other EEO matters. 

During fiscal year 1987, the employment of women increased 2.7 percent. Em
ployment for all other minority groups remained constant. The Commission's 
work force consists of 32 percent minorities and 49 percent women. As in past 
years, the contributions and achievements of minority groups and women were 
recognized with programs for Afro-American History Month, Asian-Pacific Ameri
can Heritage Week, Hispanic Heritage Week, and Women's Week. 

The Commission-Securities Industry Committee on Equal Employment Op
portunity continued its financial support of minority students by awarding $17,000 
in scholarships during the fiscal year. Scholarship funds were contributed by bro
kerage firms, exchanges, securities associations, broker-dealers, and investment 
advisers that are members of the Committee. 

Facilities Management 

The Office of Administrative Services (OAS) assisted in relocating the Boston re
gional office and the San Francisco branch office and began negotiating with the 
General Services Administration (GSA) on the forced relocation of the New York 
regional office. OAS also acquired additional space in the Commission's head
quarters building to support expanded enforcement operations and the EDGAR 
project, requiring extensive alterations to accommodate new staff. In addition, GSA 
delegated contract authority to the Commission over the existing guard contract 
for the headquarters building. As a result, the Commission saved $70,000 because 
GSA no longer received reimbursement for administering the contract. 

Financial Management 

Commission funding in fiscal year 1987 was initially provided by an annual ap
propriation of $110.5 million. This amount was later increased by $4 million to 
cover the full costs of the January 1987 pay increase and the new Federal Em
ployees' Retirement System (FERS). The Commission spent $112 million of its 
total appropriation. The remaining $2.5 million, consisting of unspent funds for the 
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EDGAR project and FERS, was returned to the Department of the Treasury (Trea
sury). 

The Commission continued to improve its financial management programs. 
The use of microcomputers was expanded to expedite the preparation of financial 
reports required by the Office of Management and Budget and other executive 
oversight agencies. The fee collection process was enhanced through a greater 
use of electronic funds transfer and Treasury-sponsored lockbox facilities. Also, 
audits were conducted to ensure that distributed payroll, accounting and budget 
functions were performed in strict compliance with established regulations. The 
Commission reduced the amount of travel advances by increasing staff use of 
Diners Club cards and by receiving travel vouchers promptly from staff. As a result, 
an additional $70,000 was available for travel by program staff during the fiscal 
year. Finally, the Commission payroll system completed its third year as a host sys
tem available to other Government agencies. 

During fiscal year 1987, Commissioners participated in 61 meetings and confer
ences. To pay the cost of attendance, private entities reimbursed the Commission 
$27,073 while the government's portion amounted to $8,201. Commission staff 
participated in 376 meetings and conferences. The Commission was reimbur~ed 
$109,319, while the government's portion of these costs totaled $30,865. 

Information Systems Management 

The Office of Information Systems Management (ISM) made significant prog
ress in integrating and improving automation functions at the Commission. Spe
cifically, ISM successfully awarded a coritract to acquire 80 portable, laptop micro
computers for regional office examiners and investigators. ISM also acquired an 
additional 128 desktop microcomputers for use by headquarters staff. Microcom
puters already have demonstrated their effectiveness for applications such as word 
processing and spreadsheet operations. In addition, ISM has initiated analyses and 
studies for an integrated office automation system at the Commission. 

During fiscal year 1987, the Commission acquired and installed the Bridge Mar
ket Information system, which provides real-time price and volume information, as 
well as consolidated quotes and news items on stocks and options traded on the 
exchanges and over-the-counter. The system also provides historical trade infor
mation, including data on commodities and financial futures. This system has had 
a substantial impact on meeting the information requirements of the Commission 
staff in certain program areas because stock and futures trading can be monitored 
more effectively. The staff can also perform on-line comparisons between financial 
futures and their underlying indices and compute an annualized rate of return avail
able through the execution of an arbitrage program. 

ISM successfully awarded a contract to replace one of the Commission's obso
lete mainframe central processing units. A request for proposals was released to 
procure a replacement for the remaining central processing unit with an award 
projected for early 1988. The new units will permit the Commission to upgrade its 
capability to respond to increasing information reporting and analysis require
ments. 
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Personnel Management 

During fiscal year 1987, employees currently enrolled in the Civil Service Retire
ment System were permitted to change to the new Federal Employees Retirement 
System (FERS) and to participate in the Thrift Savings Plan. The Commission suc
cessfully implemented FERS on schedule in January 1987. This effort required ex
tensive coordination among the Offices of Personnel, the Comptroller, and Infor
mation Systems Management. The Office of Personnel provided counseling and 
disseminated information to help employees decide whether to switch to FERS. 
The Commission assisted employees further by providing decision advisors and a 
software package designed to analyze projected benefits under the two retirement 
systems. 

The Office of Personnel improved its recruitment productivity through newly 
delegated hiring authority for research assistants, examiners, accountants, and 
secretaries. The office also obtained delegated authority to hire attorneys above 
minimum pay rates and to offer special pay rates to headquarters typists. In addi
tion, the staff participated in two job fairs which were extremely beneficial in gener
ating applications, interviews, and new employees in a variety of occupations. 

The training program emphasized computer literacy skills by enrolling 223 em
ployees in 301 microcomputer applications courses. Other improvements to the 
training program involved revising headquarters supervisory training to provide for 
more participation by top Commission executives as guest speakers and conduct
ing special training on stress management and leadership. 

The Office of Personnel took steps to improve the efficiency of its position man
agement program. For example, three standardized position descriptions were es
tablished for use throughout the Commission. The office implemented new stan
dards issued by the Office of Personnel Management for paralegal specialists. The 
Commission also initiated a program to study and evaluate occupations across or
ganizationallines. In addition, several reorganizations were implemented and the 
accuracy of position descriptions were certified in half of the Commission's divi
sions and offices. 

In November 1986, the Commission received the Outstanding Employer of the 
Year Award from the District of Columbia Rehabilitation Services Administration. 
This award recognized the Commission's efforts in hiring and training handi
capped individuals and enhancing supervisors' understanding of the handi
capped. 

Public Affairs 

The Office of Public Affairs communicates information on Commission activi
ties to those interested in or affected by Commission actions, including regulated 
entities, the press, employees of the Commission and the general public. Both on
going activities and special projects are undertaken by the office in support of the 
Commission's mission. 

Public Affairs staff prepares the SEC News Digest, which provides information 
on vitually all SEC actions-rule changes, enforcement actions against individuals 
or corporate entities, acquisition reports, releases, decisions on requests for ex
emptions, upcoming Commission meetings, and other events of interest.lnforma-
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tion on Commission activity is also disseminated through notices of administrative 
actions, litigation releases, and other materials. The News Digest is available in the 
Public Reference Room. 

Press releases issued prior to Commission meetings and press briefings con
ducted after these meetings provide insight into proposed and adopted changes in 
policies and regulation. The office also issues press releases on upcoming events, 
on-going programs, and special projects. In all, 89 news releases were issued dur
ing the year. When appropriate, actions are brought to the attention of the national 
and regional press. Special projects such as roundtable discussions on emerging 
issues in the financial markets are also publicized. 

The office directs publication of the SEC Annual Report that provides informa
tion on Commission activities to Congress, the securities bar and other interested 
parties, and, through the Depositary Library System, to selected colleges and uni
versities throughout the country. 

Speeches presented by Commissioners and senior staff and testimony are re
tained and disseminated in response to requests from the public. During the year, 
the staff responded to approximately 69,500 requests for information and coordi
nated programs for 93 groups of foreign visitors. Also during the year, the staff up
dated and revised such publications as the "SEC Publications Guide", "Investigate 
Before You Invest", and "Q & A for Small Business". 

Public Affairs publishes a regular newsletter, the Employee News, and prepares 
a daily summary of news clips for Commission employees. 

Commission Operations 

For the fifth consecutive year and the sixth time in the Commission's 53-year 
history, revenues collected exceeded the agency's annual appropriation. In fiscal 
year 1987, the Commission collected $278.4 million for deposit into the general 
fund of the United States Treasury. These revenues amount to 243 percent of the 
Commission's 1987 appropriated funds. Total collections consisted of $263.9 mil
lion in fee revenue and $14.5 million in disgorgements from fraud actions. Fee rev
enue is generated from four primary sources: (1) securities registered under the 
Securities Act of 1933 (61 % of the total); (2) transactions on securities exchanges 
(24%); (3) tender offer and merger filings (12%); and (4) miscellaneous filings 
(3%). 
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Commissioners and Principal Staff 

Officers 
(As of September 30,1987) 

Commissioners 

David S. Ruder, Chairman 
Charles C. Cox 
Aulana L. Peters 
Joseph A. Grundfest 
Edward H. Reischman 

Secretary: Jonathan G. Katz 
Executive Assistant to the Chairman: Linda D. Fienberg 

Principal Staff Officers 
George G. Kundahl, Executive Director 

Kenneth A. Fogash, Deputy Executive Director 
Linda C. Quinn, Director, Division of Corporation Finance 

Elisse B. Walter, Deputy Director 
William C. Wood, Senior Associate Director 
Mary E. T. Beach, Associate Director 
Ernestine M. R. Zipoy, Associate Director 
Vacant, Associate Director 

Gary G. Lynch, Director, Division of Enforcement 
John H. Sture, Associate Director 
William R. McLucas, Associate Director 
Joseph I. Goldstein, Associate Director 
Phillip D. Parker, Chief Counsel 
Thomas C. Newkirk, Chief Litigation Counsel 
Michael D. Mann, Chief, Office of International Legal 
Assistance 

Richard G. Ketchum, Director, Division of Market Regulation 
Mark D. Fitterman, Associate Director 
Brandon C. Becker, Associate Director 
Vacant, Associate Director 

Term Expires 

1991 
1988 
1989 
1990 
1992 
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Kathryn B. McGrath. Director, Division of Investment Management 
Mary Joan Hoene. Deputy Director 
Gerald Osheroff. Associate Director 
Gene A. Gohlke. Associate Director 
William C. Weeden. Assistant Director, Office of Public 
Utility Regulation 

Daniel L. GoeIzer. General Counsel 
Paul Gonson. Solicitor 
Jacob H. Stillman. Associate General Counsel 
Benjamin Greenspoon. Associate General Counsel 
Vacant. Associate General Counsel 

Mary M. McCue. Director, Office of Public Affairs 
Chiles T. A. Larson. Deputy Director . 

A. Clarence Sampson. Chief Accountant 
Edmund Coulson. Deputy Chief Accountant 

Jeffry L. Davis. Director, Directorate of Economic and Policy Analysis 
Terry M. Chuppe. Associate Director 
Charles W. Bryson. Associate Director 

Kenneth Lehn. Chief Economist 
William S. Stern. Director, Office of Opinions and Review 

Herbert V. Efron. Associate Director 
R. Moshe Simon. Associate Director 

Warren E. Blair. Chief Administrative Law Judge 
Lawrence H. Haynes. Comptroller 

Henry I. Hoffman. Assistant Comptroller 
Richard J. Kanyan. Director, Office of Administrative Services 

David L. Coman. Deputy Director 
James C. Foster. Director, Office of Personnel 

William E. Ford. II. Assistant Director 
Wilson Butler. Director, Office of Applications and Reports Services 
Bonnie Westbrook. Director, Office of Con~umer Affairs and Informa
tion Services 

. Gregory Jones. Sr. Director, Office of Information Systems Management 
Steven N. Scheibe. Deputy Director 

Cecile Z. Srodes. Director of Legislative Affairs 
James A. Clarkson. III. Director of Regional Office Operations 
Ernest'B. Miller. Manager, Equal Employment Opportunity 
John O. Penhollow. Edgar Project Manager 
John A. Kelley. Director, Office of Edgar Management 
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Biographies of Commissioners 

David S. Ruder 

David Sturtevant Ruder was sworn in as the 23rd Chairman of the Securities and 
Exchange Commission on August 7, 1987, by Associate Justice Antonin Scalia of 
the Supreme Court of the United States. 

Chairman Ruder was a member of the faculty of Northwestern University School 
of Law from 1961 to 1987, teaching in the field of corporate and securities law. He 
was dean of the School of Law from 1977 to 1985. He taught as a visiting professor 
at the University of Pennsylvania Law School in 1971 and was a faculty member at 
the Salzburg Seminar in American Studies in 1976. 

He began his tenure as the tenth dean of the Northwestern University School of 
Law in September 1977 and was responsible for the conduct and the successful 
completion oJ an extensive and sophisticated faculty recruitment program that at
tracted 16 distinguished scholars and teachers to the faculty. He was an active par
ticipant in the planning, organization and successful completion of the $25 million 
Law School Campaign for endowment, renovation and new facilities. The Arthur 
Rubloff Building, the primary component of the Law School Campaign, was ded
icated on August 4, 1984. It doubled the existing space for teaching, research and 
scholarship. 

Chairman Ruder was instrumental in the' negotiations to attract the headquar
ters of the American Bar Association, the American Bar Foundation, and the 
American Bar Endowment as tenants of Northwestern University in facilities adja
cent to the Northwestern University School of Law, creating a national legal center 
and resource. The American Bar Center was dedicated on August 3, 1984. He re
linquished his responsibilities as dean of the Northwestern University School of 
Law in July 1985 to return to research and teaching. 

While at Northwestern, Chairman Ruder participated in planning the first Corpo
rate Counsel Institute, held at the School of Law in 1962, and served as its director 
for five years (1963-67). He has been a member of the Institute's Planning Commit
tee throughout most of its 25 years of existence. 

Chairman Ruder has also been active in various bar-association activities. On 
the national level, Chairman Ruder has been actively involved in the American Bar 
Association Section on Corporation, Banking and Business Law since 1970, as a 
member of its Council (1970-74), its Committee on Federal Regulation of Securi
ties (1974-present), its Committee on Corporate Law (1974-78; 1986-1987), its Ad 
Hoc Committee on the American Law Institute Corporate Governance Project 
(1986-1987); and as section competence advisor to the American Bar Association 
Standing Committee on Lawyer Competency (1986-1987). He has been chairman 
of the Public Interest Issues Committee. 

Author of many articles on corporate and securities matters, Chairman Ruder 
has been a speaker and participant in continuing legal education programs of nu
merous organizations and has been active in bar association activities in the corpo-
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rate and securities law field. While at Northwestern, he was active in the organiza
tion and on-going activities of the Ray Garrett, Jr., Corporate and Securities Law 
Institute and in the establishment of the Corporate Counsel Center at Northwestern 
University School of Law, which sponsors legal research and provides continuing 
professional education programs for corporate lawyers. 

A native of Wausau, Wisconsin, Chairman Ruder received a bachelor's degree, 
cum laude, in 1951 from Williams College, where he was a member of Phi Beta 
Kappa and Gargoyle, the senior honorary society. He was editor-in-chief of the Wil
liams Record, the college newspaper. 

He received his law degree with honors in 1957 from the University of Wisconsin, 
where he was a member of the Order of the Coif and the recipient of the Salmon 
W. Dalberg Prize as the outstanding graduating student. He was editor-in-chief of 
the Wisconsin Law Review. Mr. Ruder served in the U.S. Army from 1951 to 1954, 
attaining the rank of First Lieutenant. 

From 1957 to 1961, he was an associate with the Milwaukee law firm of Quarles 
& Brady, and while teaching at Northwestern was also of counsel to the Chicago 
law firm of Schiff, Hardin & Waite from 1971 to 1976. 

Charles C. Cox 

Charles C. Cox was sworn in as the 62nd Member of the Commission on De
cember 2, 1983. His term expires in June 1988. 

Mr. Cox joined the Commission on September I, 1982, as Chief Economist. He 
organized the Office of the Chief Economist to analyze the economic effects of 
proposed rules and legislation, evaluate established Commission policy, and study 
various capital market topics. 

Previously, Mr. Cox was a professor of management at Texas A&M University 
from 1980 to 1982, and a professor of economics at Ohio State University from 
1972 to 1980. He served as a National Fellow of the Hoover Institution at Stanford 
University from 1977 to 1978. 

During his academic career, Mr. Cox focused his research on the economics of 
public regulation of economic activity. He has published various articles on this 
topic in scholarly journals. Mr. Cox is a member of the American Economic Asso
ciation. 

Mr. Cox was born in Missoula, Montana, on May 8,1945. He received his under
graduate education at the University of Washington where he was elected to Phi 
Beta Kappa in 1966, and earned a BA degree, magna cum laude, with distinction 
in economics in 1967. He received A.M. and Ph.D. degrees in economics from the 
University of Chicago in 1970 and 1975, respectively. 

Aulana L. Peters 

Aulana L. Peters was sworn in as the 64th Member of the Commission on June 
11, 1984. Her term expires in June 1989. 

Until her appointment, Mrs. Peters was a partner with the Los Angeles firm of 
Gibson, Dunn & Crutcher, which she joined as an associate in 1973. As a member 
of that firm's Litigation Department, she specialized in business and commercial 
litigation with emphasis on the securities and unfair competition areas, particularly 
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class action suits. About one-third of her law practice involved cases of alleged vi
olations of the Securities Act of 1933 and the Securities Exchange Act of 1934, rep
resenting both defendants and plaintiffs. She was also involved in tender offer/ 
proxy contest litigation. 

She has frequently served on legal panels and has lectured for the California 
Continuing Education of the Bar and others. Mrs. Peters is a member of the Los 
Angeles County and American Bar Associations. 

From 1963 to 1967, she lived in Milan and then in Paris, where she held various 
positions, the last of which was an Administrative Assistant within the Secretariat of 
the Organization for Economic Cooperation and Development. She has also lived 
in San Salvador, Central America, and The Cameroons (West Africa). 

Mrs. Peters, who was born on November 30, 1941, is the first black appointed to 
the Commission. She earned a J.D. with honors from the University of Southern 
California Law Center in 1973 and a B.A. in philosophy from the College of New 
Rochelle in 1963. . 

Joseph A. Grundfest 

Joseph A. Grundfest was sworn in as the 65th Commissioner of the Securities 
and Exchange Commission on October 28, 1985. His term expires in June 1990. 

Mr. Grundfest came to the Commission from the Council of Economic Advisers 
in the Executive Office of the President, where he was counsel and senior econo
mist for legal and regulatory matters. While at the Council, he played an active role 
in the formulation of Administration policy regarding regulation of securities mar
kets, financial institutions, international trade, and the reformation of the antitrust 
laws. Mr. Grundfest is both an attorney and economist. He has practiced law with 
Wilmer, Cutler & Pickering and has served as an economist with The Rand Corpo
ration, the Brookings Institution, and Peat, Marwick & Mitchell. 

Mr. Grundfest is author or co-author of numerous publications dealing with 
topics such as contests for corporate control, the legal and economic regulation of 
markets subject to kickback schemes, the regulation of markets for broadcast sta
tions and television advertising, and the role of citizen participation in administra
tive proceedings. During his academic career, Mr. Grundfest served as a Brookings 
Institution Fellow, a Stanford University Fellow, and a California State Fellow for the 
Study of Law and Economics. 

Mr. Grundfest was born in New York City on September 8, 1951. He received his 
undergraduate education at Yale University where he earned a B.A. degree in eco
nomics in 1973. During an undergraduate year abroad, Mr. Grundfest completed, 
with First Class Distinction, the M.Sc. Program in Mathematical Economics and 
Econometrics at the London School of Economics. Between 1974 and 1978, he 
earned his J.D. degree from Stanford University and completed all requirements, 
other than the dissertation, for a doctorate in economics. 

Edward H. Reischman 

Edward H. Fleischman was sworn in as the 66th Member of the Securities and 
Exchange Commission on January 6, 1986. His term expires in June 1992. 
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He formerly practiced law with Gaston, Snow, Beekman & Bogue (previously 
Beekman & Bogue), where he specialized in securities and corporate law and re
lated areas. 

During his career, Mr. Fleischman has been elected a member of the American 
Law Institute, the American College of Investment Counsel and the American So
ciety of Corporate Secretaries, and has served as an Adjunct Professor of Law 
teaching securities regulation at the New York University Law School. He has been 
a lecturer at seminars dealing with securities and futures law and practice. He was 
co-author of a series of articles relating to Commission Rule 144. 

Mr. Fleischman was born in Cambridge, Massachusetts, on June 25, 1932. A 
member of the U.S. Army from 1952 to 1955, he served ,with the 173rd Military In
telligence Platoon in Germany from 1954 to 1955. Mr. Fleischman received his un
dergraduate education at Harvard College and graduated with a B.A. degree cum 
laude in history. He was a Stone Scholar at Columbia'Law'School, where he re
ceived his LL.B. degree in 1959. 

Mr. Fleischman was admitted to the New York Bar in 1959 and to the bar of the 
U.S. Supreme Court in 1980. He serves on the Committee on Federal Regulation 
of Securities where he has chaired the Ad Hoc Subcommittee on Rule 144 and the 
Subcommittee on Broker-Dealer Matters, and was a co-draftsman of the Commit
tee letter on utilization and dissemination of "inside" information. He is also a 
member of the Committee on Counsel Responsibility, and currently chairs the 
Committee on Developments in Business Financing where he co-drafted the 
Committee paper on resale of institutional privately placed debt and chaired the 
Subcommittee on Simplified Indentures in addition to the Annual Review of Devel
opments. Other bar activities include membership on the Committee on Develop
ments in Investment Services, and the Administrative Law Committee on Securi
ties, Commodities and Exchanges where he was vice chair for Commodities 
before taking the chair for three years. 
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REGION 1 

REGION 2 

REGION 3 

REGION 4 

Regional and Branch Offices and 

Administrators 

Vacant 
NEW YORK REGIONAL OFFICE 
26 Federal Plaza, Room 1028 
New York NY 10278 
212/264-1636 
Region: New York and New Jersey 

Douglas Scarff 
BOSTON REGIONAL OFFICE 
John W. McCormack Post Office 
and Courthouse Building, Suite 700 
Boston MA 02109 
617/223-9900 
Region: Maine, New Hampshire, Vermont, Massachusetts, 

Rhode Island, and Connecticut 

Richard P. Wessel 
ATLANTA REGIONAL OFFICE 
1375 Peachtree Street, NE, Suite 788 
Atlanta GA 30367 
404/347-4768 
Region: Tennessee, Virgin Islands, Puerto Rico, North 

Carolina,. South Carolina, Georgia, Alabama, Mississippi, 
. A9rida, and Louisiana east of the Atchafalaya River 

Charles C. Harper 
MIAMI BRANCH OFFICE 
Dupont Plaza Center 
300 Biscayne Boulevard Way, Suite 500 
Miami FL 33131 
305/536-5765 

William D. Goldsberry 
CHICAGO REGIONAL OFFICE 
Everett McKinley Dirksen Building 
219 South Dearborn Street, Room 1204 
Chicago IL 60604 
312/353-7390 
Region: Michigan, Ohio, Kentucky, Wisconsin, Indiana, Iowa, 

Illinois, Minnesota, and Missouri 
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REGION 5 

REGION 6 

REGION 7 

90 

Mark A. Loush 
DETROIT BRANCH OFFICE 
1755 Patrick V. McNamara Federal Office 
Building 
477 Michigan Avenue 
Detroit MI 48226 
313/226-6070 

T. Christopher Browne 
FORT WORTH REGIONAL OFFICE 
411 West Seventh Street, 8th Floor 
Fort Worth TX 76102 
817/334-3821 
Region: Oklahoma, Arkansas, Texas, Louisiana west of the 

Atchafalaya River, and Kansas 

Joseph C. Matta 
HOUSTON BRANCH OFFICE 
7500 San Felipe Street, Suite 550 
Houston TX 77063 
713/266-3671 

Robert H. Davenport 
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FOOTNOTES 

IFinancial Disclosure cases include: SEC v. Pulsar Oil and Gas, Inc., et aI., (no 
release) (September 30, 1987); SEC v. Texscan Corporation, et aI., Accounting and 
Auditing Enforcement Enforcement Release No. 164 (September 30, 1987),39 SEC 
Docket 579; In the Matter of Universal Money Centers, Inc., Accounting and Auditing 
Enforcement Release No. 156 (September 28, 1987), 39 SEC Docket 399; SEC v. 
Stephen E. Hann, Utigation Release No 11578 (October 15, 1987),39 SEC Docket 740; 
SEC v. Westmore International, Inc., et aI., Utigation Release No. 11580 (October 15, 
1987),39 SEC Docket 742; SEC v. Kaypro Corporation, (no release) (September 25, 
1987); In the Matter of Human Edge, Accounting and Auditing Release No. 154 
(September 25, 1987),39 SEC Docket 390; SEC v. George W. Atkinson, et al., 
Accounting and Auditing Enforcement Release No. 163 (September 30, 1987); 39 SEC 
Docket 577; SEC v. Donald E. Brown, Accounting and Auditing Enforcement Release 
No. 162 (September 30, 1987),39 SEC Docket 575; SEC v. Morgan Petroleum, Inc., et 
aI., Utigation Release No. 11555 (September 24,1987),39 SEC Docket 386; SEC v. 
Financial Corporation of America, Accounting and Auditing Enforcement Release No. 
153 (September 21, 1987),39 SEC Docket 374; SEC v. Robert J. Buckley, Accounting 
and Auditing Enforcement Release No. 152 (September 9, 1987) 39 SEC Docket 247; 
SEC v. Allegheny International, Inc., Accounting and Auditing Enforcement Release 
No. 151 (September 9,1987),39 SEC Docket 241; In the Matter of Clayton A. 
Sweeney, Securities Exchange Act Release 24888 (September 9, 1987), 39 SEC Docket 
196; In the Matter of Kraemer K. Hilton, Securities Exchange Act Release No. 24887 
(September 9,1987),39 SEC Docket 190; SEC v. Henry H. McF/iker, et aI., Accounting 
and Auditing Enforcement Release No. 157,(September 21, 1987),39 SEC Docket 378; 
SEC v. Anthony Peter Strangie, et aI., Utigation Release No. 11539 (September 14, 
1987),39 SEC Docket 312; SEC v. Wallace C. Sparkman, Utigation Release No. 11532 
(September 3,1987),39 SEC Docket 176; SEC v. PROS International Inc., Accounting 
and Auditing Enforcement Release No. 148, (August 26, 1987),39 SEC Docket 73; In 
the Matter of Pioneer Venture Corporation, et aI., (no release) (August 27, 1987); In the 
Matter of West Coast Hair Products, Inc., Accounting and Auditing Enforcement Release 
No. 147 (August 24, 1987), 39 SEC Docket 75; In the. Matter of Texas Commerce . 
Bancshares, Inc., Accounting and Auditing Enforcement Release No. 146 (August 17, 
1987), 38 SEC Docket 1908; In the Matter of De Laurentiis Entertainment Group, Inc., 
Accounting and Auditing Enforcement Release No 144 (August 10, 1987),38 SEC 
Docket 1804; SEC v. Robert D. Widergren, et aI., Accounting and Auditing Enforcement 
Release No. 145 (August 12, 1987),38 SEC Docket 1801; SEC v. Michael Clinger, et al., 
Accounting and Auditing Enforcement Release No. 142 (July 27, 1987),38 SEC Docket 
1640; SEC v. Frederick Holtrop, et aI., Accounting and Auditing Enforcement Release 
No. 149 (September 2,1987),39 SEC Docket 169; SEC v. Cardillo Travel Systems,lnc., 
et al., Accounting and Auditing Enforcement Release No. 143 (July 23, 1987),38 SEC 
Docket 1570; SEC v. United Educators, Inc., et aI., Utigation Release No. 11484 (July 9, 
1987),38 SEC Docket 1428; SEC v. Edward If. Gallagher, et al., Accounting and 
Auditing Enforcement Release No. 139 (June 25, 1987),38 SEC Docket 1286; SEC v. 
Human Edge, et ai, Accounting and Auditing Enforcement Release No. 136 (June 19, 
1987), 38 SEC Docket 1284; In the Matter of First Chicago Corporation, Accounting 
and Auditing Enforcement Release No. 134 (June 10, 1987),38 SEC Docket 965; SEC v. 
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Earl Brown, et aI., Utigation Release No. 11453 (June 8, 1987),38 SEC Docket 1078; 
SEC v. Airnado, Inc., Accounting and Auditing Enforcement Release No. 141 (July 14, 
1987),38 SEC Docket 1468; In the Matter of Charles W. Streicher, et aI., Securities 
Exchange Act Release No. 24588 (June 12, 1987),38 SEC Docket 1116; SEC v. 
Healthdyne, Inc., Accounting and Auditing Enforcement Release No. 135 (June 9, 
1987),38 SEC Docket 1080; SEC v. Windsor Holding Corp., et aI., Accounting and 
Auditing Enforcement Release No. 138 (June 2, 1987),38 SEC Docket 907; In the 
Matter of Benny Aguirre, et aI., Securities Exchange Act Release No. 24535 (June 2, 
1987),38 SEC Docket 847; In the Matter of Leo D. Sye, Accounting and Auditing 
Enforcement Release No. 137 (June 2,1987),38 SEC Docket 841; SEC v. American 
Land Company, et aI., Utigation Release No. 11443 (May 28,1987),38 SEC Docket 
822; SEC v. Robert D. Mowry, et aI., Accounting and Auditing Enforcement Release No 
133 (May 18, 1987),38 SEC Docket 714; In the Matter ofWespercorp, Accounting and 
Auditing Enforcement Release No. 132 (May 18, 1987),38 SEC Docket 628; In the 
Matter of Thomas F. Saunders, Securities Exchange Act Release No. 24340 (April 13, 
1987),38 SEC Docket 130; In the Matter of Timothy R. Murphy, Securities Exchange 
Act Release No. 24339 (April 13, 1987),38 SEC Docket 127; In the Matter of George G. 
Mead, Securities Exchange Act Release No. 24338 (April 13, 1987),38 SEC Docket 123; 
In the Matter of Nicholas B. Wallace, Securities Exchange Act Release No. 24337 (April 
13, 1987),38 SEC Docket 120; In the Matter of Ronnie Ewton, Securities Exchange Act 
Release No. 24336 (April 13, 1987), 38 SEC Docket 117; In the Matter of William D. 
Sauers, Securities Exchange Act Release No. 24331 (April 13, 1987),38 SEC Docket 
110; SEC v. Jerald Moskowitz, et aI., Accounting and Auditing Enforcement Release No. 
131 (April 21, 1987),38 SEC Docket 326; SEC v. West Coast Hair Products, Inc., et aI., 
Accounting and Auditing Enforcement Release No. 130 (April 10, 1987),38 SEC Docket 
208; SEC v. Paul T. Van Winkle, et aI., Utigation Release No. 11373 (March 19, 1987),37 
SEC Docket 1714; In the Matter of Continental Illinois Corporation, Accounting and 
Auditing Enforcement Release No 128 (February 27, 1987),37 SEC Docket 1365; SEC v. 
Electro-Catheter Corp., et aI., Utigation Release No. 11347 (February 4, 1987), 37 SEC 
Docket 1084; In the Matter of Quantum Financial Services, Inc., Securities Act Release 
No. 6686 (January 27, 1987),37 SEC Docket 954; SEC v. Storage Technology 
Corporation, Accounting and Auditing Enforcement Release No. 125 (January 27, 1987), 
37 SEC Docket 1008; SEC v. Dorothy M. Conway, et aI., Utigation Release No. 11339 
(January 22, 1987),37 SEC Docket 950; In The Matter of Marsh & McLennan 
Companies, Inc., Accounting and Auditing Enforcement Release No. 124 (January 22, 
1987),37 SEC Docket 912; In the Matter of Pre-Paid Legal Services, Inc., Accounting 
and Auditing Enforcement Release No 121 (December 22, 1986),37 SEC Docket 528; 
SEC v. CoElco, Ltd., et aI., Utigation Release No 11315 (December 22, 1986),37 SEC 
Docket 520; SEC v. Berk and Company, Inc., Accounting and Auditing Enforcement 
Release No. 122 (December 23, 1987),37 SEC Docket 527; SEC v. Robert E. DeBiasse, 
et aI., Accounting and Auditing Enforcement Release No. 119 (November 13, 1986),36 
SEC Docket 1784; SEC v. Balanced Fiancial Management, Inc., et aI., Accounting and 
Auditing Enforcement Release No. 117 (October 15, 1986),36 SEC Docket 1429. 

2Enforcement cases against accountants or accounting firms include: In the Matter of 
C O'Neal Rasmussen, Accounting and Auditing Enforcement Release No. 161 
(September 30, 1987), 39 SEC Docket 454; In the Matter of Diane Martano Van Son, 
Accounting and Auditing Enforcement Release No. 159 (September 29, 1987),39 SEC 
Docket 413; In the Matter of Myron K. Berryman, Accounting and Auditing 
Enforcement Release No. 150 (September 3,1987),39 SEC Docket 106; SEC v. PROS 
International, Inc., et aI., Accounting and Auditing Enforcement Release No. 148 
(August 26, 1987),39 SEC Docket 73; Private Proceeding, August 4, 1987; SEC v. 
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CoElco Ltd., et aI., Litigation Release No. 11315 (December 22, 1986), 37 SEC Docket 
520; In the Matter of KMG Main Hurdman, Accounting and Auditing Enforcement 
Release No. 129 (March 25, 1987),37 SEC Docket 1731; In the Matter of Stephen Kutz, 
Accounting and Auditing Enforcement Release No. 127 (January 28, 1987),37 SEC 
Docket 971; In the Matter of Marvin D. Haney, Accounting and Auditing Enforcement 
Release No. 126 (January 28, 1987),37 SEC Docket 964; SEC v. Grant Thornton, et al., 
Accounting and Auditing Enforcement Release No. 118 (October 16, 1987), 36 SEC 
Docket 1443; In the Matter of Huber, Erickson and Butler, et aI., Accounting and 
Auditing Enforcement Release No. 115 (October 10, 1986),36 SEC Docket 1352. 

3SEC v. Financial Corporation of America, Accounting and Auditing Enforcement 
Release No. 153 (September 21, 1987),39 SEC Docket 374. 

4/n the Matter of Continental Illinois Corporation, Accounting and Auditing 
Enforcement Release No. 128 (February 27, 1987),37 SEC Docket 1365. 

5/n the Matter of Texas Commerce Bancshares, Inc., Accounting and Auditing 
Enforcement Release No. 146 (August 17, 1987), 38 SEC Docket 1908. 

61n the Matter of De Laurentiis Entertainment Group, Inc., Accounting and Auditing 
Enforcement Release No. 144 (August 10,1987),38 SEC Docket 1723. 

7 SEC v. Grant Thornton, et aI., Accounting and Auditing Enforcement Release No. 
118 (October 16, 1986),36 SEC Docket 

8/n the Matter of KMG Main Hurdman, Accounting and Auditing Enforcement 
Release No. 129 (March 25,1987),37 SEC Docket 1731. 

91nsider trading cases include: In the Matter of David S. Brown, Securities Exchange 
Act Release No. 23698 (October 9, 1986), 36 SEC Docket 1312; In the Matter of Ivan F. 
Boesky, Securities Exchange Act Release No. 23802 (November 14, 1986),37 SEC 
Docket 2; In the Matter of Randall D. Cecala, Securities Exchange Act Release No. 
23919 (December 22, 1986), 37 SEC Docket 464; In the Matter of Robert Salsbury, 
Securities Exchange Act Release No. 24019 (January 21, 1987),37 SEC Docket 892; In 
the Matter of Martin A. Siegel, Securities Exchange Act Release No. 24098 (February 13, 
1987), 37 SEC Docket 1185; In the Matter of Bernard Meir, Securities Exchange Act 
Release No. 24499 (March 13, 1987),38 SEC Docket 768; In the Matter of Robert 
D'Elia, Securities Exchange Act Release No. 24295 (April 2, 1987),37 SEC Docket 1869; 
In the Matter of Kidder, Peabody & Co., Inc., Securities Exchange Act Release No. 
24543 (June 4, 1987),38 SEC Docket 857; SEC v. James F. Flaherty, Jr., Litigation 
Release No. 11254 (October 14, 1986),36 SEC Docket 1433; SEC v. David S. Brown, 
Litigation Release No. 11245 (October 9, 1986),36 SEC Docket 1347; SEC v.l/an K. 
Reich, Litigation Release No. 11246 (October 9, 1986),36 SEC Docket 1349; SEC v. 
Alfred E. Kopfmann, II, Litigation Release No. 11276 (October 28, 1986),36 SEC Docket 
1610; SEC v. Ivan F. Boesky, Litigation Release No. 11288 (November 14, 1986),37 
SEC Docket 78; SEC v. Randall D. Cecola, Litigation Release No. 11313 (December 22, 
1986),37 SEC Docket 518; SEC v. Alfred Elliott, Litigation Release No. 11335 
(December 30, 1986),37 SEC Docket 698; SEC v. Anthony A. DePalma, Litigation 
Release No. 11333 (December 30,1986),37 SEC Docket 696; SEC v. Melvin N. 
Pomerantz, Litigation Release No. 11305 (December 11, 1986),37 SEC Docket 319; 
SEC v. Michael N. David, Litigation Release No. 11334 (December 30, 1986).37 SEC 
Docket 697; SEC v. Samuel M. Aksler, et aI., Litigation Release No. 11325 (December 
23,1986),37 SEC Docket 756; SEC v. MartinA. Siegel, Litigation Release No. 11354 
(February 13, 1987),37 SEC Docket 1276; SEC v. Nahum Vaskevitch, Litigation Release 
No. 11365 (February 11,1987),37 SEC Docket 1606; SEC v.lsrael G. Grossman, et aI., 
Litigation Release No. 11359 (February 17, 1987),37 SEC Docket 1281; SEC v. Robert 
Salsbury, (January 7, 1987), (no release); SEC v. William Adams, et aI., Litigation 
Release No. 11439 (May 20, 1987),38 SEC Docket 707; SEC v. Hendrix R. Bull, 

94 



Utigation Release No. 11395 (April 8, 1987),38 SEC Docket 93; SEC v. ,,'0hn Naylor 
CLark, III, et aI., Utigation Release No. 11440 (May 21, 1987),38 SEC Docket 708; SEC 
v. Kidder, Peabody [; Co., Inc., Utigation Release No. 11452 (June 4, 1987),38 SEC 
Docket 914; SEC v. Russell S. Douglas, Utigation Release No. 11479 (June 29, 1987), 
38 SEC Docket 1422; SEC v. Marvin H. Ingram, Utigation Release No. 11482 (July 7, 
1987),38 SEC Docket 1426; SEC v. Robert DElia, et al., Utigation Release No. 11499 
(July 28, 1987),38 SEC Docket 1638; SEC v. Ira Michael Patton, et aI., Utigation 
Release No. 11561 (September 28,1987),39 SEC Docket 568; SEC v. Dennis Gillette, 
Utigation Release No. 11502 (July 27, 1987) 38 SEC Docket 1639; SEC v. Albert Tate, et 
aI., Utigation Release No. 11485 (July 14, 1987),38 SEC Docket 1465; SEC v. Armin 
Kaufman, Utigation Release No. 11529 (September 3,1987),39 SEC Docket 173; SEC 
v. John M. Cochran, Securities Exchange Act Release No. 11572 (October 9, 1987),39 
SEC Docket.733; SEC v. Charles R. Davis, et aI., (September 17,1987), (no release), 
579; SEC v. Te.xscan Corporation et aI., Accounting and Auditing Enforcement Release 
No. 164 (September 30, 1987),39 SEC Docket 579; SEC v. George W. Atkinson, et aI., 
Accounting and Auditing Enforcement Release No. 163 (September 30, 1987),39 SEC 
Docket 577; SEC v. Robert D. Widergren, et al., Accounting and Auditing Enforcement 
Release No. 145 (August 12, 1987),38 SEC Docket 1801; SEC v. Michael Clinger, et aI., 
Accounting and Auditing Enforcement Release No. 142 (July 27, 1987),38 SEC Docket 
1640; SEC v. Cardillo Travel Systems, Inc., et aI., Utigation Release No. 11492 (July 23, 
1987);38 SEC Docket 1570; SEC v. Electro-Catherter Corporation, et aI., Utigation 
Release No. 11347 (February 4, 1987),37 SEC Docket 78. 

!OSEC v.lvan F. Boesky, Utigation Release No. 11288 (November 14, 1986),37 SEC 
Docket 78. 

11 In the Matter of Ivan F. Boesky, Securities Exchange Act Release No. 23802 
(November 14, 1986),37 SEC Docket 2. 

12SEC v. Martin A. Siegel, Utigation Release No. 11354 (February 13, 1987),37 SEC 
Docket 1276. 

131n the Matter of Martin A. Siegel, Securities Exchange Act Release No. 24098 
(February 13, 1987),37 SEC Docket 1185. 

14SEC v. Kidder, Peabody [; Co., Inc., Utigation Release No. 11452 (June 4, 1987),38 
SEC Docket 914. 

151n the Matter of Kidder, Peabody {; Co., Inc., Securities Exchange Act Release No. 
24543 (June 4, 1987),38 SEC Docket 857. 

16SEC v. Boyd L. Jefferies, et al., Utigation Release No. 11370 (March 19, 1987),37 
SEC Docket 1707. 

171n the Matter of Jefferies [; Co., Inc., et al., Securities Exchange Act Release No. 
24231 (March 19, 1987),37 SEC Docket 1633. 

18SEC v. Michael N. David, Utigation Release No. 11334 (Decemeber 10, 1986),37 
SEC Docket 697. 

19SEC v.lsrael G. Grossman, et aI., Utigation Release No. 11359 (February 17,1987), 
37 SEC Docket 1281. 

20SEC v. Nahum Vaskevitch, Utigation Release No. 11365 (March 11, 1987),37 SEC 
Docket 1606. 

21/n the Matter of Shearson Lehman Brothers, Inc., Securities Exchange Act Release 
No. 24595 (June 15, 1987),38 SEC Docket 1125. 

221n the Matter of Dean Witter Reynolds, Inc., Securities Exchange Act Release No. 
24143 (February 27, 1987),37 SEC Docket 

23/n the Matter of Advest Inc., Utigation Release No. 24072 (February 9, 1987), 37 
SEC Docket 1101. 
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24SEC v. StevenA. Keyser, Utigation Release No. 11357 (January 30,1987),37 SEC 
Docket 1279. 

25/n the Matter of Gin Enterprises, Inc., Securities Act Release No. 6716 (June 2, 
1987),38 SEC Docket 834. 

261n the Matter of Myron E. Berryman, Accounting and Auditing Enforcement 
Release No. 150 (September 3, 1987),39 SEC Docket 107. 

27SEC v. Charles Phillip Elliott, et al., Utigation Release No. 11408 (April 20, 1987), 
38 SEC Docket 325. 

28SEC v. Andrew Nanos, et aI., Utigation Release No. 11402 (April 15, 1987),38 SEC 
Docket 212. 
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No. 24727 (June 29, 1987),38 SEC Docket 1525. 
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421tem 303 of Regulation S-K, 17 CFR 229.303. 
43Release No. 34-23407 (July 8, 1986),36 SEC Docket 90. 
44Release No. 33-6740 (September 22, 1987),39 SEC Docket 184. 
45Financial Reporting Release No. 27 (November 25, 1986),37 SEC Docket 90. 
46Financial Reporting Release No. 30 (August 7, 1987),38 SEC Docket 1714. 
47Securities Act Release No. 6711 (April 24, 1987),38 SEC Docket 219. 
48Financial Reporting Release No. 28 (December I, 1986),37 SEC Docket 194. 
49Securities Act Release No. 6695 (April 1, 1987),37 SEC Docket 1825. 
50Securities Act Release No. 6719 (June 18, 1987),38 SEC Docket 1097. 
51 Staff Accounting Bulletin No. 65 (November 5, 1986),36 SEC Docket 1705 (Risk 

Sharing in Poolings of Interest), Staff Accounting Bulletin No. 66 (November 25, 1986), 
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Countries Experiencing Uquidity Problems), Staff Accounting Bulletin No. 67 (December 
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Staff Accounting Bulletin No. 68 (May 4, 1987),38 SEC Docket 523 (Accounting for 
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THE SECORITIES INDOSTRY 

Revenues, Expenses, and 
Selected Balance Sheet Items 

Broker-dealers that are registered with 
the Commission produced revenues of 
$64.9 billion in calendar year 1986, 29 per
cent above the 1985 level. Almost 70 per
cent of this increase in revenues stemmed 
from the growth of revenues from securi
ties brokerage, principal transactions and 
underwriting. The "all other revenues," 
which include interest income from securi
ties purchased under agreements to resell 
and fees from handling private placements, 
mergers and acquisitions, accounted for 
the remaining 30 percent increase in reve
nues. 

Securities commission income in
creased $3.0 billion or 27 percent, while 

APPENDIX 

revenues from mutual fund sales rose 65 
percent. 

Trading gains on firms' securities ac
counts increased $3.7 billion, or 25 percent, 
and represented 28 percent of total reve
nues in 1986. Profits from underwriting in
creased $1.8 billion, 36 percent, and stabi
lized as a percent of total revenues at ten 
percent. 

Pre-tax income increased 26 percent 
from the preceding year to $8.3 billion, as 
expenses grew by $13.0 billion (30 percent) 
to $56.6 billion in 1986. 

Assets rose by $68.2 billion to $524.8 bil
lion and liabilities grew $61.7 billion to 
$493.8 billion. Ownership equity increased 
$6.5 billion during 1986 to $ 31.0 billion at 
year's end. 
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Table 1 

UNCONSOLIDATED FINANCIAL INFORMATION FOR BROKER-DEALERS 
1982-1986 

(Mllhons of Dollars) 

1982 1963 1964 1985r 

Revenues 

1. Secuntles Commissions $ 7,370 $ 10,493 $ 9,294 $ 11,087 

2. Gain (Loss) In Trading 7,668 8,690 9,644 12,603 

3 Gain (Loss) In Investments .. .... ........ 867 1,178 1,126 2,014 

4. Prof~ (Loss) from Underwntlng and Selling Groups 2,6BB 4,097 3,253 4,992 

5. Revenue from Sale of Investment Company 
Secur~les 629 1,494 1,453 2,750 

6. All Other Revenues " 9,579 11,191 14,903 16,822 

7. Total Revenues ...... ... . ....... $ 28,801 $ 37,143 $ 39,673 $ 50,268 

Expenses 

8. All Employee CompensatIOn and Benef~s (Except 
Registered Representatives' Compensation) 1 • .. $ 4,714 $ 6,442 $ 6,777 $ 8,198 

9. CommISsIOns and Clearance Paid to Other Brokers 1,299 1,818 1,912 2,373 

10 Interest Expense .. ... 6,452 6,914 10,701 11,601 

11 Regulatory Fees and Expenses ... 149 202 227 347 

12. Compensallon to Partners and Voting Stockholder 
Officers ... .. ....... 1,179 1,555 1,509 1,791 

13. All Other Expenses (Including Registered 
RepresentatIVes' CompensatIOn) 1 •• 10,935 14,979 15,695 19,339 

14 Total Expenses. $ 24,728 $ 31,910 $ 36,821 $ 43,649 

15. Pre-Tax Income ..... $ 4,073 $ 5,233 $ 2,852 $ 6,619 

Assets, uablhues and Capital 

16. Total Assets $201.275 $252,270 $314,121 $456,622 
17. Llabll~l8s: 

a. Totalllabll~les (Excluding Subordinated Debt) .. 186,028 232,551 290,661 425,452 

b Subordinated Debt ... .. 2,306 3,QB3 4,805 6,640 
c. Total Liab,htles (17a + 17b) 188,334 235,634 295,466 432,092 

18. Ownership Equ~ . 12,941 16,636 18,655 24,530 

19 Total Llabll~les and Ownership Equ~ $201,275 $252,270 $314,121 $456,622 

Number of Firms 6,165 7,429 8,298 8,766 

Fl9ures may not sum due to rounding. 
p = prehmlnary 
r = reVised 

1986p 

$ 14,090 
16,442 

1,879 
6,753 

4,544 
21,241 

$ 64,949 

$ 11,105 
3,045 

14,403 
422 

2,263 

25,369 

$ 56,627 

$ 8,322 

$524,815 

482,775 
11,038 

493,813 
31,002 

$524,815 

9,328 

1 Registered representatives' compensallon IS Included in "All Other Expenses" because ~ IS not reported separately on Part IIA of 

the FOCUS Report. 

Source: FOCUS Report 
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Table 2 
UNCONSOLIDATED ANNUAL REVENUES AND EXPENSES FOR BROKER-DEALERS 

DOING A PUBLIC BUSINESS1 

1982-1986 
(MillIOns of Dollars) 

Revenues 

1. Secunties CommissIons 
2. Realized and Unrealized Gains or Losses in Trading 

and Investment Accounts ..... .. 
3. Commodities Revenues ....... . .. 

4. Profits or Losses From Underwnting and Seiling 
Groups ........................ . 

5. Revenues From Sale of Investment Company 
Securities ................... . 

6. Margin Interest ... . 
7 All Other Revenues ............ .. .... .. 

8. Total Revenues ..... ..' ....... . .. 

Expenses 

9. Salaries and Other Employment Costs for General 

Partners and Vobng Stockholder OffICers .... 
10. All Other Employee CompensatIOn and Bener~s 

(Except Registered RepresentatIVes' 
Compensation)2 .. 

11. CommISSIOns and Clearance Paid to Others .. .. 

12. Interest Expense ........ .. 
13 Regulatory Fees and Expenses .... 
14. All Other Expenses2 ... 

15. Total Expenses ..... . 

Pre-Tax Income 

16. Pre-Tax Income 

Number of Films .... ...... .. ...... 

F'9ures may not sum due to rounding. 
p ~ preliminary 

r = revised 

1 Includes broker-dealers wnh four quarters of data only 

1982 

$ 7,129 

8,138 
731 

2,673 

625 
2,060 
6,536 

$27,892 

$ 1,095 

4,592 
1,231 
6,389 

137 
10,722 

$24,166 

$ 3,726 

3,256 

1983 

$ 9,829 

9,106 
951 

3,990 

1,474 
2,150 
7,405 

$34,905 

$ 1,389 

6,166 
1,615 
6,513 

170 
14,390 

$30,243 

$ 4,662 

3,648 

1984 

$ 8,824 

9,935 
799 

3,207 

1,400 
2,924 

10,705 

$37,794 

$ 1,382 

6,527 
1,777 

10,331 
204 

15,168 

$35,389 

$ 2,405 

4,722 

1985r 

$10,420 

13,675 
1,148 

4,924 

2,677 
2,722 

t2,329 

$47,895 

$ 1,652 

7,844 
2,168 

11,339 
319 

18,643 

$41,966 

$ 5,929 

5,363 

1986p 

$13,546 

16,873 
1,073 

6,683 

4,464 
3,001 

16,581 

$62,220 

$ 2,075 

10,784 
2,788 

14,049 
393 

24,651 

$54,741 

$ 7,480 

5,771 

2 RegIStered representallVes' compensatIOn IS Included ,n "All Other Expenses" because ~ IS not reported separately on Part IIA of 
the FOCUS Report. 

Source: FOCUS Report 
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Table 3 
UNCONSOLIDATED BALANCE SHEET FOR BROKER-DEALERS 

DOING A PUBLIC BUSINESS 
YEAR END, 1982-1986 

(Mllhons of Dollars) 

1982 1983 1984 1985r 

Assets 

1 Cash $ 4,636 $ 3,755 $ 4,169 $ 6,443 
2 Receivable from Other Broker-Dealers 

a. Securrtles Failed to DelIVer . 5,899 5,860 7,161 19,080 
b Securities Borrowed . 15,936 17,992 20,761 36,392 
c Other ... , 2,700 3,544 3,095 11,927 

3 Receivable from Customers 24,762 31,947 30,198 47,407 
4. Long Posrtlons In Securrtles and Commodrtles 71,408 80,498 110,181 156,620 
5 Securrtles Owned-not Readily Marketable 155 208 495 286 
6 Secuntles Borrowed under Subordinated 

Agreements and Partners' IndiVidual and 
Caprtal Securrtles Accounts . 90 98 66 52 

7. Securrtles Purchased under Agreements to 
Resell 53,733 78,362 107,434 143,066 

8. Secured Caprtal Demand Notes. 306 303 399 409 
9. Exchange Memberships 286 306 325 365 

10. Other Assets . 9,716 12,121 14,709 21,645 

11 Total Assets .. $189,985 $234,994 $298,993 $443,692 

uabllities and EqUity Capital 

12. Bank Loans Payable 
a. Secured by Customer Collateral $ 2,843 $ 4,416 $ 4,951 $5,587 
b. Secured by Firm Collateral .. 8,749 15,606 22,835 38,474 

13 Securrtles Sold under Repurchase Agreements 77,330 93,270 135,075 167,604 
14. Payable to Other Broker-Dealers and Clearing 

Organlzattons' 
a. Secuntles Failed to Receive 6,766 4,769 7,058 18,892 
b. Secuntles Loaned ...... 14,029 15,432 15,844 29,362 
c. Other ...... 2,529 4,267 3,827 8,264 

15 Payable to Customers . 16,400 18,697 19,694 31,357 
16. Short PoSrtlOns In Secuntles and Commodrties 30,960 40,521 45,773 81,788 
17. Other liabllrtles 16,211 20,181 21,818 32,830 
18. Total liabilij,es (Excluding Subordinated Debt) 175,817 217,159 276,875 414,158 
19. Subordinated Debt 2,158 2,711 4,662 6,356 

20 Total liabllrtles $177,975c $219,870 $281,537 $420,514 

21. Equrty Caprtal .. $ 12,010c $ 15,124 $ 17,456 $ 23,178 
22 Total Llablhtles and EqUity Caprtal " $189,985 $234,994 $298,993 $443,692 

Number of Firms 3,256 3,648 4,722 5,363 

Figures may not sum due to rounding. 
c = corrected 
p = prehmlnary 
r = revised 

Source' FOCUS Report 
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1986p 

$ 8,913 

14,094 
37,358 
14,Q48 
54,091 

168,300 
317 

56 

188,277 
403 
398 

26,276 

$512,531 

$ 4,525 
34,764 

224,361 

13,970 
27,295 

9,240 
40,337 
78,372 
39,857 

472,721 
10,752 

$483,473 

$ 29,058 
$512,531 

5,771 



Securities Industry Dollar In 1986 
For Carrying and Clearing Firms 

Data for carrying and clearing firms only 
are presented here to allow for more detail, 
as reporting requirements for firms which 
neither carry nor clear differ and data ag
gregation of these two types of firms neces
sarily results in loss of detail. Carrying and 
clearing firms are those firms which clear 
securities transactions or maintain posses
sion or control of customers' cash or secu
rities. This group produced 86 percent of 
the securities industry's total revenues in 
calendar year 1986. 

Brokerage activity accounted for about 
31 cents of each revenue dollar in 1986, ex
actly the same as in 1985. Securities com
missions were the most important compo
nent, producing 20 cents of each dollar of 
revenue, while margin interest and reve
nues from mutual fund sales generated 5 
cents and 6 cents, respectively. 

The dealer side produced 60 cents of 
each dollar of revenue. Twenty-nine of 
these cents came from trading and invest
ment, 11 cents from underwriting, and 20 
cents from other securities-related reve
nues. The latter is comprised primarily of 
interest income from securities purchased 
under agreements to resell and fees from 
handling private placements, mergers and 
acquisitions. 

Total expenses consumed 89 cents of 
each revenue dollar earned in 1986, almost 
the same as the 1985 level of 88 cents. This 
resulted in a pre-tax profit margin of 11 
cents per revenue dollar. 

Employee-related expenses (registered 

representatives' compensation and clerical 
and administrative employees' expenses) 
are the largest component of expenses. 
Employee-related expenses summed to 
$19.9 billion, and consumed 36 cents of 
the revenue dollar in 1986, a slight increase 
from 1985. In dollar terms, interest expense 
increased to $14.2 billion, $2.7 billion more 
than the year before. As a percent of reve
nues, however, interest expense declined 
slightly in 1986 to absorb 25 cents of each 
revenue dollar. Other expense categories 
consumed about the same proportion of 
the industry revenue dollar in 1986 as they 
did in 1985. 

Total assets of broker-dealers carrying 
and clearing customer accounts rose by 
$71.8 billion to $509.7 billion in 1986. 
About 63 percent of this increase can be at
tributed to resale agreements, which rose to 
$188.4 billion. By year-end 1986, resale 
agreements had become the single most 
important item on the balance sheet of 
these firms, comprising 37 percent of as
sets. Firms' proprietary positions of $167.0 
billion had a modest increase of 7.5 percent 
and accounted for 33 percent of assets. 
Most of the remaining assets represented 
receivables either from customers or other 
broker-dealers. 

Total liabilities, including subordinated 
debt, increased $66.1 billion or 16 percent 
to $483.0 billion. About 87 percent of this 
growth was due to the $56.0 billion in
crease in repurchase agreements. Owners' 
equity rose 27 percent from $21.0 billion in 
1985 to $26.7 billion, and total capital in
creased 36 percent to $36.7 billion from 
$27.0 billion in 1985. 
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Investment Company 
Securities 5.7 

Table 4 

Securities Industry Dollar In 1986 
For Carrying/Clearing Firms 

SOURCES OF REVENUE EXPENSES AND PRE-TAX INCOME 

All Other Revenues 7 2. __ --.,..,., __ 

Other 
Securities 
Related 
Revenues ;·;·;·;·;·;·;·;·;·A 

195 

Margin Interest 5.5 

Trading 
Activities 
262 

FIgures f7U1y not add due to roundmg 

General Partners 
CompensallOn 2 8 

CommunicatIOn and '11111!~j~~~~lili;I~~mll Data Processing 4.5 , 

NOTE Includes mformationfor tErms that carry customer accounts or clear securities transactions. 

SOURCE. X-17A-5 FOCUS REPORTS 



Table 5 
UNCONSOLIDATED REVENUES AND EXPENSES FOR 

CARRYING/CLEARING BROKER-DEALERS 
(Millions of Dollars) 

1985r 1986p 1985-1986 

Percent of Percent of Percent 
Dollars Total Revenues Dollars Total Revenues Change 

Revenues 

1 Secumles CommIssions $ 8,780 20.1% $11,158 199% 271% 
2. GaIn (Loss) in TradIng .. 11,441 26.1 14,649 26.2 280 
3 GaIn (Loss) In Investmems .. 1,733 4.0 1,613 2.9 (6.9) 
4 Profrt (Loss) from Underwntlng 

and Seiling Groups. . 4,675 107 6,313 11.3 350 
5 Revenue from Sale of Investmem 

Company Securrtles . 2,036 46 3,208 5.7 57.6 
6. MargIn Interest Income 2,800 6.4 3,071 55 9.7 
7. Commodrtles Revenue 1,143 2.6 1,013 1.8 (11.4) 
8 erther Revenue Related to 

Secuntles Business 8,233 18.8 10,907 19.5 325 
9. Revenues from All erther Sources. 2,931 67 4,006 7.2 36.7 

10. Total Revenues. . .. . .. $43,772 100.0% $55,938 100.0% 278% 

Expenses 

11. Registered RepresematlVes' 
Compensation. . $ 8,162 18.7% $10,730 192% 31.5% 

12. Clencal and AdmlnlstratJVe 
Employees' Expenses ... 6,759 154 9,147 16.4 35.3 

13 CommIssIOns and Clearance Paid 
to erthers ..... .. 1,501 34 1,858 33 238 

14. Interest Expense ....... ' ... 11,428 261 14,156 253 239 
15. CommunicatIOn and Data ProcessIng 2,095 48 2,490 4.5 18.9 
16 Occupancy and Equipment 2,020 4.6 2,414 43 195 
17 CompensatIOn to Partners and Voting 

Stockholder OffICers 1,302 30 1,599 2.8 22.8 
18. All erther Expenses .. 5,192 119 7,167 12.8 38.0 

19. Total Expenses .. $38,459 87.9% $49,561 886% 289% 

Pre-Tax Income 

20. Pre-Tax Income $ 5,313 121% $ 6,377 114% 200% 

Number of Firms . 1,250 1,302 42% 

FlQures may not sum due to roundIng 
p ~ prelimInary 
r = revised 

Note. Includes InformatJon for firms that carry customer accounts or clear securrtles transactIons. 

Source: FOCUS Report 
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Table 6 
UNCONSOLIDATED BALANCE SHEET FOR CARRYING/CLEARING BROKER-DEALERS 

(Millions 01 Dollars) 

Year End 
1985r 

Assets 

1 Cash $ 6,291 
2 Receivable From Other 

Broker-Dealers ... 69,414 
a. Securrtles Borrowed ... 39,053 
b Other Receivables 30,361 

3. Receivable From Customers 47,624 
4. Resale Agreements 143,289 
5. Long Posrtlons In Secuntles 

and Spot Commodrtles 155,361 
6 Other Assets 15,896 

7. Total Assets $437,875 

Liabilities and EqUity Capital 

8 Bank Loans $ 44,361 
a. Secured by Customer Sec 5,586 
b. Secured by Proprietary Sec .. 38,775 

9. Payable to Other Broker-Dealers 62,573 
a. Securrtles Loaned . 31,232 
bOther Payables 31,341 

10 Payable to Customers: .. 31,732 
a. Free Credit Balances 10,742 
bOther Credrt Balances 20,990 

11. Repurchase Agreements 168,364 
12. Short Posrtlons In Securrtles 76,468 
13. Subordinated Debt 6,062 
14 Other Llabllrtles 27,345 

15 Total Llabllrtles 416,905 

16. Owners' Equrty 20,972 
17 Total Llabllrtles and Owners' EqUity ... $437,875 

Total Caprtal .......... . .... $ 27,034 

Number 01 Firms .. ... .. 1,250 

Figures may not sum due to rounding 
p = preliminary 
r = revised 

Source: FOCUS Report 

Broker-Dealers, Branch Offices, 
Employees 

The number of broker-dealers filing 
FOCUS Reports rose six percent from 
8,766 in 1985 to 9,328 in calendar year 
1986. During the same period, the number 
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Percent 
Percent 01 Year End Percent 01 Change 

Total Assets 1986p Total Assets 1985-1986 

14% $ 8,477 1.7% 34.7% 

158 71,584 141 31 
89 40,291 79 32 
69 31,293 61 31 

109 54,336 107 141 
327 188,406 37.0 315 

355 166,988 32.8 75 
36 19,875 3.9 25.0 

1000% $509,666 1000% 164% 

101% $ 39,663 7.8% (106)% 
13 4,464 9 (201) 
8.9 35,199 69 (9.2) 

14.3 57,674 113 (78) 
71 29,467 58 (56) 
7.2 28,207 55 (100) 
7.3 40,891 80 289 
24 18,023 3.5 678 
48 22,868 4.5 9.0 

385 224,363 440 333 
175 77,070 151 8 

1.4 10,039 20 656 
6.2 33,278 65 217 

95.2 482,978 948 158 

4.8 26,688 52 27.3 
100.0% $509,666 1000% 16.4% 

$ 36,727 358% 

1,302 42% 

of branch offices increased seventeen per
cent from 15,375 to 18,014_ The number of 
registered representatives employed in the 
securities industry rose from 357,133 to 
404,000 in 1986, a thirteen percent in
crease. 



Table 7 

Broker-Dealers and Branch Offices 

Thousands 20,000 ~ ___________________________ ---, 
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m=::::::::::::::::~ •••••••••••••••••• Broker-Dealers .•.•.•....•.•.•••• [11111 Branch Offices 

r = Revised p = Preliminary 

SOURCE: FOCUS REPORT and National 
Association of Securities Dealers 

1985 1986 
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Table 8 

BROKERS AND DEALERS REGISTERED UNDER THE SECURITIES EXCHANGE ACT OF 1934 
EFFECTIVE REGISTRANTS AS OF SEPTEMBER 30, 1987 

(CLASSIFIED BY TYPE OF ORGANIZATION AND BY LOCATION OF PRINCIPAL OFFICE) 

AlABAMA .................................... .. 
ALASKA ........... .. 
ARIZONA ............................. . 
ARKANSAS .................................... .. 
CALIFORNIA . .......... .... . .. . .. . .. . 
COLORADO ................................... . 
CONNECTICUT . ... ....... ....... .... ... .. ...... . 
DELAWARE .................................. . 
DISTRICT OF COLUMBIA ... ........ . ..... .. 
FLORIDA .... 
GEORGIA .. 
HAWAII 
IDAHO. 
ILLINOIS .. 
INDIANA . 
IOWA ....... .. 
KANSAS .................... .. 
KENTUCKY ..................... . 
LOUISIANA . ., .. .. ........... ... 
MAINE ....................... . 
MARYLAND ......................... . 
MASSACHUSETTS. .. . .. .. . .. .. .. .. . .. .. .. .... .. .. .. 
MICHIGAN ........................ .. 
MINNESOTA.................... ............ .. .. 
MISSISSIPPI .. .... ........ . .. ..... .. 
MiSSOURI..... .. ....... . ..... .. 
MONTANA .......................... . 
NEBRASKA .................... .. 
NEVADA ....... 
NEW HAMPSHIRE ... ............ ... ... .. .. .. . 
NEW JERSEY ................... . 
NEWMEXICO ............................ . 
NEWYORK .......................................... . 
NORTH CAROLINA .. .. .... ... .... .. ..... .. 
NORTH DAKOTA.. ... ... ... .... .. .... .. . . .. 
OHIO .................................. .. 
OKLAHOMA ................................ .. 
OREGON ............................ . 
PENNSYLVANIA .. ...... ... . . . . .. . .. 
RHODE ISLAND ............. .... ... .... .. .. . 
SOUTH CAROLINA. .. ... .. 
SOUTH DAKOTA. .. 
TENNESSEE. . .. 
TEXAS ........ 
UTAH.. . .... .. .. ..... . 
VERMONT .................... .. 
VIRGINIA ......................................... .. 
WASHINGTON ................. . 
WEST VIRGINIA .. .. 
WISCONSIN ............. . 
WYOMING .......... . 

TOTAL ........................................ . 
FOREIGN2 ....................... .. 

GRAND TOTAL . ... .................... ..... .... . 

Total 

53 
5 

102 
61 

1,350 
234 
200 

23 
52 

485 
134 

18 
11 

3,191 
84 
42 
43 
35 
77 
20 

111 
255 
133 
134 
27 

119 
6 

33 
18 
9 

435 
20 

2,671 
90 

3 
180 
50 
54 

480 
32 
49 

5 
135 
523 

51 
10 
90 

130 
10 
99 

6 

12,188 
23 

12,211 

'Includes all forms of organization other than sole proprietorships and partnerships. 

Number of Registrants 

Sole 
Propria- Partner-
torships ships 

2 2 
0 

4 4 
2 0 

286 130 
8 4 

18 15 
1 2 
3 2 

21 16 
3 6 
0 0 
2 0 

2,111 352 
10 2 
2 
1 1 
3 0 
5 5 
0 1 
3 2 

25 12 
12 2 
5 1 
1 0 
6 
1 0 
2 1 
5 0 

0 
87 49 

0 0 
744 384 

6 0 
0 0 
7 11 
2 0 
2 1 

20 80 
5 1 
2 2 
0 0 
6 2 

36 10 
2 0 
2 
3 2 
6 1 
0 0 
7 0 

3,482 1,107 
2 2 

3,484 1,109 

2ReglStrants whose prioopal offices are located in fore'lln countries or other jurisdICtions not listed. 
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Corpora-
ttons1 

49 
4 

94 
59 

934 
222 
167 
20 
47 

448 
125 

18 
9 

728 
72 
39 
41 
32 
67 
19 

106 
218 
119 
128 
26 

112 
5 

30 
13 
8 

299 
20 

1,543 
84 

3 
162 
48 
51 

380 
26 
45 

5 
127 
477 
49 

7 
85 

123 
10 
92 

4 

7,599 
19 

7,618 



Table 9 
APPLICATIONS AND REGISTRATIONS OF BROKERS, DEALERS 

AND INVESTMENT ADVISERS 

Applications for Registrallon 

ReceIVed during Fiscal 1987 
Disposition 01 Applications: 

RegistratJon Effected ...... . .......... . 
Returned ........................ . 
Wllhdrawn ........... . 
Derned ..... .. 

Total ApplicatKlns Disposed 01 .. 

Total Pending as 01 September 30, 1987 ... 
TermlnalKlns 01 RegistratKln: 

Wrthdrawn 
Revoked ................. . 
Cancelled ........................... .. 

Total TerminatKlns dunng Foscal1987 ...... . 

Total RegistratKlns at end 01 Foscal1987 

Applications for Registration 

Foscal Year 1987 

BROKER-DEALERS 

INVESTMENT ADVISERS 

Received during FJSCaI1987 ..... .... ........ .. ... .... . 
DISposition 01 AppllcalKlns: 

RegistratIOn Effected .......................... . ....... . 
Returned ...... .. .. ... .. ....... .. 
Wrthdrawn ..... 
Denied ...................................... . 

Total ApplicatKlns DISposed 01 . 

Total PendIng as 01 September 30, 1987 ... 
TermlnatKJns 01 RegistratJon: 

Wrthdrawn ....................... . 
Revoked ........... .. 
Cancelled .... . 

Total Terminallons at end 01 FIScal 1987 ....... . 

Total ReglSlratKlns at end 01 Foscal1987 ...... . 

1ThlS figure reflects resubmissions of returned flhngs as well as Imtlal apphcatlons. 
"These cancellations are lor inactIVe regIStratIOns not prevKlusly rellected. 

1,497 
2,158 

6 
0 

806 
7 

258 

2,045 
2,616 

4 

650 
9 

3,379' 

3,818' 

3,361 

157 

1,071 

12,211 

4,882 

4,666 

216 

4,038 

15,595 
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Table 10 
APPLICATIONS AND REGISTRATIONS OF BROKERS, 

DEALERS AND INVESTMENT ADVISERS 

Applications for Registration 
ReceIVed during Fiscal 1987 

Dlsposrtlon of Applications' 
Registration Effected 

Returned 
Wrthdrawn 
Denied ... 

Total Applications Disposed of 

Total Pending as of September 30, 1987 

Terminations of Registration' 
Wrthdrawn 
Revoked 

Cancelled 
Total Terminations dUring Fiscal 1987 

Total Registrations at end of Fiscal 1987 

Applications for Registration 
ReceIVed dunng Fiscal 1987 

DlSposrtlOn of ApplicatiOns: 
RegIStration Effected . 

Returned . 
Wrthdrawn .. 

Denied .... 
Total ApplicatiOns Disposed of .... .. 

Total Pending as of September 30, 1987 
Termlnabons of RegistratIOn: 

Wrthdrawn 
Revoked 
Cancelled ... 

Total Terminations at end of Fiscal 1987 

Total RegIStratIOns at end of FIScal 1987 

Fiscal Year 1987 

MUNICIPAL SECURITIES DEALERS 

TRANSFER AGENTS 

'This flQure reflects resubmlsslons of returned "lings as well as Inrtlal applications 
'lhese cancellatIOns are for InactIVe registrations not preVIOusly reflected. 
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14' 

10 

3 
0 

0 
13 

10 

0 
0 

10 

424 

149' 

96 
51 

0 
0 

147 

0 

66 
0 

422 

108 

902 



Self-Regulatory Organizations: 
Expenses, Pre-Tax Income and 
Balance Sheet Structure 

In 1986 the total revenues of self
regulatory organizations ("SROs") with 
marketplace jurisdiction rose approxi
mately $133.1 million to $778.2 million, an 
increase of 21 % over 1985 (the 1985 in
crease was 15% over 1984). The New York 
Stock Exchange ("NYSE"), National Asso
ciation of Securities Dealers ("NASD") and 
American Stock Exchange ("Amex") ac
counted for 67% of these SROs' total reve
nues. Most of the SRO revenues came from 
listing, trading, and market data fees. The 
NYSE reported total revenues of $296.3 
million, of which 58% consisted of listing 
and trading fees. The Amex reported total 
revenues of $102.2 million, and NASD re
ported $124.5 million. The Chicago Board 
Options Exchange ("CBOE") had the larg
est percentage increase (31 % ) in revenues 
for the second consecutive year. 

The total expenses of all marketplace 
SROs were $647.5 million in 1986, an in
crease of $83 million (15%) over 1985. The 
Midwest Stock Exchange ("MSE") had the 
largest percentage increase in total ex
penses, 22%. The Spokane Stock Ex
change's ("SSE") total expenses remained 
unchanged in 1986, with expenses totaling 
$57,000. 

Aggregate pre-tax income of these SROs 
rose to $125.3 million in 1986 from $73.8 
million in 1985, an increase of 70% . Pre-tax 
profit margins widened because aggre
gated total revenues increased 21 % and 
aggregate total expenses increased only 
15%. These wider margins can be partly at
tributed to rising trading volume and a cor
responding increase in transaction fees. 
The NYSE had a pretax income of $48.6 
million, a 36% increase from 1985. The 
CBOE had an increase of $9.2 million, 
from $9.2 million to 18.4 million. Amex had 
an increase of $10.1 million or 105%, the 
Philadelphia Stock Exchange ("Phlx") an 
increase of $2.3 million or 115%, and the 
Boston Stock Exchange ("BSE") an in
crease of $799 thousand or 116%. The Pa-

cific Stock Exchange ("PSE") had a 1986 
pre-tax income of $1.2 million, an increase 
of 12% over 1985 pre-tax income. Finally, 
the CSE had a pre-tax income of $113 thou
sand, a significant reversal of its 1985 per
formance in which the CSE had a pre-tax 
loss of $37 thousand. In addition, 1986 was 
the first year in five in which the CSE re
ported a net pre-tax gain rather than a pre
tax loss. 

The total assets of all marketplace SROs 
were $1,556 million in 1986, an increase of 
31% from 1985. The NYSE'stotalassets in
creased by $27.8 million or 9%, from 1985 
to 1986. The total assets of the MSE and the 
Phlx also increased significantly but these 
increases were due largely to increased as
set levels at certain subsidiaries. 

The aggregate net worth of the SROs 
rose to $474.7 million in 1986 from $400.9 
million in 1985, an increase of 18%. The 
largest percentage increase was at the CSE 
(160%), followed by the Spokane Stock 
Exchange (40%), the BSE (30%), and the 
NASD (27%). The NYSE's net worth in
creased by 14% from $162.7 million to 
$184.8 million. 

Aggregate clearing' agency service reve
nue increased by 24%, or $54 million, in 
1986 due to increases in securities trading 
volume and additional use of depository 
services. Total deposisitory service revenue 
increased $36 million primarily due to a 
$29 million gain by the Depository Trust 
Company ("DTC") and a $5 million gain by 
the Midwest Securities Trust Company 
("MSTC"). Service revenue of clearing cor
porations increased by $18 million, which 
was largely attributable to increases of 
almost $4 million at the Options Clearing 
Corporation ("OCC") and $12 million at the 
National Securities Clearing Corporation 
("NSCC"). 

The depositories continued to expand 
the base for service revenues by increasing 
the number of shares on deposit and the 
face value of debt securities in custody. At 
the end of 1986, the total value of securities 
in the depository system reached $2.8 tril
lion, of which DTC alone held over $1.4 tril
lion not including some $1.1 trillion in cer-
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tificates held by transfer agents as DTC's 
agent. This movement of certificates into 
depositories was due to further expansion 
of the lists of depository eligible issues and 
the desire of partiCipants to avail them
selves of depository services. The MSTC 
had 541,000 eligible issues at year end, up 
59%, and DTC had 372,000, up 42%. The 
major portion of the growth was in debt is
sues, particularly municipal bonds, which 
increased 38% to approximately $450 bil
lion of face value. This represents 58% of 
the value of all municipal bonds outstand
ing in the United States. 

Total depository pre-tax income was 
down $2.7 million, 47% from the previous 
year's result. In 1986, DTC made $2 million 
less than last year when they had increased 
shareholders' equity to mitigate business 
uncertainties. DTC, like all clearing agen
cies, adjusts refunds of fees and fee struc
tures to eam funds to meet expenses and 
provide the amount of earnings which it 
wishes to retain. 

The clearing corporations recorded an 
aggregate increase in pre-tax income of 
almost $3.8 million. NSCC posted pre-tax 
earnings of $6.5 million, up $3.2 million 
over 1985. The OCC recorded a significant 
decrease in pre-tax income of almost $1.2 
million; most of this change was due to last 
year's one-time increase of over $1 million 
which was used to capitalize a new subsidi
ary, the Intermarket Clearing Corporation 
("ICC"). OCC, through management of 
fees, reported a slight loss for the options 
operations while reporting a profit at ICC 
equal to ICC's loss of its initial year, 1985. 

The Pacific Clearing Corporation 
("PCC") incurred a pre-tax loss of over 
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$300,000 after reporting a loss of $1.2 mil
lion in 1985. The Pacific Securities Deposi
tory Trust Company ("PSDTC") reported a 
pre-tax loss of $292,000 in 1986 versus a 
pre-tax operating gain of $189,000 the pre
vious year. In 1986, PSE, the parent com
pany, transferred revenues from equities 
trading to PCC and PSDTC in the amounts 
of $787,000 and $322,000, respectively, 
thus increasing service revenues. Further 
PSE support to its subsidiaries was pro
vided by forgiving allocated administrative 
and financial services furnished by the par
ent to PCC and PSDTC in the amounts of 
$654,000 and $2.1 million respectively. 
The combined net worth of PCC and 
PSDTC further declined to $124,000 from 
$433,000 at the end of 1985. Subsequently, 
in April 1987, the Board of Directors of the 
PSE authorized the closure of those clear
ing and depository functions not essential 
to the operation of the PSE. The one-time 
cost of closure was projected to be between 
$5 and $7 million. 

The aggregate net worth of all clearing 
corporations and depositories rose by $6 
million to a new high of almost $39 million. 
In addition to the increase in net worth, par
ticipant clearing fund contributions which 
provide protection to the clearing agencies 
in the event of a participant default also in
creased. Should a participant default and 
its losses exceed its deposit. the entire parti
cipants' fund may be charged on a pro rata 
basis. However, no clearing agency has 
ever assessed non-failing participants' con
tributions. The equity clearing (partici
pants') funds increased by 30% to $360 
million. Depository clearing (participants') 
funds increased slightly to $223 million. 



Table 11 

CONSOLIDATED FINANCIAL INFORMATION OF SELF-REGULATORY ORGANIZATIONS 

1983-1986 
(Thousands of Dollars) 

Amex1 SSE2 CSOE3 CSE' ISE4 MSE' NASD2 NYSE' PSE' PHLX' SSE' Total 

Total Revenues 
1983 ....... .... . ...... $73,115 $8,411 $46,124 $444 $26 $39,778 $75,101 $216,804 $37,206 $19,258 $43 $516,311 
1984 ............ 75,775 8,011 54,812 987 23 45,505 91,478 223,301 38,645 21,161 56 559,754 
1985 ....... 84,503 9,221 71,889 1,239 23 57,081 97,343 257,706 41,903 24,100 61 645,069 
1986 ..... 102,252 11,160 93,816 1,526 71,576 124,501 296,364 46,591 30,376 82 778,244 
Total Expenses 
1983. .. .......... . ....... 60,189 8,156 39,939 460 20 33,893 58,971 179,251 36,809 16,600 37 434,325 
1984 . ....... .. . ....... 61,665 7,423 53,405 1,762 19 39,889 71,896 207,086 37,892 19,168 36 500 ,241 
1985. ........... ........... 69,465 7,971 62,641 1,312 20 54,617 83,890 222,007 40,113 22,031 57 564 ,124 
1986 ......... ... ........ .... 77,709 9,673 75,325 1,432 66,562 97,932 247,749 45,184 25,937 57 647,560 
Pre-Tax Income 
1983 ............. .. . ....... 12,927 255 6,185 (16) 6 5,885 16,130 37,553 397 2,658 6 81,986 
1984 ...... .. . 9,267 588 1,406 (775) 8 5,383 19,582 16,215 (759) 1,994 19 56,930 
1985 ........ 9,596 687 9,247 (37) 7 1,910 13,453 35,699 1,113 2,069 4 73,748 
1986 .. ...... 19,675 1,486 18,491 113 4,664 26,569 48,615 1,251 4,439 24 125,327 
Total Assets 
1983 ... ......... 62,390 8,455 68,006 568 40 168,738 70,247 250,457 183,841 40,682 21 883 ,292 
1984 .. ...... .... . ...... 66,329 8,317 88,152 694 51 136,994 93,363 272,639 114,740 46,219 40 827,538 
1985 .......... ........... 74,937 12,262 95,539 704 57 346,484 108,658 327,075 126,966 94,968 43 1,187,723 
1986 ......... 92,948 12,856 109,707 992 482,116 138,245 354,959 241,917 122,835 65 1,556,600 
Total Liabilities 
1983 ...... .. 16,839 7,136 36,688 305 1 153,733 15,354 115,579 171,121 26,653 2 574,255 
1984 ..... ............. 16,122 6,614 53,748 583 1 118,290 19,888 128,010 101,748 30,269 4' 475,277 
1985 ..... ........... 18,927 9,920 56,060 630 2 326,161 22,154 164,286 113,003 75,712 4 768,859 
1986 ......... , .. 26,099 9,804 60,221 757 459,159 28,039 170,119 227,039 100,653 5 1.081,890 
Net Worth 
1983 ....... .. . .......... 45,554 1,319 31,318 263 39 15,005 53,893 134,878 12,720 14,029 19 309,037 
1984 ........ .. . ............. 50,207 1,702 34,434 111 49 18,704 73,475 144,629 12,992 15,950 36 352,289 
1985 ........... .. .............. 56,010 2,343 39,478 75 55 20,323 86,534 162,789 13,963 19,256 43 400,869 
1986 ....... ". ................ $66,849 $3,052 $49,486 $195 $22,957 $110,206 $184,840 $14,878 $22,182 $60 $474,705 

'Fiscal year ending December 31 
2Fiscal year ending September 30. 
3Fiscal year ending June 30. 
'The Intermountain Stock Exchange became Inactive on October 31,1986, and was unable to prOVide Information for 1986. 

Sources: SRO Annual Reports and ConSOlidated Financial Statements . 

..... ..... 
-...J 



Table 12 
SELF-REGULATORY ORGANIZATIONS-CLEARING AGENCIES 

1986 RE\tENUES and EXPENSES1 

(thousands of dollars) 

Boston PaCific Stock 
Stock Midwest National Securrtles Philadelphia Clearing 

Exchange Deposrtory Midwest Secumles Secunt,es OptIOns Pacific Deposrtory Deposrtory Corporallon 
Clearing Trust Clearing Trust Cleanng Cleanng Cleanng Trust Trust of 

Corporation Company Corporation Company Corporation Corporation Corporation Company Company Philadelphia 
9/30/86 12/31/86 12/31/86 12/31/86 12/31/862 12/31/86 12/31/863 12/31/863 12/31/86 12/31/86 Total 

Revenues 

Clearing services .•. $ 4,115 $ 8,018 $ 62,316 $ 29,323 $ 7,128 $ 2,140 $113,040 
Deposrtory services .. $ 125,828 $28,337 $ 8,822 $7,106 170,093 
Interest .... . 346 66,604 2,893 1,959 3,088 1,504 376 2,499 342 451 80,063 
Other 134 1,140 1,906 4,468 15 273 0 626 8,562 

Total revenues' 4,595 192,432 12,051 32,202 65,404 35,295 7,519 11,594 7,448 3,217 371,757 

Expenses 

Employee costs 594 108,685 4,581 10,559 6,977 15,944 2,915 5,475 3,228 1,269 160,227 
Data processing and 

oommumcatlons costs 1,646 19,675 1,364 2,322 34,184 6,872 2,781 2,130 2,952 991 74,917 
Occupancy costs 367 22,608 1,429 4,384 1,560 3,227 773 576 484 177 35,585 
Contracted services cost 405 5,422 11,356 17,183 
All other expenses .......... 285 38,464 3,165 9,485 4,871 9,318 1,394 3,705 510 350 71,547 

Total expenses .... 3,297 189,432 10,539 32,172 58,948 35,361 7,863 11,886 7,174 2,787 359,459 

Excess of revenues 
over expenses5 . $1,298 $ 3,000 $1,512 $ 31 $ 6,456 $ (66) $ (344) $ (292) $ 274 $ 430 $ 12,299 

Shareholders' Equity $2,121 $ 14,941 $3,445 $ 3,219 $ 8,800 $ 4,562 $ (197) $ (675) $1,108 $1,580 $ 38,904 
Cleanng Fund. 

Deposrtory ..... $204,000 $16,640 $ 1,393 $ 585 $222,618 
Option Cleanng .... $209,998 $209.998 
Equrty Cleanng $ 757 $4,023 $349,002 $2,812 $3,796 $360,390 

1 Mhough efforts have been made to make the presentations comparable, any Single revenue or expense category may not be completely comparable between any two cleanng agenCies because of (I) 
the varying classlficallon methods employed by the cleanng agencies In reporting operating resu~s and (II) the grouping methods employed by the CommiSSIOn staff due to these varying classificatIOn 
methods 

2The consohdated financial statements of NSCC Includes the International Secunt,es Cleanng Corporation ("ISCC"), a wholly owned subSidiary of NSCC 

"The PacifiC Stock Exchange forgave PCC and PSDTC the" allocated cost for administratIVe and financial services provided them by the PSE Had these charges not been forgiven, PCC and PSDTC's 
expenses would have been greater by $654,000 and $2,110,000, respectIVely. The PSE transfered revenue from equrtles trading to PCC and PSDTC to more equrtably reflect the revenues earned by 
each hne of the bUSiness, thiS Increased service revenues by $787,000 and $322,000, respectively As a subsequent event, In Apn11987, the Board of Governors of the PSE authorIZed the closure of 
PCC and PSDTC 

'Revenues are net of refunds which have the effect of redUCing a cleanng agency's base fee rates. 
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Table 13 
MUNICIPAL SECURITIES RULE MAKING BOARD 

STATEMENTS OF REVENUES AND EXPENSES AND 
CHANGES IN FUND BALANCE 

for the years ended September 30, t 987, 1986 and 1985 

1987 

Revenues: 
Assessment fees $2,201,829 
Annual fees 264,500 
Inrtial fees 29,400 
Investment Income 337,292 
Board manuals and other 90,016 

2,923,037 

Expenses: 

Salaries and employee benefits 796,048 
Board and committee 476,329 
Operations " 424,080 
Education and communtcatlon . 336,296 
Professional services 141,546 
DepreCiation and amortization 58,014 

2,232,313 

Income from operations 690,724 
Gain on termination of lease 
Excess of revenues over expenses 690,724 
Fund balance, beginning of year , 4,424,741 

Fund balance, end of year .. $5,115,465 

1986 1985 

$4,489,810 $1,810,798 
249,900 233,825 
33,800 27,300 

160,465 79,892 
66,561 40,631 

5,000,536 2,192,446 

726,068 715,565 
456,037 535,852 
369,788 391,183 
306,647 321,164 
42,364 72,965 
56,375 32,944 

1,957,279 2,069,673 

3,043,257 122,773 
46,844 

3,043,257 169,617 
1,381,484 1,211,867 

$4,424,741 $1,381,484 
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EXEMPTIONS 

Section 12(h) Exemptions 

Section 12(h) of the Exchange Act au
thorizes the Commission to grant a com
plete or partial exemption from the registra
tion provisions of Section 12(g) or from 
other disclosure and insider trading provi
sions of the Act where such exemption is 
consistent with the public interest and the 
protection of investors. 

For the year beginning October 1, 1986, 
nine applications were pending and an ad
ditional six applications were filed during 
the year. All fifteen of these applications 
were granted. No applications were pend
ing at the close of the year. 

Exemptions For Foreign 
Private Issuers 

Rule 12g3-2 provides various exemp
tions from the registration provisions of 
Section 12(g) of the Exchange Act for the 
securities of foreign private issuers. Per
haps the most important of these is that 
contained in subparagraph (b) which pro
vides an exemption for certain foreign issu-
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ers which submit, on a current basis, the 
material specified in the rule. Such material 
includes that information about which in
vestors ought reasonably to be informed 
and which the issuer: (I) has made public 
pursuant to the law of the country of domi
cile or in which it is incorproated or orga
nized; (2) has filed with a foreign stock ex
change on which its securities are traded 
and which was made public by such ex
change; and or (3) has distributed to its se
curity holders. Periodically, the Commis
sion publishes a list of those foreign issuers 
which appear to be current under the 
exemptive provision. The most current list 
is as of April 3D, 1988, and contains a total 
of 1,684 foreign issuers. 

ANANCIAL INSTITUTIONS 
There were 3,074 companies registered 

under the Investment Company Act of 
1940 as of September 3D, 1987. New regis
trations totaled 422 with 44 registrations 
terminated during the fiscal year. This com
pares with 1986 fiscal year figures of 2,583 
total registrations, 299 new registrations 
and 47 terminations. 



Table 14 
COMPANIES REGISTERED UNDER THE INVESTMENT COMPANY 

ACT OF 1940 
AS OF SEPTEMBER 30,1987 

Approximate 

Management Open-End (Mutual Funds) 
(No .... ,nsurance Company) 

Management Closed-End: 

SBIC's ................ . 
AI/Others ................................ . 

Sub-Total ............................. . 

Un~ Investment Trust .............. . 

(No .... ,nsurance Company) 

Face Amount CertIficates ........... . 

Insurance Company, Both 

Ope .... End Management and 
Un~ Investment Trust" . .. . ..... . 

TOTAlS lor FISCal 1987 ... 

New 

RegistratIOns 

343 

3 
76 

79 

83 

o 

o 

505 

Terminations 

50 

0 
11 

11 

13 

0 

0 

74 

Total Number 01 Active Registered Investment Companies as 01 September 30, 1987: 3,3053 

Market Value 01 
Assets 01 Active 

Comparues 
(Bdlions)' 

$ 913 

60 

125 

2 

110 

$1,210 

'The approxImate market value 01 assets was calculated using vanous publIShed services as well as stall esbmates. 

2Could also be seiling pressure lrom insurance companies because they do not permrt sw~ching among the vanous types 01 
investments (I.e., equ~ and debt). 

~ere are approximately 197 inactive companies registered. InactIVe relers to regIStered companIes whIch as 01 September 30, 

1987, were In the process 01 being liquidated or merged, or have filed an applicatIOn pursuant to SectJon 8(1) 01 the Act lor 
deregistratlOn, or which have otherwise gone out 01 existence and remaIn only until such tIme as the CommissIOn issues an order 

under SectJon 8(1) terminating the" registratIOn. 
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Table 15 

COMPANIES REGISTERED UNDER THE INVESTMENT COMPANY 
ACT OF 1940 

Approximate 
market value 

of assets 
Registered Registered Registration Registered of actIVe 

Fiscal year ended at beginning dUring terminated at end of companies 
September 30 of year year dUring year year (mllhons) 

t941 . 0 450 14 436 $ 2,500 
1942 436 17 46 407 2,400 
1943 407 14 31 390 2,300 
1944 390 18 27 371 2,200 
1945 .. 371 14 19 366 3,250 
1946 366 13 18 361 3,750 
1947 361 12 21 352 3,600 
1948 ... 352 18 11 359 3,825 
1949 359 12 13 358 3,700 
1950 358 26 18 366 4,700 . 
1951 366 12 10 368 5,600 
1952 ..... 368 13 14 367 6,800 
1953 367 17 15 369 7,000 
1954 .... . .. " .... 369 20 '5 384 8,700 
1955 .. 384 37 34 387 12,000 
1956 387 46 34 399 14,000 
1957 .... 399 49 16 432 15,000 
1958 ...... 432 42 21 453 17,000 
1959 453 70 11 512 20,000 
1960 .. ....... 512 67 9 570 23,500 
1961 . 570 118 25 663 29,000 
1962 663 97 33 727 27,300 
1963 . 727 48 48 727 36,000 
1984 ................. 727 52 48 731 41,600 
1965 ........... ...... 731 50 54 727 44,600 
1966 · .... .. . ...... 727 78 30 775 49,800 
1967 · .. ........ .. 755 108 41 842 58,197 
1968 ....... 842 167 42 967 69,732 
1969 .. ...... . ......... .. 967 222 22 1,167 72,465 
1970 ...... .., ... .. 1,167 187 26 1,328 56,337 
1971 .... 1,328 121 98 1,351 78,109 
1972 · ..... 1,351 91 108 1,334 80,816 
1973 1,334 91 84 1,361 73,149 
1974 ... 1,361 106 90 1,377 62,287 
1975. 1,377 88 66 1,399 74,192 
1976 1,399 63 86 1,376 80,584 
1977" 1,403 91 57 1,437 76,904 
1978 .. 1,437 98 64 1,471 93,921 
1979 1,471 83 47 1,507 108,572 
1980 .... 1,507 136 52 1,591 155,981 
1981 . 1,591 172 80 1,683 193,362 
1982 1,683 305 45 1,944 281,644 
1983. 1,944 287 50 2,181 330,458 
1984 . 2,181 256 54 2,331 250,321 
1985 2,331 299 47 2,583 525,000 
1986 2,583 422 44 3,074 742,000 
1987" 3,074 505 74 3,305 1,210 

"Began Fiscal Year Ending September 30, 1977 
""Figures Changed to Bllhons 
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SECURITIES ON EXCHANGES 

Market Value and Share Volume 

The market value of stocks, options, war
rants and rights on registered exchanges 
totaled $1.9 trillion in calendar year 1986. 
Ofthis total, $1.7 trillion, or 91 percent, rep
resented the market value of transactions in 
stocks, righ~ and warrants and $160.8 bil
lion or nine percent in equity (including 
exercises) and non-equity options transac
tions. The value of equity/option transac
tions on the New York Stock Exchange (ex
cluding exercises) was $1.5 trillion, up 42 
percent from the previous year. The market 
value of such transactions rose 64 percent 
to $62.7 billion on the American Stock Ex
change and increased 43 percent to $352.7 
billion on all other exchanges. The volume 
of trading in stocks on all registered ex-

changes totaled 48.3 billion shares in cal
endar year 1986, a 30 percent increase over 
the previous year, with 81 percent of the 
total accounted for by trading on the New 
York Stock Exchange. 

The volume of options contracts (includ
ing exercises) traded on options exchanges 
was 303.7 million contracts in calendar 
year 1986,25% higher than in 1985. The 
market value of these contracts increased 
49% to $160.8 billion. The volume of con
tracts (excluding exercises) executed on 
the Chicago Board Options Exchange in
creased 21 percent to 180.4 million; option 
trading on the American Stock Exchange 
rose 35 percent; Philadelphia Stock Ex
change contract volume rose 35 percent; 
and Pacific Stock Exchange contract vol
ume rose 10 percent. 

Table 16 A 

MARKET VALUE OF EQUITY {OPTIONS SALES ON U.S. SECURITIES EXCHANGES 
(Thousands of Dollars) 

Total Egul!}: O~tJons 
Market Non·Equlty 
Value Stocks' Warrants Rights Traded2 ExercIsed3 Optlons4 

All Registered Exchanges for Past S'x Years 

Calendar Year- 1981 $ 567,089,795 $ 490,688,158 $ 327,295 $ 1,686 $41,423,216 $34,649,440 $ 0 
1982 693,850,963 602,669,878 423,236 1,152 53,659,796 37,046,803 50,098 
1983 1,082,241,196 957,139,047 1,162,124 2,997 59,598,740 59,714,431 4,623,857 
1984r 1,059,940,183 950,878,406 430,291 9,751 33,822,260 55,639,998 19,159,477 
1985r 1,259,109,168 1,199,350,836 751,850 25,162 29,952,739 49,182,980 29,028,581 
1986 $1,867,887,058 $1,705,123,953 $1,663,395 $359,764 $40,054,282 $72,827,859 $47,687,805 

Breakdown of 1986 Data by Registered Exchanges5 

All Registered Exchanges 

American Stock Exchange $ 62,671,005 $ 43,432,469 $ 215,572 $ 510 $12,868,992 $ NA $ 6,153,462 
Boston Stock Exchange 24,604,904 24,604,904 0 0 0 0 0 
Cincinnati Stock Exchange 6,936,151 6,936,151 0 0 0 0 0 
Midwest Stock Exchange 102,362,283 102,362,283 0 0 0 0 0 
New York Stock Exchange 1,452,542,789 1,450,150,125 956,764 345,909 301,526 NA 788,465 
PaCifIC Stock Exchange 54,998,092 50,757,818 457,892 13,345 3,710,207 N.A sa,830 
Philadelphia Stock 35,028,469 26,866,492 3,167 0 3,619,220 N.A 4,539,590 

Exchange 
Intermountain Stock 126 126 0 0 0 0 0 

Exchange 
Spokane Stock Exchange 13,585 13,585 0 0 0 0 0 
Chicago Board Opbons $ 55,901,795 $ o $ o $ o $19,554,337 $ NA $36,347,458 

Note: For footnotes see Table 16 B. 
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Table 16 B 
VOLUME OF EQUITY IOPTIONS SALES ON U.S. SECURITIES EXCHANGES 

Calendar Year: 1981 
1982 
1983 
1984r 
1985r 
1986 

All Registered Exchanges 
• American Stock Exchange 

'Boston Stock Exchange 
'Cinclnnab Stock Exchange 
Midwest Stock EXchange 
'New York Stock Exchange 
Pacific Stock Exchange 
'Phlladelphia Stock Exchange 
IntermountaIn Stock Exchange 
Spokane Stock Exchange 
'ChlCago Board OptIOns 

FIQures may not sum due to roundIng 
r = reVISed 
NA = Not AvaIlable 

Stocks' 
(Shares) 

(Data In Thousands) 

Warrants 
(UMs) 

Equtly Opltons 
Traded2 Exercised3 

(Contracts) (Contracts) 

All RegIstered Exchanges For Past S'x Years 

15,910,050 46,553 12,583 109,404 7,431 
22,414,379 56,051 21,505 137,263 8,302 
30,146,335 157,942 11,737 134,286 13,630 
30,456,438 77,652 13,924 118,927 11,919 
37,045,909 108,111 33,547 118,556 10,512 
48,337,694 195,501 47,329 141,931 14,545 

Breakdown of 1986 Data by RegIstered Exchanges 

2,998,859 50,576 1,883 47,139 4,587 
647,135 0 0 0 0 
145,261 0 0 0 0 

2,783,626 0 0 0 0 
39,258,480 106,331 44,508 1,051 101 

1,750,361 37,822 938 13,943 1,447 
742,819 772 0 15,054 1,616 

259 0 0 0 0 
10,894 0 0 0 0 

0 0 0 64,744 6,794 

Non-Equity 
OptIOns' 

(Contracts) 

0 
41 

14,399 
77,512 

114,248 
147,234 

18,301 
0 
0 
0 

3,771 
134 

9,418 
0 
0 

115,610 

'Data of those exchanges marked wrth an astensk cover transactIOns cleared dunrtg the calendar month; clearance usually occurs 
within five days of the executIOn of a trade Data of other exchartges cover transacltOns effect trade dates failing within the 
reporurtg month. 
I Includes vobng trust certIfICates, certifteates of deposrt for stocks, and American Deposrtory Receipts for stocks but excludes 
rtghts and warrants. 
2Data for June 1, 2, and 3, 1983 are not Included. 
3Exercised Contracts do oot Include January and February 1985 data. 

'Includes all exchange trades of call and put options in stock indices, Interest rates and foretgn currencIes. 
sTotai market value for indivtdual exchartges does not Include data for equrty optIOns exerctsed 

Source. SEC Form R-31 and OptIOns Cleartng CorporatIon StatIstIcal Report. 
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NASDAQ 
(Volume and Market Value) 

NASDAQ share volume and market 
value information for over-the-counter 
trading has been reported on a daily basis 
since November 1, 1971. At the end of 
.1986 there were 5,189 issues in the NAS
DAQ system. Volume for calendar year 
1986 was 28.7 billion shares, up 39 percent 
from the 20.7 billion shares traded in the 
previous year. It was the highest volume in 
NASDAQ's 15-year history. This trading 
volume encompasses the number of 
shares bought and sold by market-makers 
plus their net inventory changes. The mar
ket value of shares traded in the NASDAQ 
system was $378.2 billion at the end of 
1986, the highest ever. 

Share and Dollar Volume 
by Exchange 

Share volume in calendar year 1986 for 
stocks, rights and warrants on exchanges 
totaled 48.6 billion. an increase of 31 per
cent from the previous year. The New York 
Stock Exchange accounted for 81 percent 
of the 1986 share volume; the American 
Stock Exchange. six percent; the Midwest 
Stock Exchange. six percent; and the Pa
cific Stock Exchange, four percent 

The market value of stocks, rights and 
warrants traded was $1.7 trillion, 42 per
cent over 1985. Trading on the New York 
Stock Exchange contributed 85 percent of 
the total. The Midwest Stock Exchange and 
Pacific Stock Exchange contributed six 
percent and three percent. respectively. 
The American Stock Exchange accounted 
for three percent of dollar volume. 
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Table 17 

Market Value of Equity/Options 
Traded On All U.S. Securities Exchanges 

Dollars Billions 
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Table 18 

SHARE VOLUME BY EXCHANGES1 

(Percentages) 

Total Share Volume 
Year (Thousands) NYSE AMEX MSE PSE PHLX BSE CSE Other> 

1945 769,018 6587 21.31 177 298 106 066 005 630 
1950 893,320 76.32 13.54 2.16 311 097 065 009 3.16 
1955 .. 1,321,401 68.85 1919 209 308 085 048 005 5.41 
1960 1,441,120 6847 2227 220 311 088 038 004 265 
1961 2,142,523 6499 25.58 222 3.41 079 030 004 267 
1962 1,711,945 7131 2011 234 2.95 087 031 004 207 
1963 1,880,793 7293 1883 232 282 0.83 0.29 004 194 
1964 2,118,326 72.81 1942 243 2.65 0.93 029 003 1.44 
1965 2,671,012 6990 2253 263 233 081 026 005 149 
1966 3,313,899 6938 2284 256 268 086 040 005 123 
1967 4,646,553 6440 2841 235 246 087 043 002 106 
1968 5,407,923 6198 2974 263 264 089 078 001 133 
1969 5,134,856 63.16 2761 284 347 122 051 000 1.19 
1970 4,834,887 71.28 19.03 316 3.68 163 0.51 002 069 
1971 6,172,668 7134 1842 352 372 191 0.43 003 063 
1972 6,518,132 7047 1822 3.71 413 2.21 059 003 064 
1973 5,899,678 7492 1375 409 368 219 071 0.04 062 
1974 4,950,842 7847 1028 4.40 348 182 086 0.05 064 
1975 6,376,094 8099 897 397 326 154 085 013 029 
1976 7,129,132 8005 935 387 393 142 078 044 016 
1977 7,124,640 79.71 956 396 3.72 149 066 064 026 
1978 9,630,065 79.53 10.65 356 384 149 060 016 0.17 
1979 10,960,424 7988 10.85 330 327 1.64 0.55 028 023 
1980 15,586,986 7994 1078 384 2.80 1.54 057 032 021 
1981 15,969,186 8068 9.32 460 287 155 051 037 010 
1982 22,491,935 8122 696 509 362 218 048 038 007 
1983 30,316,014 80.37 745 5.48 356 220 065 0.19 010 
1984r 30,548,014 82.54 526 6.03 331 179 085 018 004 
1985r 37,187,567 8152 578 612 366 147 127 0.15 003 
1986 48,580,524 81.12 628 573 368 153 133 030 002 

r = revised 

1 Share volume for exchanges includes stocks, rights, and warrants 
2 Includes all exchanges not listed IndIVidually. 

Source. SEC Form R-31 
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Table 19 
DOLLAR VOLUME BY EXCHANGES1 

(Percentages) 

Total Dollar Volume 
Year (Thousands) NYSE AMEX MSE PSE PHLX SSE CSE Othe,-2 

1945 ................... $ 16,284,552 8275 10.81 2.00 1.78 0.96 1.16 0.06 0.48 
1950 ....... ........... 21,808,284 8591 685 235 2.19 1.03 1.12 011 0.44 
1955 ................... 38,039,107 8631 6.98 244 190 1.03 0.78 0.09 0.47 
1960 ................... 45,309,825 83.80 935 272 1.94 1.03 0.60 0.07 0.49 
1961 64,071,623 82.43 1071 275 199 1.03 049 0.07 0.53 
1962 54,855,293 86.32 6.81 2.75 200 1.05 046 0.07 0.54 
1963 64,437,900 85.19 7.51 272 239 1.06 041 0.06 0.66 
1964 ......... .. 72,461,584 8349 . 845 315 248 1.14 0.42 0.06 081 
1965 .. ....... ...... 89,549,093 81.78 991 3.44 2.43 1.12 042 0.08 082 
1966 ......... .. . ..... 123,697,737 7977 1184 314 284 110 056 0.07 0.68 
1967 .......... ..... .. 162,189,211 7729 1448 308 2.79 113 0.66 0.03 054 
1968 ............... ... 197,116,367 73.55 1799 312 2.65 113 1.04 0.01 0.51 
1969 .......... ... .. 176,389,759 73.48 1759 339 3.12 143 067 0.01 0.31 
1970 ..... .. . ....... 131,707,946 7844 1111 376 3.81 1.99 0.67 0.03 0.19 
1971 .. .......... . .. 186,375,130 79.07 998 400 3.79 2.29 0.58 0.05 024 
1972 205,956,263 77.77 1037 4.29 3.94 256 0.75 0.05 0.27 
1973 ........... 178,863,622 82.07 6.06 4.54 3.55 245 1.00 0.06 027 
1974 118,828,270 83.63 440 490 3.50 203 1.24 0.06 0.24 
1975 ..... .. 157,256,676 85.20 3.67 464 326 1.73 1.19 017 014 
1976 ..... . .. ..... 195,224,812 84.35 3.88 4.76 3.83 1.69 0.94 053 0.02 
1977 ... ...... .. .. .. 187,393,084 8396 460 4.79 3.53 1.62 0.74 0.75 0.01 
1978 ................ .. 251,618,179 83.67 6.13 4.16 3.64 162 0.61 017 0.00 
1979 ....... ........... 300,475,510 83.72 694 3.83 2.78 180 0.56 0.35 0.02 
1980 ....... .... . ..... 476,500,688 83.53 733 4.33 2.27 161 0.52 040 001 
1981 ................... 491,017,139 84.74 5.41 5.04 2.32 1.60 0.49 040 0.00 
1982 ....... ..... . .... 603,094,266 8532 3.27 5.83 3.05 1.59 0.51 0.43 0.00 
1983 ..... .. .. .. .. 958,304,168 85.13 3.32 6.28 2.86 155 0.66 016 0.04 
1984r .............. .. 951,318,448 85.61 2.26 6.57 2.93 1.58 0.85 0.19 0.00 
1985r. . .......... 1,200,127,848 85.25 2.23 6.59 3.06 1.49 1.20 0.18 0.00 
1986 .. . ....... $1,707,117,112 85.02 2.56 6.00 3.00 1.57 1.44 041 0.00 

r = reVISed 

1 Dollar volume for exchanges Includes stocks, nghts and warrants. 
2 Includes all exchanges not listed Individually. 

Source: SEC Form R-31 
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Special Block Distribution 

In calendar year 1986, there were 12 spe-
cial block distributions with a value of 
$661.4 million. Secondary distributions ac-
counted for all of these special block distri-
butions. 

Table 20 

SPECIAL BLOCK DISTRIBUTIONS REPORTED BY EXCHANGES 
(Value In Thousands) 

Secondary Distnbutions Exchange Distnbutoons Special Offerings 
Shares Shares Shares 

Year Number Sold Value Number Sold Value Number Sold Value 

1944 ............. 94 4,097.298 $ 135.760 0 0 $ 0 87 1.053,667 $32,454 
1945 ............. 115 9,457,358 191,961 0 0 0 79 947,231 29,878 
1946 ............. 100 6,481,291 232,398 0 0 0 23 308,134 11,002 
1947 ............. 73 3,961,572 124,671 0 0 0 24 314,270 9,133 
1948 ............. 95 7,302,420 175,991 0 0 0 21 238,879 5,466 
1949 ............. 86 3,737,249 104,062 0 0 0 32 500,211 10,956 
1950 ............. 77 4,280,681 88,743 0 0 0 20 150,308 4,940 
1951 .... ........ 88 5,193,756 146,459 0 0 0 27 323,013 10,751 
1952 .......... .. 76 4,223,258 149,117 0 0 0 22 357,897 9,931 
1953 ............. 68 6,906,017 108,229 0 0 0 17 380,680 10,486 
1954 ............. 84 5,738,359 218,490 57 705,781 24,664 14 189,772 6,670 
1955 ............. 116 6,756,767 344,871 19 258,348 10,211 9 161,850 7,223 
1956 ............. 146 11,696,174 520,966 17 156,481 4,645 8 131,755 4,557 
1957 ..... ....... 99 9,324,599 339,062 33 390,832 15,855 5 63,408 1,845 
1958 ............. 122 9,508,505 361,886 38 619,876 29,454 5 88,152 3,286 
1959 ............. 148 17,330,941 822,336 28 545,038 26,491 3 33,500 3,730 
1960 ........... 92 11,439,065 424,688 20 441,644 11,108 3 63,663 5,439 
1961 ............. 130 19,910,013 926,514 33 1,127,266 58,072 2 35,000 1,504 
1962 .... ........ 59 12,143,656 658,780 41 2,345,076 65,459 2 48,200 588 
1963 ..... ...... 100 18,937,935 814,984 72 2,892,233 107,498 0 0 0 
1964 ... ......... 110 19,462,343 909,821 68 2,553,237 97,711 0 0 0 
1965 ............. 142 31,153,319 1,603,107 57 2,334,277 86,479 0 0 0 
1966 ........ .... 126 29,045,038 1,523,373 52 3,042,599 118,349 0 0 0 
1967 .......... .. 143 30,783,604 1,154,479 51 3,452,856 125,404 0 0 0 
1968 ..... ....... 174 36,110,489 1,571,600 35 2,669,938 93,528 1 3,352 63 
1969 ......... ... 142 38,224,799 1,244,186 32 1,706,572 52,198 0 0 0 
1970 ........... 72 17,830,008 504,562 35 2,066,590 48,218 0 0 0 
1972 .......... .. 229 62,365,749 3,216,126 26 1,469,688 30,156 0 0 0 
1973 ............. 120 30,825,890 1,151,087 19 802,322 9,140 91 6,662,111 79,889 
1974 .... ...... 45 7,512,200 133,638 4 82,200 6,836 33 1,921,755 16,805 
1975 ............. 51 34,149,069 1,409,933 14 483,846 6,300 14 1,252,925 11,521 
1976 ..... ....... 44 20,568,432 517,546 16 752,600 13,919 22 1,475,842 18,459 
1977 ............. 39 9,848,966 261,257 6 295,264 5,242 18 1,074,290 14,519 
1976 ........... 37 15,233,141 569,487 3 79,000 1,429 3 130,675 1,820 
1979 .. .......... 37 10,603,680 192,258 3 1,647,600 86,066 6 368,567 4,708 
1980 .......... .. 44 24,979,045 613,542 2 177,900 5,101 4 434,440 7,097 
1981 ..... ....... 43 16,079,897 449,600 0 0 0 0 0 0 
1962 ............. 76 40,024,988 1,284,492 0 0 0 3 717,000 11,112 
1983 ............. 85 70,800,731 2,245,465 0 0 0 0 0 0 
1984 ............. 23 21,180,207 680,543 0 0 0 0 0 0 
1985 ............. 12 25,458,047 856,917 0 0 0 0 0 0 
1986 ............. 12 16,747,273 $ 661,407 0 0 $ 0 0 0 $ 0 

Source: NYSE and AMEX 
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Value and Number of Securities 
Listed on Exchanges 

The market value of stocks and bonds 
listed on U.S. exchanges at the end of 1986 
was $3.7 trillion, an increase of 11 percent 
over 1985. The market value of stocks 
(common and preferred), was $2.2 trillion, 
an increase of 13 percent during 1986. The 
value of listed bonds increased 9 percent 
Stocks with primary listing on the New York 

Stock Exchange had a market value of $2.1' 
trillion and represented 97 percent of the 
value of common and preferred stocks 
listed on registered exchanges. Those 
listed on the American Stock Exchange ac
counted for almost all of the remaining 
three percent of the total and were valued at 
$70.3 billion, an increase of 11 percent over 
the previous year. 

Table 21 

SECURITIES LISTED ON EXCHANGES1 

December 31, 1986 

EXCHANGES COMMON PREFERRED BONDS TOTAL SECURITIES 

Market Market Market Market 
Value Value Value Value 

RegIStered: Number (Mllhon) Number (MIllion) Number (Mllhon) Number (Mllhon) 

Amencan 772 $ 63,459 117 $ 6,795 336 $ 19,634 1,225 $ 89,888 
Boston 97 1,537 0 0 6 148 103 1,685 
CIncInnati 4 166 3 59 7 99 14 324 
Midwest 9 648 4 24 0 0 13 672 
New York 1,477 2.079.195 717 49,316 3,513 1,447.023 5,707 3,575.534 
PaCIfIC 54 1.204 30 716 98 4.111 182 6,031 
Philadelphia 20 383 23 1,794 42 2 85 2,179 
Intermountain NA NA. NA NA NA. N.A NA NA 
Spokane 33 11 0 0 0 0 33 11 

Total 2,466 $2,146,603 894 $58.704 4,002 $1,471,017 7.362 $3,676,324 

Includes ForelQn 
Stocks. 

New York 59 $ 70,599 4 $ 148 98 $ 10,580 161 $ 81,327 
Amencan 51 22,503 4 682 5 203 60 23,388 
PacIfIC 3 22 2 8 2 2 7 32 

Total 113 $ 93,124 10 $ 638 105 $ 10,785 228 $ 104,747 

NA ~ Not AvaJiable 

1 Excludes secuntles whICh were suspended from tradlrIQ at the end of the year, and securrtles whIch because of InactlVrty had no 
avaJiable quotes. 

Source' SEC Form 1392 
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Table 22 
VALUE OF STOCKS LISTED ON EXCHANGES 

(Billions of Dollars) 

Dec 31 

1938 .. 
1939 .. 
1940 ... 
1941. 
1942 
1943 . 
1944 .... 
1945. 
1946. 
1947 
1948 
1949 . 
1950 ..... . 

\-

1951. ......... .. .. 
1952 
1953 ...... . 
1954 
1955 .... 
1956...... ...... . 
1957. .... . . .. .. 
1958. ......... ....... . 
1959. .......... ...... . .. 
1960. . . .. ..... .. .. . .. 
1961. . ......... . 
1962 ........ ' .. ....... . .. 
1963 ..... . . . ..... . 
1964........ .. ......... . ..... . 
1965 .... ... . ... . 
1966 .. . ................ . 
1967 ............. . 
1966. ...... . ..... . 
1969 ....................... . 
1970.. ................. .. . ... . 
1971 ......... ......... .. . ..... . 
1972.... .. .......... . .... . 
1973 ........................ . 
1974... . ................... . 
1975......... .. .. ...... .' 
1976 ........................... . 
19n ... ..................... . 
1978 ....................... . 
1979...... .. .. .. ...... .. . .. 
1980 ......................... . 
1981 .. .. . ............ . ....... . 
1982.... . ........... ....... .. 
1983 .................. . 
1984 . .......... .......... . .. 
1985 ............... . ..... . 
1986 ................. . 

Source: SEC Form 1392 

New York 
Stock 

Exchange 

$ 475 

46.5 
419 
358 
388 
47.6 
55.5 
738 
686 
68.3 
67.0 
76.3 
93.8 

1095 
120.5 
117.3 
1691 
2077 
219.2 
195.6 
2767 
307.7 
307.0 
3878 
345.8 
411.3 
474.3 
5375 
4825 
605.8 
692.3 
629.5 
636.4 
741.8 
871.5 
721.0 
511.1 
685.1 
858.3 
7767 
822.7 
960.6 

1,2428 
1,143.8 
1.305.4 
1,5222 
1,529.5 
1,882.7 

$2,1285 

American 
Stock 

Exchange 

$108 

101 
86 
74 
78 
99 

112 
14.4 
13.2 
121 
119 
12.2 
13.9 
165 
16.9 
15.3 
221 
271 
31.0 
25.5 
317 
25.4 
242 
33.0 
24.4 
261 
28.2 
30.9 
27.9 
43.0 
61.2 
47.7 
395 
491 
55.6 
38.7 
23.3 
29.3 
36.0 
37.6 
39.2 
578 

103.5 
89.4 
77.6 
80.1 
52.0 
63.2 

$70.3 

ExclusIVely 
On Other 

Exchanges 

$30 
31 
3.3 
3.2 
31 
28 
3.6 
4.0 
38 
31 
4.3 
42 
41 
5.3 
4.0 
4.3 
4.3 
4.7 
4.0 
39 
60 
5.4 
4.8 
47 
56 
4.1 
2.9 
4.3 
4.2 
4.2 
2.9 
39 
2.9 
5.0 
6.8 
66 
5.8 
5.9 

$6.5 

Total 

$ 583 

56.6 
50.5 
432 
466 
575 
66.7 
882 
81.8 
804 
81.9 
916 

1110 
1292 
140.5 
1354 
1948 
238.8 
254.0 
2242 
312.7 
3373 
3353 
426.1 
3742 
441.7 
506.8 
573.1 
5144 
652.7 
759.5 
682.6 
6807 
795.6 
932.7 
763.8 
537.3 
718.7 
898.5 
818.5 
884.8 

1,022.3 
1,3492 
1,2382 
1,3897 
1,608.8 
1,587.3 
1,951.8 

$2,2053 

131 



Securities on Exchanges 

As of September 30, 1987, a total of 
7,909 securities, representing 3,145 issu
ers, were admitted to trading of securities 
exchanges in the United States. This com
pares with 7,891 issues, involving 3,133 is
suers a year earlier. Over 5,600 issues were 

listed and registered on the New York Stock 
Exchange, accounting for 65.0 percent of 
the stock issues and 80.7 percent of the 
bond issues. Data below on "Securities 
Traded on Exchanges" involved some du
plication since it includes both solely on 
dually listed securities. 

Table 23 

SECURITIES TRADED ON EXCHANGES 

Issuers Stocks Bonds' 
Temporanly 
RegIStered Exempted Unlisted Total 

American ....................... . 762 1,332 26 1.358 336 
Boston . . .. ..... ... ....... '" .. . 1,008 210 1,182 1,392 14 
Chicago Board ofTrade .. .... .... '" .. . 5 1 5 6 
Clnclnnab . ... .... .. .. .. .. . 1,033 31 1,245 1,276 49 
Intermountain .. ..... ... .. 19 25 7 32 
Midwest .... .. .................. . 1,191 353 1,344 1,697 35 
NewYol'I<. . .. .. 1,589 2,678 2 6 2,686 3,051 
PacifIC Coast .. .... .. . 790 859 289 1,148 114 
Philadelphia ....... . ... .. 807 291 889 1,180 172 
Spokane ... ... ..... .. ...... 20 40 3 43 3 

1 Issuers exempted under SectIOn 3(a)(12) of the Ac~ such as obligatIOns of U S Government, the states, and crtles, are not 
mcluded In thIS table. 

Table 24 
IMMOBILIZATION TRENDS 

1987 

Book-entry Deliveries at DTC 
• (in thousands) ... .. , .. 78,000 

Total Certificates Wrthdrawn 
from DTC (in thousands) ... .. - -, 10,000 

Book-entry Deliveries per 
Certificate Wrthdrawn .. 78 

Certificate Immobilization 

Book-entry deliveries continued to out
pace physical deliveries in the settlement of 
securities transactions among depository 
partiCipants. This tendency is illustrated in 
Table 24, IMMOBILIZATION TRENDS. The 
Table captures the relative significance of 
the mediums employed, in a ratio of book
entry deliveries to certificates withdrawn 
from DTC. The figures exclude municipal 
bearer bonds. In 1987, while the number of 
shares traded in U.S. markets increased by 
32%, the total certificates withdrawn from 
DTC increased less than 10%, and the ratio 
of book-entry deliveries to certificates with-
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1986 1985 1984 1983 1982 

66,700 55,800 48,000 50,000 37.000 

9,200 9,100 10,100 13,600 12,500 

7.3 61 48 3.7 30 

drawn continued to grow. In 1987, the ratio 
was over two and a half times the 1982 fig
ure of 3.0 book-entry deliveries rendered 
for every certificate withdrawn. 

1933 ACT REGISTRATIONS 

Effective Registration 
Statements 

During fiscal year 1987, 5,914 registra
tion statements valued at $454.7 billion be
came effective. In fiscal year 1986, 5,925 
statements, valued at $484.4 billion, be
came effective. 



Table 25 
EFFECTIVE REGISTRATIONS 

(MillIOns of Dollars) 

Cash Sale for Account of Issuers 

Total 
Common 
Stock and Bonds. 

Number of Other Debentures Preferred 
FIScal Year Statements Value Equity' and Notes Stock Total 

FIScal Year Ended June 30 
19352 ..... 284 $ 913 $ 168 $ 490 $ 28 $ 686 
1936 .. 689 4.835 531 3.153 252 3.936 
1937 ..... 840 4.851 802 2,426 406 3.634 
1938 ... .... 412 2.101 474 666 209 1.349 
1939 .. 344 2.579 318 1.593 109 2.020 
1940 .. 306 1.787 210 1.112 110 1,432 
1941 . 313 2.611 196 1.721 164 2.081 
1942. 193 2.003 263 1.041 162 1.466 
1943 .. 123 659 137 316 32 485 
1944 .... 221 1.760 272 732 343 1.347 
1945 ... 340 3.225 456 1.851 407 2.714 
1946 ... .. . .. 661 7.073 1.331 3.102 991 5.424 
1947 493 6.732 1.150 2.937 787 4.874 
1948 . .... 435 6.405 1.678 2.817 537 5.032 
1949 .... 429 5.333 1.083 2.795 326 4.204 
1950 ... .. 487 5.307 1.786 2.127 468 4.381 
1951 . 487 6.459 1.904 2.838 427 5.169 
1952 635 9.500 3.332 3.346 851 7.529 
1953 . 593 7.507 2.808 3.093 424 6.325 
1954 . 631 9.174 2.610 4.240 531 7.381 
1955 ..... 779 10.960 3.864 3.951 462 8.277 
1956 ... ... 906 13.096 4.544 4.123 539 9.206 
1957 .. ... 876 14.624 5.858 5.689 472 12.019 
1958 813 16.490 5.998 6.857 427 13.282 
1959 . ...... .... , .. 1.070 15.657 6.387 5.265 443 12.095 
1960 .,. 1,426 14.367 7.260 4.224 253 11.737 
1961 . ..... 1.550 19.070 9.850 6.162 248 16.260 
1962 ... 1.844 19.547 11.521 4.512 253 16.286 
1963 ••• 0' 1.157 14.790 7.227 4.372 270 11.869 
1964 ..... 1.121 16.860 10.006 4.554 224 14.784 
1965. .. ..... .. . .... 1.266 19,437 10.638 3.710 307 14.655 
1966 ... 1.523 30.109 18.218 7.061 444 25.723 
1967 ....... 1.649 34.218 15.083 12.309 558 27.950 
1968 2.417 54.076 22.092 14.036 1.140 37.268 
1969 .... 3.645 86.810 39.614 11.674 751 52.039 
1970. .... .. . ... 3.389 59.137 28.939 18.436 823 48.198 
1971 .. .... 2.989 69.562 27.455 27.637 3.360 58.452 
1972 .... .. .. . . .. 3.712 62.487 26.518 20.127 3.237 49.882 
1973 .... .. .. . ' .. 3.285 59.310 26.615 14.841 2.578 44.034 
1974. ... .. .... 2.890 56.924 19.811 20.997 2.274 43.082 
1975 .. ..... 2.780 77.457 30.502 37.557 2.201 70.260 
1976 .. .. , 2.813 87.733 37.115 29.373 3.013 69.501 
Transrtlon Quarter: 
JIy-Sept 1976 . ... 639 15.010 6.767 5.066 413 12.246 
Fiscal Year ended September 30 
1977 ... 2.915 92.579 47.116 28.026 2.426 77.568 
19783 . .... 3.037 65.D43 25.330 23.251 2.128 50.709 
1979 3.112 77.400 22.714 28.894 1.712 53.320 
1980 3.402 110.583 33.076' 42.764 2.879 78.719 
1981 4.326 144.132 49.276 40.163 2.505 91.944 
1982 4.846 164.455 50,486 63.950 3.939 118.375 
1983 5.503 240.058 77,403 80.718 9.339 167,460 
1984 5.087 209.866 66.571 74.136 4.984 145.691 
1985 4.913 287.851 72.013 117.178 6.999 196.190 
1986. ...... .. .. . .. r 5.925 484.383 93,470 258.360 12.168 363.998 
1987 P 5.914 454.714 96.988 236.643 13.891 347.522 

CumulatIVe Total .. 102.435 $3.289.601 $1.037.834 $1.309.012 $95.224 $2.442.070 

P = preliminary 
r = reVised 

'Includes warrants. shares of beneficial Interest. certificates of participation and all other eqUity Interests not elsewhere Included 
2For 10 months ended June 30. 1935 
lThe adoption of Rule 24f-2 (17 CFR 270241-2) effectIVe November 3. 1977 made It ImpoSSible to report the dollar value of 
secuntles registered by Investment companies. 

Note: The Total Cash Safe differs from earlier presentatIOns due to changes in rounding procedures 

Source: 1933 Act RegistratIOn Statements 
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Table 26 

Securities Effectively Registered With S.E.C. 
1935 -1987 

500.----------r---------r--------,---------,---------r---~ 

'. 

400 1-----------+---------1----------+----------+----------+ ••••••• 

••••••• 
300 I----------+----------+---------+---------+-------- r mr 

BILLIONS OF DOLLARS 

••••••••••• 

2001----------+---------+----------r--------~------

1001----------+---------+----------r--------~---

1935 40 45 50 55 60 65 70 75 80 1987 
(Fiscal Years) 

In 1977 Fiscal Year End Changed From June To September 

Data For Transition Quarter July-September 1976 Not Shown On Charts: 
Number Of Registrations 639 

, Does Not Include Investment Companies As Of 1/1/78 Due To Rule Change 

r = Revised p = Preliminary 
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Table 27 

Securities Effectively Registered With S.E.C. 
1935 -1987 
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1935 40 45 50 55 60 65 70 75 80 1987 

(Fiscal Years) 
In 1977 Fiscal Year End Changed From June To September 

Data For Transition Quarter July-September 1976 Not Shown On Charts: 
Number Of RegistratIOns 639 

'Does Not Include Investment Companies As Of 1/1/78 Due To Rule Change 

r = Revised p = Preliminary 



Purpose and Type of 
Registration 

Effective registrations for cash sale for 
the account of issuers in fiscal year 1987 
amounted to $347.5 billion, a decline of 5 
percent from fiscal year 1986's total of 
$364.0 billion. Of this amount, $106.9 bil
lion were registrations for immediate, cash 
sale, an increase of $15.2 billion (17 per
cent) from fiscal year 1986's figure of $91.8 
billion. 

Of the $106.9 billion, debt securities ac
counted for $48.7 billion (46 percent), 
common stock and other equity accounted 
for $49.7 billion (46 percent) and preferred 
stock totalled $8.6 billion (8 percent). 

Delayed and extended cash sales regis
tered for the account of the issuer totalled 
$240.6 billion or 53 percent of all registra
tions. Of registrations for delayed sales, do
mestic securities accounted for $195.9 bil
lion while foreign securities accounted for 
$10.6 billion. Registrations for extended 
sales came to $34.2 billion. 

Securities registered for the account of 
the issuer for other than cash sales (e.g., for 
exchange offers) amounted to $88.4 billion 
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or 19 percent of all registrations. Registra
tions of securities for secondary offerings 
amounted to $18.8 billion or 4 percent of 
the value of all registrations. 

Registrations of all types were valued at 
$454.7 billion in fiscal year 1987. Of this 
total, $251.2 billion in bonds and other debt 
securities were registered. Another $181.2 
billion of common stock and other equity 
were registered and preferred stock regis
trations totalled $22.3 billion. Of the $251.2 
billion registered in debt, $48.7 billion (19 
percent) were registered for primary, imme
diate cash sale and registrations for pri
mary, delayed and extended cash sales ac
counted for $188.0 billion (75 percent). 
The total for preferred stock ($22.3 billion) 
included $13.9 billion registered for issuers 
for cash sale, $7.3 billion registered for issu
ers for other transactions and $1.2 billion 
registered for secondary offerings. Of the 
$181.2 billion of registrations for common 
stock and other equity securities, registra
tions for issuers for cash sale came to $97.0 
billion, other registrations for issuers total
led $75.3 billion and registrations for sec
ondary offerings were valued at $8.9 billion. 



Table 28 
EFFECTIVE REGISTRATIONS BY PURPOSE AND TYPE OF SECURITY: 

Purpose of Registrations 

All Registrations (Estimated Value) ... 
Account of Issuer for Cash Sale . 
Immediate Offenng .. 
Delayed and Extended Cash Sale 
DomestiC Delayed 
ForelQn Delayed .. . 
Extended. . ......... . 
Account of Issuer for Other Than Cash Sale 
Secondary Offenngs 

r = revised 

FISCAL YEAR 1986r 
(MillIOns of Dollars) 

Total 

$484,383 
383,998 

91,756 
272,242 
220,192 

8,966 
43,084 

104,752 
$ 15,633 

Type of Secunty 

Bonds, 
Debentures 
and Notes 

$272,059 
258,360 
46,874 

211,486 
202,668 

8,816 
2 

9,841 
$ 3,858 

Preferred 
Stock 

$20,550 
12,168 
8,231 
3,937 
3,656 

o 
281 

7,334 
$ 1,048 

Common 
Stock and 

Other 
Equity' 

$191,774 
93,470 
36,651 
56,819 
13,868 

150 
42,801 
87,577 

$ 10,727 

'Includes warrants, shares of benefICial Interest, certificates of participation and all other equity Interests not elsewhere Included. 

Source: 1933 Act Registration Statements 

Table 29 

EFFECTIVE REGISTRATIONS BY PURPOSE AND TYPE OF SECURITY: 

Purpose of Registrations 

All Registrations (Esbmated Value) 
Account of Issuer for Cash Sale .. 
Immediate Offenng .... ... . ... 
Delayed and Extended Cash Sale .. 
DomestIC Delayed . 
Foreign Delayed ....... . 
Extended ........ . 
Account of Issuer for Other Than Cash Sale 
Secondary Offenngs ... 

r = revised 

FISCAL YEAR 1987p 
(Millions of Dollars) 

Total 

$454,714 
347,522 
106,939 
240,583 
195,658 

10,552 
34,173 
88,406 

$ 18,786 

Type of Secunty 

Bonds, 
Debentures 
and Notes 

$251,215 
236,643 

48,666 
187,977 
178,411 

9,566 
o 

5,873 
$ 8,699 

Preferred 
Stock 

$22,349 
13,891 
8,577 
5,314 
4,362 

o 
952 

7,260 
$ 1,198 

Common 
Stock and 

Other 
Equity' 

$181,150 
96,988 
49,696 
47,292 
13,085 

986 
33,221 
75,273 

$ 8,689 

1 Includes warrants. shares of beneficial Interest, certlhcates of partiCipation and all other equity Interests not elsewhere Included. 

Source: 1933 Act RegIStration Statements 
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Table 30 

Effective Registrations 
Cash Sale For Account Of Issuers 

1935 -1987 
Dollars Billions 
270 

Bonds~ p 

180~------------------------------------------------

90~-----------------------------------------------

1\ 
Common StOCk~' '. 

I 

r/ P 

I 
I 
I 

I 

r: .. P 
Preferred Stock-+,' 

1935 45 55 65 

(Fiscal Years) 

* In 1977 Fiscal Year End Changed from June to September 

Data for Transition Quarter July-September 1976 Not Shown on Chart 

Bonds $5 1 Billion, Preferred Stock $ 4 Billion, Common Stock $68 Billion 

r = Revised 
p = Preliminary 

85 1987 



Regulation A Offerings 

During fiscal year 1987, 100 offering 
statements for proposed offerings under 
Regulation A were processed and cleared. 

Table 31 
CASH OFFERINGS UNDER REGULATION A 

SIZe. (OOO's) 
$ 500 or less 

501-1,000 . 
1,001-1.500 

Total 

Underwnters. 
Used .. 
Not Used 

Total 

Offerors' 
IssUIng Companies .. . ......... . 
Stockholders 
Issuer & Stockholders JOintly 

Total .. . 

..... .. 

Fiscal Fiscal 
1986 1987 

34 46 
26 27 
44 27 

104 100 

10 16 
94 84 

104 100 

104 100 
0 0 
0 0 

104 100 

139 



Table 32 
TYPES OF PROCEEDINGS 

ADMINISTRATIVE PROCEEDINGS 

Persons Subject to Acts Const~utlng, 
and BasIs for, Enforcement Action 

Broker-dealer, municipal securities 
dealer, government securities dealer, 
transfer agent, Investment adviser or 
associated person 

Willful vlolallon of secur~les laws or rules; aiding or abetllng such 
Violation; failure reasonably to supel'Vlse others, Willful 
misstatement or omiSSion In filing with the CommissIOn; conViction 
of or Injunction against certain cnmes or conduct. 

Registered securities association 

VlOlalion of or Inabllrty to comply w~h the 1934 Act, rules 
thereunder, or ~s own rules; unjustified failure to enforce 
comphance wtth the foregOing or wtth rules of the MUniCipal 
Secunties Rulemaklng Board by a member or person associated 
~hamember 

Member of registered securities 
aSSOCiation, or associated person 

Entry of Commission order against person pursuant to 1934 Act, 
Section IS(b); wilifull Violation of secunties laws or rules 
thereunder or rules of MunICipal Secur~ies Rulemaklng Board; 
effecting transactIOn for other person w~h reason to beheve that 
person was committing VIOlations of secuntles laws 

National securities eXChange 

VIOlation of or lnabllrty to comply wrth 1934 Act, rules thereunder 
or ~s own rules; unjustified failure to enforce comphance wrth the 
foregOing by a member or person associated with a member. 

Member of national securities 
exchange, or aSSOCiated person 

Entry of Commission order against person pursuant to 1934 Act, 
Section IS(b), Willful violation of secur~les laws or rules 
thereunder, effecting transaction for other person w~h reason to 
beheve that person was committing Violations of secuntles laws 

Registered clearing agency 

ViolatIOn of or Inabllrty to comply w~h 1934 Act, rules thereunder, 
or ~ own rules; failure to enforce comphance ~h ~s own rules by 
participants 

PartiCipant In registered clearing agency 

Entry of CommISSion order against participant pursuant to 1934 
Act, Section IS(b)(4); Willful ViolatIOn of cleanng agency rules; 
effecting transaction for other person w~h reason to beheve that 
person was committing VIOlatiOns of secuntl8S laws. 
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Sanction 

Censure or IImrtatlon on actIVIties. revocation, suspensIOn or 
denial of registration, bar or suspension from association (1934 
Act, Sections IS(b)(4)-(6), IS(c)(I)-(2), ISB(c)(2)-(6), 17A(c)(3), 
AdVisers Act, Section 203(e)-(I) 

Suspension Or revocation of registration, censure or limitatIOn of 
actIVities, functions, or operations (1934 Act, Section 19(h)(I» 

SuspensIOn or expulSion from the aSSOC18tlon; bar or suspensIOn 
from associatIOn w~h member of association (1934 Act, Section 
19(h) (2)-(30». 

SuspensIOn or revocation of regIStratIOn; censure or Ilm~ation of 
actlVttles, functIOns, or operatIOns (1934 Act, Section 19(h)(I». 

SuspensIOn or expulSion from eXChange; bar or suspensIOn from 
association w~h member (1934 Act, Section 19(h)(2)-(3» 

Suspension or revocation of registration; censure or limitation of 
activ~les, fUnctiOns, or operations (1934 Act, Section 19(h)(I». 

Suspension or expulSion from cleanng agency (1934 Act, Section 
19(h)(2)) 



Securities Information processor 

VIOlation of or Inability to comply wrth provIsIOns of 1934 Act or Censure or IImrtation of actlVilles; suspensIOn or revocatIOn of 
rules thereunder registration (1934 Act, Section lIA(b)(6)) 

Any person 

Willful violation of 1933 Act, 1934 Act, Investment Company Act or Temporary or permanent prohlbtlion against serving In certain 
rules thereunder; aiding or abetting such violallon, Willful capacrtles wrth regIStered Investment company (Investment 
misstatement In filing wrth CommissIOn. Company Act, SectIOn 9(b)). 

OffIcer or director of selt
regulatory organization 

Willful ViolatIOn of 1934 Act, rules thereunder or the organization's Removal from office or censure (1934 Act, Section 19(h)(4)). 
own rules, Willful abuse of authOrity or unjustified failure to enforce 
compliance. 

Principal of broker-dealer 

Engaging In bUSiness as a broker-dealer after appointment of 
SIPC trustee. 

1933 Act reglstratJon statement 

Statement matenally Inaccurate or Incomplete 

fssuer subject to Sections 12, 
13, 14 or 15(d) of the 1934 Act 
or assocfated person 

Failure to comply wtlh such prOVISIOns or having caused such 
failure by an act or omisSIOn that person knew or should have 
known would contribute thereto. 

Securttles registered 
pursuant to Section 12 
of the 1934 Act 

Noncompliance by Issuer wrth 1934 Act or rules thereunder 

Public Interest reqUires trading suspension 

Registered fnvestment company 

Bar or suspensIOn from being or becoming associated wrth a 
broker-dealer (SIPA, Section 10(b)) 

Stop order refusing to permrt or suspending effectIVeness (1933 
Act, Section 8(d)) 

Order directing compliance or steps effecting compliance (1934 
Act, Section IS(c)(4)). 

Denial, suspensIOn of effectrve date, suspension or revocatIOn of 
registratIOn; prohlbrtlon against trading In secuntles when regis
tratIOn suspended or revoked (1934 Act, Secllon 120)). 

Summary suspensIOn of over-the-counter or exchange trading 
(1934 Act, Section 12(k)) 

Failure to file Investment Company Act registratIOn statement or Suspension or revocation of registration (Investment Company 
reqUired report; filing materially Incomplete or misleading Act, Secllon 8(e)) 
statement or report 

Company has not attained $100,000 net worth 90 days after 1933 
Act registration statement became effective 

Attorney, accountant, or other 
professlonaf or expert 

Lack of requistle quallf,callons to represent others; lacking In 
character or Integrity, unethical or Improper profeSSional conduct; 
Willful VIOlation of secunties laws or rules; or aiding and abetting 
such VIOlatIOn. 

Stop order under 1933 Act, suspension or revocallon of registra
tion (Investment Company Act, Section 14(a)) 

Permanent or temporary denial of prIVIlege appearing or practic
ing before the CommISsIOn (17 CFR SectIOn 201 2(e)(I)). 
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Attomey suspended or dISbarred by court; expert's license re
voked or suspended; conviction of a felony or of a misdemeanor 
involving moral turprtude. 

Permanent Injunction against or finding of securities violation In 
Commisslon-Instrtuted acllon; finding of securrtles violation by 
Commission In administratIVe proceedings. 

Member of MuniCipal Securities 
Rulemaklng Board 

Willful Violation of 1934 Act, rules thereunder. or rules of the 
Board; abuse of authorrty 

Automatic suspensIOn from appearance or practice before the 
Commission (17 CFR Section 201 2(e)(2)). 

Temporary suspension from practicing; censure; permanent or 
temporary disqualification from practicing before the Commission 
(17 CFR Section 201 2(e)(3)) 

Censure or removal from office (1934 Act, Section 15B(c)(8)). 

CIVIL PROCEEDINGS IN FEDERAL DISTRICT COURTS 

Any person 

Persons Subject to Acts Constrtutlng, 
and BaSIS for, Enforcement Action 

Engaging In or about to engage In acts or practices Violating secu
rilles laws, rules or orders thereunder (Including rules of a regis
tered self-regulatory organization 

Noncompliance wrth provisions of the law, rule, or regulation un
der 1933, 1934, or Holding Company Act, order Issued by Com
miSSIOn, rules of a registered self-regulatory organlzallon, or un
dertaking In a registration statement. 

Trading while In possession of matenal non-publiC Information In 
a transaction on an exchange or from or through a broker-dealer 
(and transaction not part of a publiC offenng), or aiding and abet
ting such trading. 

Securities Investor Protection 
Corporation 

Refusal to comm~ funds or act for the protection of customers 

National securities exchange or 
registered securities association 

Failure to enforce compliance by members or persons associated 
wrth rts members wrth the 1934 Act, rules or orders thereunder, or 
rules of the exchange or association. 

Registered clesrlng agency 

Failure to enforce compliance by ds participants wrth rts Own 
rules. 

Issuer subject to reporting requirements 

Failure to file reports required under Section 15(d) of 1934 Act 
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Sanction 

Injunction against acts or practices which constrtute or would con
stitute Violations (plus other equrtable relief under court's general 
equrty powers) (1933 Act, Section 20(b), 1934 Act, Secllon 21(d), 
Holding Company Act, Section 18(f); Investment Company Act, 
Section 42(e); AdVisers Act, Section 209(e); Trust Indenture Act, 
Section 321) 

Wnt of mandamus, Injunction, or order directing compliance (1933 
Act, Secllon 20(c); 1934 Act, Section 21(e), Holding Company Act, 
Section 18(g)). 

MaXimum civil penalty three times profit gained or loss aVOided 
as a resutt 01 transaction (1934 Act, Section 21(d)) 

Order directing discharge of obligations and other appropriate re
lief (SIPA, Section 7(b)). 

Writ of mandamus, Injunction or order directing such exchange or 
association to enlorce compliance (1934 Act, Section 21 (e)) 

Wrrt of mandamus, injunction or order directing clearing agency to 
enforce compliance (1934 Act, Section 21(e)). 

Forlelture of $100 per day (1934 Act, Section 32(b)) 



Registered Investment company 

Name of company or of security Issued by It deceptive or mislead
Ing 

Officer, director, member of advisory 
board, adviser, depositor, or underwriter 
01 Investment company 

Engage In act or practice constrtutlng breach of fiduciary duty In
volving personal misconduct 

Injunction against use of name (Investment Company Act, Sec
tion 36(d)) 

Injunction against acting In certain capacrtles for Investment com
pany and other appropnate relief (Investment Company Act, Sec
tion 36(a)) 

CRIMINAL PROSECUTION BY DEPARTMENT OF JUSTICE 

Basis for Enforcement Action 

Any person 

Willful violation of secuntles laws or rules thereunder, willful miS
statement In any document reqUired to be filed by securrtles laws 
or rules; willful misstatement In any document required to be flied 
by self-regulatory organization In connection wrth an application 
for membership or aSSOCiation With member 

Persons who engage In 
foreign corrupt practices 

Sanction or Relief 

MaXimum penalties' $250,000 fine and five years Impnsonment, 
an eXChange or a pUblic-utility holding company may be fined up 
to $500,000 (1933 Act, Sections 20(b), 24; 1934 Act, Sections 
21(d), 32(a), Holding Company Act, Sections 18(f), 29; Trust In
denture Act, Sections 321, 325, Investment Company Act, Sec
tiOns 42(e), 49, AdVisers Act, Sections 209(e), 217; 18 USC 
3551-3586; 3623) 

Any Issuer (which has securrtles subject to reporting requlre- MaXimum penalty $1,000,000 fine (1934 Act, Section 32(c)(l)) 
ments olthe 1934 Act) which Violates Section 30A(a) olthe 1934 
Act 

Any officer or director of an Issuer, of any stockholder acting on MaXimum penalty $250,000 fine and five years Impnsonment 
behalf of such Issuer who Willfully Violates Section 30A(a) of the (1934 Act, Section 32(c)(2), 18 U S.C 3551-3586,3623) 
1934 Act. 

Any employee, or agent subject to the Junsdlctlon of the United 
States of an Issuer found to have Violated Section 30A(a) of the 
1934 Act, who Willfully carned out the act or practice constrtutlng 
such Violation 

MaXimum penalty $250,000 fine and five years Impnsonment 
(1934 Act, Section 32(c)(3), 18 U.S.C 3551-3586; 3623) 

"Statutory references are as follows: "1933 Act," the Secunt,es Act of 1933; "1934 Act." the Secuntles Exchange Act of 1934, "In
vestment Company Act," the Investment Company Act of 1940, "AdVisers Act," the Investment AdVisers Act of 1940; "Holding Com
pany Act," the Public Utility Holding Company Act of 1935, "Trust Indenture Act," the Trust Indenture Act of 1939, and "SIPA," the Se
currtles Investor Protection Act of 1970 
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Table 33 
Fiscal 1987 Enforcement Cases 

Listed by Program Area 
(Each case has been Included In only one category lISted below, even though many 

cases involve muHlple allegatIOns and may fall under more than one catetory.) 

Program Area-Broker-Dealer Back Office 

Name of Case 

In the Matter of Benjamin J Taormina, et al. 
In the Matter of CrtlWlde Securrtles Corp .. et al. ... 

In the Matter of Kelly N Trimble .. . .. 
In the Matter of BrodlS Secunties Inc , et al. . 
In the Matter of Mary Kata .. .... .. ....... ..... .... ....... .. 

In the Malter of Ruth Elaine Berry .. . 
In the Matter of Benjamin B. Reuben, et al. ........... . 

In the Matter of Jana Kay Jones, et al. 
In the Matter of Michael Davidoff ... 

In the Matter of Bryan Funding Inc. . .. .. . . . . . . . . . . .. .. 
In the Matter of Setrag Mooradian . . .. 
SEC v. Benjamin B Reuben ... . .. 

SEC v Michael Davidoff ...................... . 
SEC v Ira S Schwartz 
SEC v Broadhollow Funding Corp. ...... . .. 

SEC v Roy E Kraebel 
SEC v Elvyn Q Evans, et al. . . .. .. 

Program Area-Broker-Dealer: Fraud Against Customer 

Name-of Case 

In the Matter of David A. Collins ...... . 

In the Malter of John F. Nappy .. 
In the Matter of Beacon Financial Group, Inc., et al. 
In the Matter of John M. Carpemer . . ... 

In the Matter of Advest, Inc., et al . 
In the Malter of Richard lyle Anderson .. 

In the Matter of Russell A. Phipps ........... . 
In the Matter of Gennaro Maffei . .... ... .... . .. 
In the Matter of Ellen Zivrtz . 
In the Malter of Lawrence C,anchetta .... .... . . .. ... .. ... .. . ..... . 
In the Malter of Brooks, Weinger, Robbins & leeds, Inc .. . 
In the Malter of William J Langheld . . . . .. .................. . .. 
In the Malter of Gary M. Wertman ................. . .. 
In the Matter of Hereth, Orr & Jones, Inc., et al . .... . .. 
In the Malter of George G Mead ... ........ ... .... ........ ... ... . 
In the Malter of Ronnie R Ewton . . .. ... .. ...... .. .. 
In the Malter of TImothy R Murphy . 
In the Matter of NICholas B. Wallace . 
In the Matter of Thomas F. Sauders .. 
In the Malter of Chartes W Streicher ... . .. 

In the Matter of Henry A. Pawlik 

In the Matter Robert Tassinan 

Program Area-Broker-Dea/er: Fraud Against Customer 

Name of Case 

In the Matter of Robert L Bevill 
In the Matter of Alan M. Pledmonte . 

In the Matter of Kim D Rust ... 

In the Matter of Jon R. Briltenum 

In the Matter of Kenneth S. Shashoua 
In the Matter of G C. George Securrtles, Inc., et al. 

In the Matter of Gordon Sargent ... . ... 
In the Matter of Clyde B. Prtchford, Jr. . .. 

,EC v John F Nappy .. . .. . ........... . 
SEC v EBS Brokerage Services Inc., et al. ..... . .. 

SEC v. Brooks, Welnger, Robbins & Leeds, Inc , et al 

SEC v. Comrteau, levine & Co., Inc, et al 

SEC v. Day L Damels, Jr., et al. ................. . .. 
SEC v. Gary M. Wozniak ......... ....... .... . .. 

SEC v. Kenneth S. Shashoua ........................... . 
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Date Filed 

021087 

121286 
032587 
032087 

062987 
062987 

050487 
061887 

040787 
090287 
092387 

043087 
040787 
091787 
092187 

072887 
080387 

Date Filed 

121686 
112586 
021787 
022487 

020987 
010987 

022687 
020987 
020987 
020987 
020987 
011387 
032387 
031287 
041387 
041387 
041387 
041387 
041387 
061287 

061087 
050787 

Date Flied 

062987 
081187 

090287 
092187 

093087 

093087 
092887 

092287 

111386 
031387 

012987 

021387 
081787 

082887 

093087 

Release No 

SIPA 138 
34-23885 

34-24269 
34-24238 

34-24660 
34-24659 

34-24421 
34-24602 

34-24305 
34-24879 
34-24937 
lR-11426 

lR-11390 
lR-II542 
lR-11556 

lR-11515 
NONE 

Release No. 

34-23899 

34-23849 
34-24107 
34-24121 

34-24071 
34-23972 
34-24140 

34-24075 
34-24074 
34-24091 
34-24073 
34-23989 

34-24247 
NONE 
34-24338 
34-24336 
34-24339 
34-24337 
34-24340 
34-24588 
34-24568 

34-24436 

Release No. 

34-24658 

34-24794 

34-24868 
34-24930 

34-24968 
34-24969 

34-24945 

34-24933 
lR-11295 

lR-11389 

lR-11351 
lR-II466 

lR-11522 
LR-11525 

LR-11570 



Program Area-Broker-Dea/er' Other 

Name 01 Case Date Filed Release No. 

SEC v M J. Coen .................... 093087 LR-11564 
In the Matter 01 Marc D Shiner, et al 120386 34·23862 
In the Matter 01 Vincent Forma ... .. 021387 34-24099 
In the Matter 01 Robert Beers .. 020987 34·24076 
In the Matter 01 Walsh Greenwood &·Co , et al. 121886 34-23981 
In the Matter 01 Barry Gralson . 030387 34-24160 
In the Matter 01 Ann Llewellyn 032587 34-24258 
In the Matter 01 David J. Decker 011387 34-23988 
In the Matter 01 Dean Wrtter Reynolds Inc 022787 34-24143 
In the Matter 01 David Davoudpour ...... . 042087 34-24371 
In the Matter 01 Comrteau, LeVine & Co., Inc., et al. 061887 34-24609 
In the Matter 01 Martin I. Saposnlck 040187 34-24287 
In the Matter 01 Marvin Hamburger 041087 34-24319 
In the Matter 01 William M. DeArman 072287 34-24731 
In the Matter 01 Garran Dee Barker . 070787 34-24676 
In the Matter 01 Gabriel Rodriguez 080687 34-24779 
In the Matter 01 Cart DaVid Haml~on .. 070687 34-24677 

SEC v. Ranblr Sahnl 101586 LR-11277 

SEC v. William M. DeArman 071487 LR-11498 

Program Area-Braker-Dealer: Stock Loan 

Name 01 Case Date Filed Release No 

In the Matter 01 Shearson Lehman Brothers, Inc 061587 34-24595 

SEC v John Toal 051487 LR-11456 

Program Area-Contempt-Clvll 

Name 01 Case Date Flied Release No. 

SEC v Jason W Smtth, et al. 022687 LR-11397 

SEC v Arthur N. Economou .. 100886 NONE 

SEC v Emil Leiner .. 062987 LR-11528 

SEC v. Robert A Dllannl ........... 090387 LR-II530 

SEC v MI~on Marks, et al. 090487 LR-11437 

SEC v The Royal Group Ltd., et al. . ........... 091087 LR-II535 

SEC v Mid AmerICa Energy, et al. .. 093087 NONE 

SEC v. Alvin R. Broerman .. 070887 LR-11399 

SEC v. Joseph Klein .... 070987 LR-II484 

Program Area-Contempt-Cnmmal 

Name 01 Case Date Flied Release No 

US. ex rei SEC v DaVid R Yeaman, et al. 110786 LR-11282 

U.S. ex rei SEC v Marvin Hamburger, et al 032487 LR-11375 

U.S. ex rei SEC v Arthur N. Economou 100886 NONE 

US. ex rei SEC v Marshall A Zolp 050787 LR-II433 

Program Area-Corporate Control: Tender Offers 

Name 01 Case Date Filed Release No 

In the Matter 01 Allied Stores Corp., et al. 062987 34-24727 

SEC v. N. Norman Muller 052887 LR-11443 

SEC v. Paul David Heminger 071687 LR-11504 

SEC v. Lenard D. Cash, Jr., et al 092587 LR-11623 

Program Area-Delmquent Fllmgs: Fanns 3 & 4 

Name 01 Case Date Flied Release No 

SEC v. Samuel E. Beall, III 010587 LR-II326 

SEC v. Stelan L Gelnnger 010587 LR-II326 

SEC v John F. Shanley 010587 LR-II326 

SEC v J Ted Conham, et al 071487 LR-11497 
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Program Area-Delinquent Filings' Issuer Reporting 

Name of Case 

SEC v. Intemational CapHal Corp .. 
SEC v. leadership Properties, Inc. 

SEC v Detrort Texas Gas Gathenng Co. 
SEC v. Northstar Minerals, Inc 

SEC v. Alanco, Ltd. . ..... 
SEC v. The Rolfrte Co .. 

SEC v. American Land Co., et al 

Program Area-Delinquent Filings' Issuer Reporting 

Name of Case 

SEC v Republic Resources, Inc. 
SEC v. Unique Moblilly Inc. .. 

SEC v US Video Vending Corp. 
SEC v. Caprtal Enterprises, Inc. . .... 

SEC v. Centennial AcqUlsrtlons, Inc. 
SEC v. Coastal Funding Corp. . .. 

SEC v. Enclbar Inc. . 
SEC v Flntech Inc ... 

SEC v. GUide Energy Inc. ..... . 
SEC v Unrted Educators Inc , et al 

SEC v. Eurocar Imports Corp. 
SEC v Stephen E Hann .. 

Program Area-Fraud Against Regulated Entities 

Name of Case 

SEC v Bruce B. Paul 

Program Araa-/nslder Trading 

Name of Case 

In the Matter of David S Brown . . 
In the Matter of Ivan F Boesky .. 
In the Matter of Randall 0 Cecola ...... ... . ... 

In the Matter of Robert Salsbury .. .... . .. 
In the Matter of Martin A. Siegel .... . .. 
In the Matter of Bernhard Meir 
In the Matter of Robert D'EIIa, et al ......................... .. 
In the Matter of Kidder, Peabody & Co., Inc. .... . 
SEC v. James F. Flaherty, Jr. . .... ... .. .. .. 
SEC v. DaVId S. Brown . . ... . 
SEC v llan K. Reich .... ..... .. .... .. 
SEC v. Alfred E. Kopfmann, II, et al .. .... ..... . .. 
SEC v. Ivan F Boesky . 
SEC v. Randall D. Cecola .. 
SEC v. Alfred Elhott 
SEC v. Anthony A DePalma 
SEC v. Melvin N. Pomerantz .......................... . 

SEC v. MIChael N David .. 

SEC v. Samuel M. Aksler, et al. ........ .. .. .. .. .. .. .. .. .. ... .. 

SEC v. MarlIn A. Sl8Qel ................................. . 

SEC v. Nahum Vaskevrtch. . .. .... .... . ................ . 

SEC v. Israel G. Grossman, et al. ............ . 
SEC v. Robert Salsbury . .... .... ........ ... 

SEC v. Wilham Adams, et al . 
SEC v. Hendnx R. Bull ......................... . 

Program Araa-/nslder Trading 

Name of Case 

SEC v. John Naylor Clark, III, et al 

SEC v. Kidder, Peabody & Co., Inc. .... .. 
SEC v. Russell S. Douglas 

SEC v. Mal'Vln H. Ingram . . ............ . 
SEC v. Robert D'Eha, et al. . . . . . . . . . . . . . . . . .. . .. 
SEC v. Ira Michael Patton, et al. . ... . .. 

SEC v. Dennis Gillette. .. .......... . 
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Date Filed Release No 

121686 LR·11309 
122986 LR·11323 
022487 LR·11361 
031287 LR·11368 

032087 LR·11374 
033187 LR·11387 

052887 LR·11443 

Date Flied Release No 

041787 LR·11406 

050187 LR·11420 
062387 LR·11470 

092287 LR·11548 
092287 LR·11549 

092287 LR·11550 
092287 LR·11551 
092287 LR·11552 

092287 LR·11553 
070987 LR·11484 

081087 LR·11508 
092587 LR·11578 

Date Filed Release No 

093087 LR·11579 

Date Filed Release No 

100986 34·23698 
111486 34·23802 
122286 34·23919 
012187 34·24019 
021387 34·24098 
031387 34·24499 
032087 34·24295 
080487 34·24543 
101486 LR·11254 
100986 LR·11245 
100986 LR·11246 
102886 LR·11276 
111486 LR·11288 

122286 LR·11313 
123086 LR·II335 
123086 LR·II333 

121186 LR·II305 
121086 LR·II334 

122386 LR·11325 

021387 LR·11354 

031187 LR·11365 

021787 LR·11359 

010787 NONE 
051387 LR·II439 

040787 LR·11395 

Date Filed Release No 

052087 LR·II440 

060487 LR·11452 
062987 LR·11479 
062387 LR·11482 
072887 LR·11499 
091087 LR·11561 
072787 LR·11502 



SEC v. Albert Tate, et aI. ......... . ................ . 
SEC v. ArmIn Kaufman ............. . 
SEC v John M. Cochran ................... . .. 
SEC v Chartes R DavIs, et al. .. . ........... . 

Program Area-Investment AdVIser 

Name 01 Case 

In the Matter 01 Harmon FinancIal Management, et al 
In the Matter 01 Lance Brolman 
In the Matter 01 InstrtulJonal Caprtal Growth, Inc, et al. . 
In the Matter 01 Cabot Money Management, Inc., et al. 

In the Matter 01 MIchael DavId Marant 
In the Matter 01 Staton Investments, Inc., et al 

In the Matter 01 The Opportunrty Prospector, Inc .. et al. 
In the Matter 01 Joseph L. Usry ., 
In the Matter 01 Mlnon Adams Corey .......... . 
In the Matter 01 Raymond S. Flcere, Sr 

In the Matter 01 Stiles-Lane & Assoc18ted, Inc., et al. .. 
In the Matter of Max Edward Zavanelh, et al 

In the Matter 01 Alfred S. Bearman, et al. 
In the Matter 01 Hutson Management Co 

In the Matter of George S. Goldner .. 
In the Matter of Barry ZlSk,n . 

In the Matter of John Martone ............ . .. . 
SEC v. Robert A Dllanni . . . .. .. . ............ .. .. 

SEC v FIrst WIlshire Secuntles Management, Inc., et al 

Program Area-Investment Company 

Name of Case 

In the Matter of Thomas W. BuckIngham .......... . 
In the Matter 01 Paul Guilden ....... .... . ....... . 

In the Matter of David Lubart ... . .. . ........... . 
In the Matter of Joseph Flusfeder, et al. ... ..... . .. . ........................ . 
In the Matter of JHM Management, Inc., et al. .... . . . . .. . ................. . 

SEC v. Quillin Porter, et al. ............................. .. .. ...... .. .. . .... . 

Program Are9-/ssuer FmanCial DIsclosure 

Name of Case 

In the Matter of West Coast Hair Products. . ...... . 

In the Matter of Pre-Paid Legal SelVlCes, Inc. ........ .. .. 
In the Matter of Marsh & Mclennan Co ,Inc. . .... .... . .............. . 
In the Matter of ContInental IIhnois Corp. . .............. . 
In the Matter of First Chicago Corp. . .... . 
In the Matter of Benny AgUIrre, et al. 
In the Matter of Leo D. Sye ...... . ............ . 
In the Matter of Wespercorp ..... .. 
In the Matter of Universal Money Centers, Inc 
In the Matter of Texas Commerce Bancshares, Inc. .. 
In the Matter of DeLaurentllS EntertaInment Group, Inc 
In the Matter of Quantum FInancIal ServIces, Inc 

In the Matter of Human Edge 
In the Matter of Huber, Erickson & Butler, et al. . 
In the Matter of KMG MaIn Hurdman 

In the Matter of Stephen Kutz 

In the Matter 01 MarvIn 0 Haney . 

In the Matter 01 W,lham 0 Sauers 

In the Matter of C. O'Neil Rasmussen . 

In the Matter of Myron K. Berryman 
In the Matter of RIchard S. GIlman ...... . 
PRIVATE PROCEEDING . . . . . . . . .. . .... 

SEC v. Berk & Co ,Inc. .. .. 
SEC v. Balanced FInancIal Management, Inc., et al .. 

SEC v. Grant Thorrrton, et al. ................... . 

SEC v. CoEIco, Ltd., et al. ..... . .. . 

SEC v Robert E DeBiasse, et al 
SEC v. Paul T. Van WInkle, et al. ..... .. .. ..... .. 

SEC v. Dorothy M. Conway, et al. ......................................... . 
SEC v. Electro-Catheter Corp., et al. .... .... . . . .. ... .. ... . 

071487 
090387 
092887 
091787 

Date Filed 

120386 
100286 
010287 
032387 

020587 
011287 

022387 
040387 
051487 

051187 
081087 
081787 

092387 
081787 

081487 
092987 

093087 
072787 

072387 

Date Filed 

100286 
021387 
021387 

021287 
093087 

052687 

Date Filed 

082487 
122286 
012287 
022787 
061087 
060287 
060287 
051887 
092887 
081787 
081087 
012787 
092587 
101086 
032587 

012887 

012887 

041387 

093087 

090387 

092987 
080487 

120186 

101586 
101686 

120886 
111386 

031387 

012287 

020487 

LR-11485 
LR-11529 
LR-11572 
LR-11658 

Release No. 

lA-l050 
lA-I 044 
IA-l 051 
IA-l063 

IA-l 056 

IA-l 053 
IA-l 059 
IA-1065 
IA-l 069 

IA-1068 
IA-l075 

IA 1077 
IA 1082 

IA 1078 
IA-l 076 

IA 1084 
IA 1089 
LR-11500 

LR-11493 

Release No. 

IC-l5342 
IC-15578 
IC-15577 

IC-15575 
IC-16021 

LR-ll448 

Release No. 

AAER 147 

AAER 121 
AAER 124 
AAER 128 
AAER 134 
34-24535 
AAER 137 
AAER 132 

AAER 156 
AAER 146 
AAER 144 

33-6686 
AAER 154 
AAER 115 
AAER 129 

AAER 127 

AAER 126 

34-24331 
AAER 161 

AAER 150 
AAER 159 

NONE 

LR-11302 
AAER 117 

AAER 118 

LR-11315 
AAER 119 

LR-11373 

LR-II339 
LR-11347 
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SEC v. Storage Technology Corp. . ............ . 
SEC v. A1mado, Inc., et al ..... ............. .. 
SEC v. Human Edge . .. . .......... . 
SEC v. West Coast Hair Products, et al .. 
SEC v Jerald Moskowllz, et 81. .. . ..... . 
SEC v. Edward V. Gallagher, el al. " 
SEC v Windsor Holdings Corp., et al. .. .. 
SEC v Robert 0 Mowry, et al. .............. . 
SEC v. Earl Brown, et aI. . .. 
SEC v. Anthony Peter Strangle, et al. .. 
SEC v Donald E. Brown .. . ........... . 
SEC v. Fredenck Ho~rop, el al ....... . ..... . 
SEC v. Henry H. McFllker, et al. ... . ...... . 
SEC v. George W. Alkinson, et al. ...... . .. . 
SEC v. Kaypro Corp. . .. 
SEC v. Texscan Corp., et al . . ... 
SEC v. FinallClal Corp. of Amenca .. 

Program Area-Issuer Financial Disclosure 

Name of Case 

SEC v. MIchael Clinger, et al ........ .... .... . .. 
SEC v. Cardillo Travel Systems Inc., et al ... .... . .. 
SEC v. Robert D. Widergren ... ........ . .. 
SEC v. Pros Intemallonal, Inc , et al. . .. 
SEC v. Westmore International Inc., et aI. ... . ... 

Program Area-lssuer Related Party Transactions 

Name of Case 

In the Malter of Graemer K. Hi~on ....... ... . .. 
In the Matter of Clayton A Sweeney . .. .... . .......... . 
SEC v. WaUace C. Sparkman, et al. .......... . . . . . . .. ........... ...... '" .. . 
SEC v. Robert J. Buckley .................... . .............. .. 
SEC v. Allegheny Internationallnc. . . . . . . . . . . . . . . . . .. ...... ... .. 

Program Area-Market ManIpulation 

Name of Case 

In the Matter of RA Johnson & Co., Inc. .. ..... ......... .. ....... ......... . .. 
In the Malter of Jefferies & Co., Inc., et al. .. . . .. ............ ... ....... . ...... . 
In the Malter 01 Joseph V Pignatiello .......•................. .... . ............. . 
In the Malter 01 Edward Michael Furlong ... ... . ........................... . 
In the Malter of David Allen Parker, et aI. ...... . .............. " ... . 
In the Malter of Richard Bo~on . ........ .............. .. ... ... . ............ . 
In the Malter of David Sl8gel .. . . . . . .. . ............ . 
SEC v. Kenneth R. Bums, et aI. .. ....... . ........... . 
SEC v. Boyd L Jeffenes, et aI. .... .... . .......... . 
SEC v. Andrew Nanos, et 81. .. ........ ..... . .............. . 
SEC v. Magna Technologies Inc., et aI. ... . . . . . . . . . . . . .. . .. 
SEC v. Medical DlSp8nsing Systems, Inc., et al. ............ . .. 

Program Area-Offering Violations (By Non-Regulated En/ltles) 

Name of Case 

In the Malter of M. Rlmsan & Co., Inc., et al ...... . .. .. . ....... . 
In the Malter of Jerald Newman ... ... . . . . . . . . .. ... .. .. .. 
In the Malter of D8VId Leroy Bustrum, et aI. .... . . . . . .. '" .. 
In the Malter of Larry B. Groover .. ........... ......... ... .. ... ... . ....... . 
In the Malter of GSS S Venture Caprtal Corp. ... ... . ..................... . 
In the Malter of Sherwood Fln8llClai Ud. ... .... ... .. ....... ... ...... .. 
In the Malter of PhIlip C. Cordek .. ... ... ..................... ... ... . ....... . 
In the Matter of F. N. Wolf & Co., Inc. .. .... . .. ........... . .. . 
In the Malter of Bunker Secunties Corp., et al. ..... . ......... . 

Program Area-Offering Violations (By Non-Regulated Entities) 

Name of Case 

In the Malter of Balsa Donde U.s.A, Inc. ........ .... . .. . 
In the Malter of Lowtech, Inc. ..... ... . ................ . 
In the Malter of Pagetus, Inc. .............................. ....... ...... ..... . 
In the Malter of Berry Palch Investments, Inc. ..•........................ . ......... . 
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012787 
060587 
062287 
040887 
040987 
062587 
060287 
051887 
060587 
090187 
092287 
072487 
090287 
092487 
092587 
092887 
092187 

Date FIled 

072787 
072287 
081287 
082887 
092587 

Date FIled 

090987 
090987 
083187 
090987 
082787 

Dale Ried 

011287 
031987 
051187 
041387 
093087 
093087 
072187 
122286 
031987 
040987 
050687 
093087 

Date Filed 

121286 
051587 
062587 
042187 
061787 
061787 
093087 
093087 
093087 

Date Ried 

120986 
051287 
090487 
090287 

AAER 125 
LA-11482 
MER 136 
LA-11398 
MER 140 
LR-11471 
MER 138 
LR-11436 
LA-11453 
LR-11539 
MER 162 
MER 149 
AAER 157 
LR-11567 
LR-11599 
MER 164 
MER 153 

Release No 

MER 142 
LR-11492 
LR-11511 
MER 148 
LA-11580 

Release No. 

34-24887 
34-24888 
LA-11532 
AAER 152 
AAER 151 

Release No. 

34-23985 
34-24231 
34-24443 
34-24335 
34-24967 
34-24958 
34-24719 
LA-11362 
LR-11370 
LR-11402 
LA-11429 
LA-11563 

Release No. 

34-23887 
34-24457 
34-24642 
34-24373 
34-24597 
34-24598 
34-24966 
34-24959 
34·24960 

Release No. 

3:Hl68O 
33-6712 
33-6739 
33-6737 



In the Maller of Mohave MInerals Inc. ... ... ... .. .. 
In the Maller of Hughes Caprtal Corp . 
In the Matter of Newsearch Restaurants, Inc 
In the Maller of GIN Enterpnses, Inc 
SEC v. Caprtal Systems Corp. . ..... 
SEC v. Balsa Donde U.SA Inc., et al. 
SEC v Texam Resources Inc, et al 
SEC v Steven A Keyser ....... ... 
SEC v James R. Bramble, et al. .. 
SEC v. HeaHhdyne, Inc. .. 

SEC v. Powers & Sadowski, Inc., et al 
SEC v. GSS Venture Cap~al Corp., et al. . 

SEC v Robert Cooper, et al. 
SEC v Southwest Bank & Trust Co , Ltd. 

SEC v. FP Industnes, Inc., et al. .' 
SEC v Thomas C ShIU, et al. 
SEC v Newport Interstate propertIes, Inc., et al. 

SEC v. Bemhard Dohrmann, et al. 
SEC v. Petro-Serve, Ltd , et al ..... .. 

SEC v PacifIc & Texas Plpehne & TransportatIon Co., et al. 
SEC v MIchael K. Thomas, et al. .. 

SEC v. NatIonal Petroleum Inc., et al ..... 
SEC v. Ohver C Reese 
SEC v. Interstate ExploratIon, Inc., et al 
SEC v Pulsar 011 & Gas, Inc .. et al 

SEC v Stephen MIchael Wood 
In the Maller of PIoneer Venture Corp., et al 

Program Area-Offering Vlola&ons (By Regulated EntitIes) 

Name of Case 

In the Maller of Jack R MathIas, et al. 
In the Maller of Caprtal SunbeH Securrtles, Inc., et al 

In the Matter of Joseph M Elhs ..... 

In the Maller of Robert Gray GIbson 
In the Maller of Malcolm Kanan . .. 

In the Maller of Hugh F Sackell 
In the Maller of HamlHon Grant & Co., Inc .. et al. 
In the Maller of Tax & FinancIal ProgrammIng Inc, et al 
SEC v Charles R Harmon, et al. 

SEC v Phlhp Cordek, et al 

Program Area-Offenng Viola&ons (By Regulated EntIties) 

Name of Case 

SEC v Dennrs A Thomas, et al 
SEC v. Caprtal SunbeH Investments, Inc 
SEC v. Charles Phlhp Elhot, et al. . 
SEC v. James D Holmes, et al 
SEC v. Morgan Petroleum Inc , et al. 
SEC v. WorldWIde Investment Research, Ltd , et al 
SEC v WIllIam Edgar Crowder, et al 

08t387 
072087 

032087 
060287 
120886 
120986 
t20486 
013087 
032087 
060387 
042287 

061787 
052187 

060487 
063087 
090487 

081887 
091087 
072387 

092487 
092487 

093087 
093087 
082187 
093087 
093087 

082787 

Date FIled 

120886 
030487 

012087 

032387 
052687 

093087 
070787 

093087 
120386 
120986 

Date FIled 

111486 
102386 
033187 
031987 
092287 
092587 
092887 

33-6729 
33-6725 
33-6694 
33-6716 
LR-11312 
LR-11303 
NONE 
LR-11357 
LR-11413 
AAER 135 
LR-11424 

LR-11467 
LR-114M 

LR-11468 
LR-11481 
LR-11537 
LR-11520 

LR-11536 
LR-11495 
LR-11577 

LR-11590 
LR-11592 
LR-11591 
LR-11584 

LR-11600 
LR-11585 
33-67311 

Release No. 

34-23865 
34-24177 

34-24015 

34-24248 

34-24509 
34-24962 
34-24679 
IA 1088 

LR-11299 
LR-11310 

Release No. 

LR-11301 
LR-11294 
LR-11408 
LR-11392 
LR-11555 
LR-11573 
LR-11575 
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Table 34 
ENFORCEMENT CASES INITIATED BY THE COMMISSION 

DURING FISCAL 1987 IN ,VARIOUS PROGRAM AREAS 
(Each case IMlated has been Included In only one category listed below, even though 
many cases involve multiple allegations and may fall under more than one category) 

Program Area In Which a 
Civil Action or AdministratIVe 
Proceeding Was Inrtlated 

Broker-Dealer Ceses 

(a) Backofflce 
(b) Fraud Against Customer 
(c) Stock Loan .. . 
(d) Other 

Total Broker-Dealer Cases . 

Securities Offef/ng Cases 

(a) Non-regulated Entrty 
(b) Regulated Entrty ........... . 

Total Secuntles Offering Cases 

Issuer FinancIal Disclosure 

Insider Tradmg Cases .... 

Other Regulated En&ty Cases 

(a) Investment Advisers . . ... 
(b) Investment Companies .. 

Total Other Regulated Entrty Cases 

Contempt Proceedmgs 

(a) CIVil. 
(b) Cnmlnal 

Total Contempt Proceedings 

Market MampulatlOn Cases .. 

Related Party Transac&ons ... 

Corporate Control VIOlations . 

Fraud Agamst Regulated Entity 

SUBTOTALS. 

Delmquent Filmgs 

(a) Issuer Reporting 
(b) Forms 3 & 4 . 

GRAND TOTALS 

CIVil 
Actlons1,2 

6 (7) 
7 (t9) 
t (1) 
3 (3) 

17 (30) 

22 (95) 

~ 
31 (131) 

30 (92) 

28 (57) 

2 (4) 
__ (_2) 

3 (6) 

9 (15) 

~ 

13 (22) 

5 (28) 

3 (5) 

3 (4) 

_1 __ (_1) 

134 (369) 

19 (21) 
4 (5) 

'The number of defendants and respondents IS noted parenthetically 

AdministratIVe 
Proceedings 

11 (17) 
30 (45) 

1 (1) 

~ 
58 (86) 

16 (19) 

~ 
24 (32) 

22 (25) 

8 (9) 

17 (26) 
5 (10) 

22 (36) 

o (0) 

~ 

o 

7 

2 

o 
o 

(0) 

(9) 

(2) 

(2) 

(0) 
(0) 

1-hls category Includes InjunctIVe actions, and civil and criminal contempt proceedings. 
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Total' 

17 (24) 
37 (64) 
2 (2) 

~ 
75 (116) 

38 (114) 

~ 
55 (163) 

52 (117) 

36 (66) 

19 (30) 
6 (12) 

25 (42) 

9 (15) 
4 (7) 

13 (22) 

12 (37) 

5 (7) 

4 (6) 

_1_(_1) 

280 (573) 

19 (21) 
4 (5) 

303 (599) 

%ofTotal 
Cases 

25% 

19% 

17% 

12% 

9% 

4% 

4% 

2% 

1% 

0% 

6% 
1% 

100% 



Table 35 
INVESTIGATIONS OF POSSIBLE VIOLATIONS OF THE ACTS 

ADMINISTERED BY THE COMMISSION 

Pending as of October 1. 1986 
Opened In fiscal year 1987 

Total 
Closed In fiscal year 1987 .... .' 

Pending as of September 30. 1987 

During the fiscal year ending Sep
tember 30, 198772 Formal Orders of 
Investigation were issued by the Com
mission upon recommendation of the 
Division of Enforcement. 

Table 36 

ADMINISTRATIVE PROCEEDINGS INSTITUTED DURING FISCAL YEAR 
ENDING SEPTEMBER 30, 1987 

Broker-Dealer Proceedings . 
Investment AdViser and Investment Company Proceedings . 
Stop Order and Regulation A Proceedings 
Rule 2(e) Proceedings 
Disclosure Proceedings (Section 15(c)(4) of the Exchange Act) 

Total Proceedings In fiscal year 1987 .. 

1976 
1977 
1978 
1979 
1980 
1981 .... 
1982. 
1983 
1984 
1985 .. 
1986 
1987 

Fiscal Year 

Trading Suspensions 

Table 37 

INJUNCTIVE ACTIONS 

Actions Inrtlated 

158 
166 
135 
108 
103 
115 
136 
151 
179 
143 
163 
142 

Defendants Named 

722 
715 
607 
511 
387 
398 
418 
416 
508 
385 
488 
376 

743 
322 

1.065 
234 

731 

89 
25 
10 
9 

13 

146 

During fiscal year 1987, the Commission 
suspended trading in the securities of 
twelve companies. This compares with five 
in fiscal year 1986. In most instances, the 
trading suspension was ordered because of 
substantial questions as to the adequacy, 

accuracy or availability of public informa
tion concerning the company's financial 
condition or business operations, or be
cause transactions in the company's secu
rities suggested possible manipulation or 
other violations. 
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Foreign Restricted List 

The Securities and Exchange Commis
sion maintains and publishes a Foreign 
Restricted List which is designed to put 
broker-dealers, financial institutions, inves
tors and others on notice of possible unlaw
ful distributions of foreign securities in the 
United States. The list consists of names of 
foreign companies whose securities the 
Commission has reason to believe have 
been, or are being offered for public sale in 
the United States in possible violation of the 
registration requirement of Section 5 of the 
Securities Act of 1933. The offer and sale of 
unregistered securities deprives investors 
of all the protections afforded by the Secu
rities Act of 1933, including the right to re
ceive a prospectus containing the informa
tion required by the Act for the purpose of 
enabling the investor to determine whether 
the investment is suitable for him. While 
most broker-dealers refuse to effect trans
actions in securities issued by companies 
on the Foreign Restricted List, this does not 
necessarily prevent promotors from ille
gally offering such securities directly to 
investors in the United States by mail, by 
telephone, and sometimes by personal 
solicitation. The follOwing foreign corpora
tions and other foreign entities comprise 
the Foreign Restricted List. 

1. Aguacate Consolidated Mines, Incor
porated (Costa Rica) 

2. Alan MacTavish, Ltd. (England) 
3. Allegheny Mining and Exploration 

Company, Ltd. (Canada) 
4. Allied Fund for Capital Appreciation 

(AFCA, SA) (Panama) 
5. Amalgamated Rare Earth Mines, Ltd. 

(Canada) 
6. American Industrial Research SA, 

also known as Investigation Industrial 
Americana, SA (Mexico) 

7. American International Mining (Ba
hamas) 

8. American Mobile Telephone and 
Tape Co., Ltd. (Canada) 

9. Antel Intemational Corporation, Ltd. 
(Canada) 

10. Antoine Silver Mines, Ltd. (Canada) 
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11. ASCA Enterprisers Limited (Hong 
Kong) 

12. Atholl Brose (Exports) Ltd. (England) 
13. Atholl Brose Ltd. (England) 
14. Atlantic and Pacific Bank and Trust 

Co., Ltd. (Bahamas) 
15. Bank of Sark (Sark, Channel Islands, 

U.K.) 
16. Briar Court Mines, Ltd. (Canada) 
17. British Overseas Mutual Fund Corpo

ration Ltd. (Canada) 
18. California & Caracas Mining Corp., 

Ltd. (Canada) 
19. Caprimex, Inc. (Grand Cayman, Brit

ish West Indies) 
20. Canterra Development Corporation, 

Ltd. (Canada) 
21. Cardwell Oil Corporation, Ltd. (Can

ada) 
22. Caribbean Empire Company, Ltd. 

(British Honduras) 
23. Caye Chapel Club, Ltd. (British Hon

duras) 
24. Central and Southern Industries 

Corp. (Panama) 
25. Cerro Azul Coffee Plantation (Pan-

ama) 
26. Cia. Rio Banano, SA (Costa Rica) 
27. City Bank A.S. (Denmark) 
28. Claw Lake Molybdenum Mines, Ltd. 

(Canada) 
29. C1aravella Corporation (Costa Rica) 
30. Compressed Air Corporation, lim

ited (Bahamas) 
31. Continental and South em Industries 

SA (panama) , 
32. Crossroads Corporation, SA (pan

ama) 
33. Darien Exploration Company, SA 

(Panama) 
34. Derkglen, Ltd. (England) 
35. De Veers Consolidated Mining Cor

poration, SA (Panama) 
36. Doncannon Spirits, Ltd. (Bahamas) 
37. Durman, Ltd. Formerly known as 

Bankers International Investment 
Corporation (Bahamas) 

38. Empresia Minera Caudalosa de
Panama, SA (Panama) 

39. Ethel Copper Mines, Ltd. (Canada) 



40. Euroforeign Banking Corporation, 
Ltd. (panama) 

41. Finansbanker a/s (Denmark) 
42. First Uberty Fund, Ltd. (Bahamas) 
43. General Mining S.A. (Canada) 
44. Global Explorations, Inc. (Panama) 
45. Global Insurance, Company, Umited 

(British West Indies) 
46. Globus Anlage-Vermittlungsgesell

schaft MBH (Germany) 
47. Golden Age Mines, Ltd. (Canada) 
48. Hebilla Mining Corporation (Costa 

Rica) 
49. Hemisphere Land Corporation Um-

ited (Bahamas) 
50. Henry Ost & Son, Ltd. (England) 
51. Hotelera Playa Flamingo, S.A. 
52. Intercontinental Technologies Corp. 

(Canada) 
53. International Communications Cor

poration (British West Indies) 
54. International Monetary Exchange 

(Panama) 
55. Intemational Trade Development of 

Costa Rica, S.A. 
56. Ironco Mining & Smelting Company, 

Ltd. (Canada) 
57. James G. Allan & Sons (Scotland) 
58. Jojoba Oil & Seed Industries S.A. 

(Costa Rica) 
59. Jupiter Explorations, Ltd. (Canada) 
60. Kenilworth Mines, Ltd. (Canada) 
61. Klondike Yukon Mining Company 

(Canada) 
62. KoKanee Moly Mines, Ltd. (Canada) 
63. Land Sales Corporation (Canada) 
64. Los Dos Hermanos, SA. (Spain) 
65. Lynbar Mining Corp. Ltd. (Canada) 
66. Massive Energy Ltd. (Canada) 
67. Mercantile Bank and Trust & Co., Ltd. 

(Cayman Island) 
68. J.P. Morgan & Company, Ltd., of Lon

don, England (not to be confused 
with J.P. Morgan & Co., Incorporated, 
New York) 

69. Norart Minerals Umited (Canada) 
70. Normandie Trust Company, S.A. 

(panama) 
71. Northern Survey (Canada) 
72. Northern Trust Company, S.A. 

(Switzerland) 
73. Northland Minerals. Ltd. (Canada) 

74. Obsco Corporation, Ltd. (Canada) 
75. Pacific Northwest Developments, 

Ltd. (Canada) 
76. Pan-Alaska Resources, S.A. (Pan

ama) 
77. Panamerican Bank & Trust Com-

pany (Panama) 
78. Pascar Oils Ltd. (Canada) 
79. Paul pic Gold Mines, Ltd. (Canada) 
80. Pyrotex Mining and Exploration Co., 

Ltd. (Canada) 
81. Radio Hill Mines Co., Ltd. (Canada) 
82. Rancho San Rafael, S.A. (Costa Rica) 
83. Rodney Gold Mines Umited (Canada) 
84. Royal Greyhound and Turf Holdings 

Umited (South Africa) 
85. SA. Valles & Co., Inc. (Philippines) 
86. San Salvador Savings & Loan Co., 

Ltd. (Bahamas) 
87. Santack Mines Umited (Canada) 
88. Security Capital Fiscal & Guaranty 

Corporation SA. (panama) 
89. Silver Stack Mines, Ltd. (Canada) 
90. Societe Anonyme de Refinancement 

(Switzerland) 
91. Strathmore Distillery Company, Ltd. 

(Scotland) 
92. Strathross Blending Company Um

ited (England) 
93. Swiss Caribbean Development & Fi-

nance Corporation (Switzerland) 
94. Tam O'Shanter, Ltd. (Switzerland) 
95. Timberland (Canada) 
96. Trans-American Investments, Um

ited (Canada) 
97. T rihope Resources, Ltd. (West Indies) 
98. Trust Company of Jamaica, Ltd. 

(West Indies) 
99. United Mining and Milling Corpora-

tion (Bahamas) 
100. Unitrust Umited (Ireland) 
101. Vacationland (Canada) 
102. Valores de Inversion, SA. (Mexico) 
103. Victoria Oriente, Inc. (Panama) 
104. Warden Walker Worldwide Invest

ment Co. (England) 
105. Wee Gee Uranium Mines, Ltd. (Can

ada) 
106. Westem Intemational Explorations, 

Ltd. (Bahamas) 
107. Yukon Wolverine Mining Company 

(Canada) 

153 



Right to Financial Privacy 
Section 21 (h) of the Securities Exchange 

Act of 1934 (15 U.S.c. 78u(h)(6») requires 
that the Commission "compile an annual 
tabulation of the occasions on which the 
Commission used each separate subpara
graph or clause of (Section 21(h)(21») or 
the provisions of the Right to Financial Pri
vacy Act of 1978 [12 U.S.c. 3401-22 (the 
RFPA») to obtain access to financial records 
of a customer and include it in its annual re
port to the Congress." 

During the fiscal year. the Commission 
made no applications to courts for orders 
pursuant to the subparagraphs and clauses 
of Section 21(h)(2) to obtain access to fi-
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nancial records of a customer. The table 
below sets forth the number of occasions 
upon which the Commission obtained ac
cesss to the financial records of a customer 
using the procedures provided by (i) Sec
tion 1105 of the RFPA (12 U.S.c. 3405]. ap
plicable to administrative subpoenas; (ii) 
Section 1104 of the RFPA [12 U.S.c. 3404]. 
applicable to customer consents; and (iii) 
Section 1107 of the RFPA [12 U.S.c. 3407]. 
applicable to judicial subpoenas. 

Section 
1104 

3 

Section 
1105 
112 

Section 
1107 

1 



CORPORATE 
REORGANIZATIONS 

During fiscal year 1987, the Commission 
entered its appearance in 32 reorganization 
cases filed under Chapter 11 of the Bank
ruptcy Code involving companies with ag
gregated stated assets of about $22.6 bil
lion and close to 380,000 public investors' 
including the Texaco Chapter 11 case with 
assets of $18.3 billion and about 275,000 
public investors. Counting these new cases, 

the Commission was a party in a total of 
133 Chapter 11 cases during the fiscal year 
In these cases the stated assets totalled ap
proximately $42.1 billion and almost 1 mil
lion public investors were involved. During 
fiscal year 1987,35 cases were concluded 
through confirmation of a plan of reorgan
ization, dismissal, or liquidation, leaving 98 
cases in which the Commission was a party 
at year-end. 

Table 38 

REORGANIZATION PROCEEDINGS UNDER CHAPTER 11 OF THE BANKRUPTCY CODE 

IN WHICH COMMISSION ENTERED APPEARANCE 

Debtor 

ADI ElectronICS .. . ... .. ... ... ... . . . . . . . . . . . 
AH. Robins Co., Inc. .. ...... ............ . . ... .. .. .. 
AlA Industries, Inc. ....... ................. ...... ... . ... . 
Air Florida System, Inc. .................................... .. 

Air One, Inc. ..............................•................. 
Airlift International, Inc. . ..................................... . 
Allis-Chalmers .................•............................ 
AItec Corp .............•................................... 

Amarex, Inc. ... .... ...... ... ... .... .... ...... ..... . 
Arnencan Fuel Tech.,Inc. .......................... ..... .. 
American MonHor Corp. ...................... ... ... ..... . 
Amlesco Ind., Inc. ............................. .. ...... . .. 

Amloodlnd ................................................ . 
ATUnc ............ . ..........•................ 
Beker Industries Corp. . ..................................... . 
Berry Industnes Corp. . .. .. . . . .. ... . . . . 

Bevill, Bressler & Schulman' .. 
The Bishop's Glen Fndn., Inc.' 
Branch Industnes, Inc. 
Buttes Gas & 011 Co. . 

Caprtol Air, Inc . . . . . . . . . . . . . . . . . . . .. .. 
Castle Industnes, Inc. . . . ...... . .. . .............. . 
Chalet Gourmet Corp. ... . . . .. .......... . .. . 
Charter Co. . .............. . ...................... . 

CHel,lnc. .................... ..... .. .. .. .... .. 
Ctlywtde Secuntles Corp' . . . . .. .. . . 
CLC 01 America. . . . . . . . . .. . ........................... . 
CoElco Ltd. ................ ....... ....... ..... . ... . 

Colonl8l X·Ray Corp. . ....................................... . 
Columbia Data Products, Inc .. ... . . . . .. ... ......... . . 
CombustIOn ProtectIOn Corp. . . . . . . . . . .. ........... . ... .. 
Commodore Corporation . . ....... ........ . .... . 

Commonwealth 011 Relining Co., Inc 
Computer Depot, Inc .. . ... . 
Conesco Ind., Ltd ...... _'" 
Connor Corp. . ............... . 

Cook Unrted, Inc. ........................... . 
Cordyne Corp. ..... .. . ... . . . . . . . . . ............ . 
Crompton Co., Inc. ............................ .... .. .. 
Crutcher Resources Corp. .................... .... ...... .. 

District 

D. DE 
ED. VA 
E.D. PA 
S.D. FL 

E.D. MO 
S.D. FL 
SO. NY 
C.D. CA 

W.O. OK 
D. DE 
5.0 IN 
E.D NY 

N.D. IL 
D. NJ 
S.D. NY 
CD. CA 

0 NJ 
N.D. FL 
SO NY 
S.D. TX 

S.D. NY 
E.D. AR 
C.D. CA 
M.D. FL 

N.D CA 
S.D. NY 
E.D. MO 
C.D. CA 

S.D. FL 
D. MD 
ED. NY 
N.D. IN 

W.O. TX 
0 MN 
D. NJ 
E.D. NC 

N.D.OH 
D. OR 
SO NY 
SO TX 

FY 
Opened 

1987 
1985 
1984 
1984 

1985 
1981 
1987 
1985 

1983 
1987 
1986 
1986 

1986 
1985 
1986 
1985 

1985 
1985 
1985 
1986 

1985 
1987 
1985 
1984 

1985 
1985 
1986 
1986 

1986 
1985 
1987 
1985 

1984 
1986 
1986 
1987 

1985 
1987 
1985 
1987 

F.Y 
Closed 

1987 

1987 

1987 
1987 

1987 

1987 

1987 

1987 
1987 

1987 

1987 
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Table 38-Continued 
REORGANIZATION PROCEEDINGS UNDER CHAPTER 11 OF THE BANKRUPTCY CODE 

IN WHICH COMMISSION ENTERED APPEARANCE 

Debtor 

Dakota Minerals, Inc. . ...... . 
D'Lrtes of America, Inc. .. . .. 
Eastmet Corp " .... ... . 
Emons Industnes, Inc. ..... . 

EndotronlCS, Inc. ....... ...... . 
Energy Exchange Corp .... . 
Energy Managemerrt Corp. ... . .......... . 
Enertec Corp. . .. .. ....... .. .. .. .. .. 

Errterpnse Technologies, Inc ....... ... .. .. .... ... .. .. 
Equestnan Ctrs. of Arner., Inc. ....... . ........... . 
Evans Products Co. .......... .... .. ........ .. 
Fidelity American Flnanaai Corp.' . . .. .... . ..... . 

Financial & Bus. Serv" Inc' ........ ......... ... .. .. ... . 
Aan'gan Errterprises . ....... ... .... ............ ...... . 
Galaxy Oil Company. .. .. .. ..... .. .... .... ..... .. . 
General ExploratIOn Co. ............ ........ .. .. .. .. . .. . 

General Resources Corp.. ............. ........ .. .. .... .. 
GIC Govl Secunties, Inc.' .... .... .. .. ... ....... .. ..... . 
Global Marine, Inc... ............ ....... .. . .. .... .. .. 
Heck's, Inc. .......... . . . . . . . .. . . . . . . . . . . . . . . .. ... . 

Helionet1CS, Inc. .... .. ......... ...... .. . .. .. .... . .. . 
Holiday Resouroes, Inc. .................. . ............ . 
Hornecrafters Warehouse, Inc. ...... .. .. .... ... .... .. .. .. 
ICX,lnc .......................................... .. 

Inflight Services, Inc. . ..................... .. ............. .. 
Irrtn'l. Ins!. of Applied Tech., Inc. . . . . . . . . . . .. ......... . ...... .. 
Irrtemabonal Waste Water' ....... ........ . . . . . . . . . .. . .. . 
K8JSer Steel Corp. . ... ................. .. ..... .. 

Kenai Corp ................................ . 
LTV Corporation . . . . . .. . . . . . . . .. . . .. . . .. .... ........ . .. . 

::a~na!~~~'.:.:::'::::'::::::::'::::::::: ':::'.: 
McLean Industnes, Inc. ........ ............ .... .... .. .... . 
Manville Corp. ............. ........ ........ .... .. .... .. 
Michigan General Corp. ... .. . .. .... ... .. .. .. . .. ..... .. 
MIcrocomputer Memones, Inc. .... .............. ... .... .. . 

Mid-Amenca Petroleum, Inc. ....... . ........... , ............ . 
Midland Caprtal Corp. .......... .... ... ... ......... .. ... . 
Mission Insurance Group, Inc. .... .................. .. ...... . 
Murphy Industries, Inc. .......... ............. .. ..... .. 

Natn'I Bus. Commul'llCalions Corp ... " .......... .. ..... .. . 
NO Resouroe, Inc. ..... .. .... ................. .. . .. ... . 
New Brothers, Inc. ..... ........ ... .... .... ......... .. .. 
Nicklos 011 & Gas Co. ... .. .. . .. .. .. .. . .. .... .... ... .. 

Nucorp Energy, Inc ....... .... . .. .. .. .. .. .. . .. . .. ... . 
Ohio Ferro-Alloys Corp. . ............. .. .............. .. 
Oliver's Stores. . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . .... . 
Oxoco, Inc. ... . .... ... ... .... . .. .. .. .. ..... .. 

Pacific Express Holding, Inc. ........ .. . .. .... ... .... ... 
PaIUte 011 & Mining Corp. ................ . .. . .. .... .. ... 
Penn PacifiC Corp. .... .. .. .. .. .. . .. .. . .. 
Pettibone Corp ....... ... ...... 

Psych Systems ..... .. .... .. 
OT&T, Inc. . .............. ... .. ............... .. 
Roblin Industries, Inc. .... ... .. .. .... ......... .. .. .... . 
Ronco Teleproducts, Inc ........... ........ . . . . . . . .. . .... . 
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Dlstnct 

D. WY 
N.D GA 
D. MD 
S.D. NY 

D. MN 
WD. OK 
0 CO 
NO. TX 

5.0 TX 
C.D. CA 
S.D. FL 
ED. PA 

WD. NC 
5.0 FL 
N.D. TX 
N.D.OH 

N.D GA 
M.D. FL 
S.D. TX 
S.D. WA 

C.D. CA 
S.D. TX 
N.D. Al 
D. CO 

S.D. NY 
D. DC 
M.D PA 
D. CO 

5.0 NY 
S.D. NY 
W.O. OK 
0 HA 

S.D. NY 
S.D. NY 
N.D. TX 
C.D. CA 

N.D. TX 
S.D. NY 
C.D CA 

S.D. FL 
D. AZ. 
S.D GA 
S.D. TX 

S.D. CA 
N.D.OH 
E.D NY 
S.D. TX 

E.D. CA 
0 UT 
CD. CA 
NO. IL 

D. MD 
E.D NY 
W.D NY 
N.D. IL 

F.Y 
Opened 

1986 
1986 
1986 
1984 

1987 
1985 
1986 
1986 

1984 
1985 
1985 
1981 

1986 
1986 
1987 
1986 

1980 
1986 
1986 
1987 

1987 
1987 
1986 
1984 

1987 
1983 
1985 
1987 

1987 
1986 
1985 
1983 

1987 
1982 
1987 
1986 

1986 
1986 
1987 

1986 
1985 
1985 
1986 

1982 
1987 
1987 
1986 

1984 
1985 
1986 
1986 

1986 
1987 
1985 
1984 

F.Y 
Closed 

1987 

1987 
1987 
1987 

1987 

1987 

1987 

1987 

1987 

1987 
1987 

1987 



Table 38-Continued 
REORGANIZATION PROCEEDINGS UNDER CHAPTER 11 OF THE BANKRUPTCY CODE 

IN WHICH COMMISSION ENTERED APPEARANCE 

Debtor 

Rusco Industnes, Inc. 
Salant Corp . 
Seatrain Lines, Inc. . 
Selectors, Inc.. ..... 

ServamatlC Systems, Inc 
Shatterproof Glass Corp ... .. 
Shearsen-Murray Real Estate 

Fund, Ltd ... 
Spencer Cos., Inc 

SPW Corporallon 
Standard Metals Corp. 
State Cap~al Corp 
Steiger Tractor, Inc 

Storage Technology, Inc 
Swanton Corp 
Sykes Oatatronics, Inc. 
Taco Eds, Inc' .. . 

Tacoma Boatbuildlng Co . 
Techmcal Equ~les Corp 
Texaco, Inc 
Texscan Corp 

Tidwell Industries, Inc. 
Towle Manufactunng Con 
Transwestern Exploration . 
TWin C~ Barge, Inc ... 

UmmetCorp 
The Veta Grande Cos., Inc 
Victoria Station . 
Vldeostation, Inc 

W & J Sloane Corp. . 
Wedtech Corp . 
Westworld Commun~ 

Heatthcare, Inc. . . 
Wheatland Investment Co 1 

Wheellng·Prttsburgh Steel Corp . 
Windsor Ind , Inc 
Xenerex Corp .... 
ZZZ2 Best Co., Inc 

Total Cases Opened (FY 1986) 
Total Cases Closed (FY 1986) 

DIStrict 

S.D. GA 
S.D. NY 
SO. NY 
E.O. WA 

N.D. CA 
ED. MI 

N.O TX 
O. MA 

N.O TX 
O. CO 
M.O FL 
0 NO 

O. CO 
S.O NY 
WO. NY 
NO.OH 

S.O NY 
N.D. CA 
SO. NY 
0 AZ. 

NO. AL 
SO NY 
NO. OK 
O. MN 

N.O OH 
C.O. CA 
NO CA 
CD. CA 

SO NY 
S.D. NY 

C.O CA 
ED. WA 

WO. PA 
NO. IL 
W.O OK 
CD. CA 

'Debtor's securrtles not registered under Section 12(g) of the Exchange Act. 

FY 
Opened 

1986 
1985 
1981 
1986 

1986 
1987 

1987 
1987 

1985 
1984 
1985 
1986 

1985 
1985 
1986 
1984 

1986 
1986 
1987 
1986 

1986 
1986 
1985 
1987 

1986 
1986 
1986 
1985 

1986 
1987 

1987 
1985 

1985 
1986 
1986 
1987 

32 

FY. 
Closed 

1987 
1987 

1987 

1987 

1987 

1987 
1987 

1987 

1987 

1987 

1987 
1987 

35 
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Table 39 

Appropriated Funds vs Fees* Collected 
Dollars Millions 
300~------------------------------------~ 

250r-----------------------------------

200 1-------------------------------

150 1-----------------------------

100 1-----------------------

50 

O~_w~~~~~~~~~""~UU""UU~UU~~ 

FY 1976 77 78 79 80 81 82 83 84 85 86 1987 
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Table 40 

BUDGET ESTIMATES AND APPROPRIATIONS 
$(000) 

Fiscal 1982 Fiscal 1983 Fiscal 1984 Fiscal 1985 Fiscal 1986 FIscal 1987 

POSI- POSI- Posi- POSI- POSI- POSI-
Action tlons Money tlons Money tlons Money tlons Money tlons Money tlOns Money 

EstImate submrtted to the 
Office of Management 
and Budget 2,230 $87,970 2,016 $88,053 2,021 $94,935' 2,310 $105,880 2,181 $117,314 2,172 $123,089 

Action by the OffIce of 
Management and Budget . -248 -5,134 -120 -3,753 -125 -3,000 -268 -1,197 -121 -9,197 -86 -9,039 

Amount allowed by the 
Office of Management 
and Budget. 1,982 82,836 1,896 84,300 1,896 91,935 2,Q42 104,683 2,060 108,1172 2,086 114,050 

Action by the House of 
RepresentatIVes .. +20 -1,130 +125 +4,300 +203 +3,847 +4 -2,215 +23 +1,650 +1,050 

Sub-Total 2,002 81,706 2,021 88,600 2,099 95,782 2,046 102,468 2,088 109,767 2,086 115,100 
ActIOn by the Senate . +19 +2,594 -560 -170 -5,190 -4 +2,869 -28 +588 -1,050 

Sub-Total. ........ 2,021 84,300 2,021 88,040 1,929 90,592 2,042 105,337 2,060 110,355 2,086 114,050 
Action by conferees -1,394 +92 +2,408 +4 +20 +745 +450 
Annual fundIng level 2.021 82,906 2,021 88,040 2,021 93,000 2,046 105,337 2,080 111,100 2,086 114,500 
Supplemental appropriatIon +400 +1,650 +1,000 +1,045 
SequestratIon -4,777 

Total fundIng level 2,021 83,306 2,021 89,690 2,021 94,000 2,046 106,382 2,080 106,323 2,086 114,500 

'Includes $3,135,000 not In origInal OMB submISSIon for pay Increase expenses conSidered by Congress In Inrtlal dehberatlOns. 
21ncludes 14 posrtlons and $850,000 for Pubhc Ultlrty RegulatIon actlVrtles whIch were excluded from the agency submISSion but conSIdered by Congress 




