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6DMEMORANDUM FOR THE PRESIDENT
(45,1; Subject: Enrolled Bill S. 249 - Securities Act Amendments
of 1975
Sponsors - Sen. Williams (D) New Jersey, Sen. Brooke
(R) Massachusetts, and Sen. Tower (R) Texas

Last Day for Action

June 4, 1975 - Wednesday

PurEose

Authorizes the establishment of a national securities market
system and a transaction clearing and settlement system; re-
quires the elimination of fixed brokerage commission rates;
requires the registration of municipal securities brokers and
dealers; prohibits self-dealing and the combination of brokerage
and money management by exchange members; requires public dis-
closure of holdings and transactions by institutional investors;
and authorizes SEC appropriations for fiscal years 1976 and 1977.

Agency Recommendations

Dffice of Management and Budget Approval (Signing State-
ment attached)

Department of the Treasury Approval

Securities and Exchange Commission Approval

Department of Justice Approval

Council of Economic Advisers Approval ,

Federal Home Loan Bank Board Approval

Federal Reserve Board No objection (Informally)

Department of Labor Defer (Informally)

Federal Trade Commission No comment (Informally)

Federal Deposit Insurance Corporation No objection (Informally)

Discussion

S. 249 is the result of ten years of effort on the part of the
Executive Branch and the Congress to produce comprehensive legis-
lation that goes far toward modernizing requlation of the secu-
rities industry.



The bill calls on the SEC to supervise the establishment of a
national market system, one in which ultimately all quotations

and sales transactions for common and preferred stocks, bonds,
debentures, warrants, and options would be available to interested
buyers and sellers through an interconnected information network.
It would further require that public orders (as distinguished

from members' orders) receive priority. The objective would be

to provide investors the opportunity to buy and sell at the best
prices available. S. 249 would accomplish this by directing the
SEC to work with the securities industry to facilitate the
establishment of such a system, rather than by directing the

SEC to implement one directly. It would rely on competition and
self-regulatory bodies to a great extent but also would strengthen
SEC's oversight and regulatory powers to ensure that the bill's
key ingredients in such a system, i.e., a composite quotation or
transactional reporting system, would be implemented.

Registration of exchanges and associations

S. 249 would require that exchanges, securities associations,

and self-regulatory organizations of brokers and dealers continue
to register with the SEC. The bill would restrict the authority
of these groups, however, to limit their membership. An exchange
would not be allowed to decrease its membership below that of
May 1, 1975, and could be required to increase it if the SEC
determined that an increase was necessary in order to remove
impediments to competition. An association could restrict member-
ship to those engaged in certain types of businesses but could
not deny membership to registered brokers or dealers solely
because they engaged in another business in addition to the
qualifying business activity.

The bill would require the SEC to review all existing exchange and
association rules and regulations within 180 days of enactment to
determine if they were anti-competitive. It would also require

. the SEC specifically to approve any proposed rule changes or to
start administrative proceedings to determine why they should not
be approved within 35 days. SEC would be required to reach a
decision on proposed rule changes within 180 days. Provisions

for extensions of these periods and for judicial review of such
decisions are included. Of particular concern to the Congress, as
noted in the conference report, are rules which would prevent an
exchange member from trading an exchange-listed stock anywhere
except on that exchange, effectively limiting members from search-
ing out the best price for their customers.




Information and handling

One of the assumptions behind the prolonged effort leading to
this bill has been that an effective national market system must
be supported by a national information system so that brokers
and dealers know where the best price is available. The SEC
would be given aunthority to regulate securities information
processors, i.e., those organizations engaged in collecting,
processing, or publishing information relating to quotations

for securities and previous transactions. It was the intent of
the Congress that SEC efforts be directed at ensuring that vari-
ous exchange or other information systems be compatible with each
other and provide the broker or dealer with adequate information
to complete his transaction.

It has also been assumed that a national market system must have
an efficient system for clearing and settling transactions and
transferring ownership of securities. S. 249 would give the SEC
general regulatory authority over all facets of the securities
handling system, including clearing agencies, securities depos-
itories, and transfer agents.

Although the SEC would have limited inspection powers over all
institutions, the existing bank regulatory agencies would continue
to inspect those financial institutions which are otherwise subject
to their purview whose functions also included transfer or deposit
of securities. This provision represents a compromise, reflecting
views of the Comptroller of the Currency and the bank regulatory
agencies. SEC would have preferred to have full regulatory and
inspection authority in SEC.

Fixed commission rates

The bill would require the elimination of fixed commission rates
for public brokerage services as of the date of the bill's enact-
ment. However, it would allow members acting as brokers on the
floor of an exchange for other members or as oddlot dealers to
continue fixed rates until May 1, 1976. The bill would give the
SEC authority by rule to reimpose fixed rates for transactions
involving amounts of up to $300,000 until November 1, 1976, if
it determined that they were in the public interest. After
November 1, 1976, fixed rates could be reimposed only after a
more formal proceeding that determined the rates were reasonable
in relation to the service and that they were necessary to
achieve the goals of the securities acts, as amended.

The SEC administratively eliminated public fixed rates as of
May 1, 1975. There was much outcry from the industry that the
SEC did not have the authority to require competitive rates and
%, SO
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an expectation that the SEC action would be subject to extensive
court challenges. Because S. 249 which clarifies SEC's authority
was about to become enrolled, those threatened court actions did
not materialize.

An important adjunct to the abolition of fixed rates is a pro-
vision clarifying the right of money managers to pay more than
the lowest brokerage fee available, if research services are

also provided. Under fixed commission rates, research services
were often provided at no extra cost as a means of attracting
more customers. Under the new system of competitive rates,
fiduciaries may pay a higher commission rate than the lowest
available, provided that the rate is determined "reasonable"

and that other services such as research or custody are also
included. Federal or State laws prohibiting such higher payments
would be void unless enacted after the date of enactment of S. 249.

Third market trading

The bill would authorize the SEC to prohibit "third market trad-
ing," (that not on a national exchange) if SEC determined after
an "on the record" proceeding that such trading was causing
serious disruptions in the markets for listed securities (those
traded on an exchange). The Conference Committee report on the
enrolled bill states "These provisions are generally referred to
as 'failsafe powers,' reflecting the expectation that they are
provisions which may only be used as regulatory powers of last
resort."

Institutional members

The bill would restrict self-dealing by exchange members effec-
tive on the date that fully competitive rates are established.
Allowing for certain exceptions and exemptions, the bill would
prohibit members from making transactions on an exchange for their
own account, or the account of an "associated person."™ This pro-
vision would effectively prohibit such institutions as insurance
companies or mutual funds from obtaining exchange seats. Under
fixed rates, it became desirable for such institutions to seek
exchange seats in order to recapture the large volume of com-
mission dollars paid in trading their portfolios. Treasury and
Justice had strongly supported tying the elimination of institu-
tional membership and self-dealing to the elimination of fixed
rates.

In addition, S. 249 would prohibit members dealing for an account
in which they or an associated person exercised investment dis-
cretion. In effect, it would require the separation of money




management and brokerage services. This latter provision was
deemed necessary to eliminate possible conflicts of interest
brought about by a money manager earning brokerage fees by
"churning," or excessively turning over an account's portfolio.

Registration of brokers and dealers

S. 249 would require all brokers and dealers (whether firms or
individuals) to register with the SEC and would require the SEC
to take affirmative action on all applications. Within 45 days
the SEC must either approve the application or start administra-
tive action to determine whether it should be denied. Such re-
view would have to be completed within 120 days. Within 6 to

12 months of an approval, the SEC would be required to conduct
an inspection to see if the broker or dealer was conforming to
all applicable rules and regulations. The provision would also
require the SEC to issue minimum capital requirements for brokers
and dealers and authorize it to prescribe minimum training and
competence standards.

Municipal securities

S. 249 would require securities firms and banks which underwrite
and trade securities issued by States and municipalities to
register with the SEC. The exemption for issuers of municipal
securities would continue. The provision would establish a 15-
member self-regulatory Municipal Securities Rulemaking Board

with broad rulemaking, but no enforcement or inspection, authority.
SEC oversight would be the same as for other self-regulatory bodies.
The SEC would be responsible for inspection and enforcement with
respect to dealers which are securities firms and would share that
authority with bank regulatory agencies for those dealers organized
as banks.

Institutional investors disclosure

S. 249 would require large institutional investors to report their
holdings and transactions to the SEC. It would require investors
having a portfolio worth $100 million or executing a transaction
of at least $500,000 (or such lower amounts as SEC prescribes) to
report to the SEC. All information would then be publicly avail-
able, except under limited circumstances. Treasury, in letters

to both Houses, supported such disclosures for holdings, but
opposed it for transactions. Transactional disclosure could place
some investors at a disadvantage by helping to reveal the invest-
ment strategy of the institutions which manage their funds.




National Market Board

S. 249 would authorize the establishment of a l5-member advisory
committee, the National Market Board. In addition to advising
the SEC on proposed exchange and association rule changes and

the future of the national market system, the Board would be
authorized to conduct a feasibility study of the need for a

new self-regulatory body to administer the system. Treasury
opposed the creation of a new regulatory organization because

the SEC has already used its authority to appoint advisory
committees and because it was felt that the Board would be
strongly inclined to recommend its own continuance. The enrolled
version, however, is an improvement over the original Senate ver-
sion because it establishes an advisory committee rather than a
new self-regulatory body immediately.

SEC authorizations

S. 249 would authorize appropriations for the SEC of $51 million
for fiscal year 1976 and $55 million for 1977. The Administra-
tion's proposed budget called for $47.2 million for 1976 and
$49.2 for 1977. The SEC has estimated that it would cost an
additional $4 million per year to implement this bill.

* % % % *

This enrolled bill is a major first step in regulatory moderniza-
tion of the securities industry. While it increases regulation

in some areas, (e.g., adding control over dealers in municipal
securities) it goes far toward removing impediments to competition
which have grown up throughout the industry.

It will be a large aid in helping the industry keep pace with the
changing American economy and technology and ensuring that the
consumer receives the benefits of better service and generally lower
prices. We recommend that you take this opportunity to draw atten-
tion to the need for similar reforms in other industries by high-
lighting the pro-competitive and investor protection features of
this bill and by urging the SEC to continue to press for quick
implementation of the National Market System. A draft signing
statement is attached for your consideration.

M)?).d/

Assistant Director o
for Legislative Refere ’

Enclosures
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THE WHITE HOUSE CTION

WASHINGTON Last Day: June

May 30, 1975

MEMORANDUM FOR THE PRESIDENT
FROM: JIM CANNON
SUBJECT: Enrolled 11 S. 249

Securities Act Amendments of 1975

Attached for your consideration is S. 249, sponsored by
Senators Williams, Brooke and Tower, which:

—-- Authorizes the establishment of a national securities
market system and a transaction clearing and
settlement system;

-- Requires the registration of municipal securities
brokers and dealers;

-- Requires the elimination of fixed brokerage commission
rates;

—- Prohibits self-dealing and the combination of
brokerage and money management by exchange members;

-- Requires public disclosure of holdings and transactions
by institutional investors;

—-- Authorizes appropriations for the SEC of $51 million
for FY 76 and $55 million for FY 77.

A discussion of the features of the bill is provided in
OMB's enrolled bill report at Tab A.

OMB, Bill Seidman, Max Friedersdorf, Phil Buchen (Lazarus)
and I recommend approval of the enrolled bill and the

proposed signing statement which has been cleared by Paul
Theis.




RECOMMENDATIONS

That you sign S. 249 at Tab C.

That you approve the signing statement at Tab B.

Approve Disapprove







THE GENERAL COUNSEL OF THE TREASURY
WASHINGTON, D.C. 20220

MAY 2 91375

Director, Office of Management and Budget
Executive Office of the President . Fag.
Washington, D.C. 20503

Attention: Assistant Director for Legislative

&
Reference \\\%u '
‘ /

Reference is made to your request for the views of this
Department on the enrolled enactment of S. 249, the "Secur-
ities Acts Amendments of 1975".

Sir:

General

The enrolled enactment would effect a comprehensive and
important reform of the organization and system of regulation
of the securities markets. It would authorize and direct the
Securities and Exchange Commission to establish a national
market system for securities trading in which competitive
forces would be accorded the widest latitude. Such a system
would provide for the centralization of all buying and sell-
ing interest and the priority of public orders so that inves-
tors will receive the best possible execution of the orders
regardless of where in the system they originate. In addition,
the proposed national market system would maximize market
making capacity by encouraging competition among market makers,
thus increasing the depth and liquidity of our securities mar-
kets.

Clearance and Settlement

The enrolled enactment would also provide for the establish-
ment of a national system for clearance and settlement of secur-
ities transactions. It would provide for a balanced supervisory
framework for the new national clearing system in which both the
SEC and the banking agencies would share responsibilities. The SEC
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would have overall policy and rule making responsibilities for
the development and coordination for the system. The banking
agencies would have inspection and enforcement responsibilities
for those clearing agencies and transfer agents which are organ-
ized as banks. = ' '

National Market Board

The enrolled enactment would create a National Market Board
consisting of securities industry representatives which would be
authorized and directed to advise the SEC in the development of
the national market system. The Board would also be authorized
and directed to study the need for the establishment of a national
regulatory body to administer the national market system, and to
report its findings and recommendations to Congress on or before
December 31, 1976. ‘

SEC Review of Exchange Rules

The enrolled enactment would direct the SEC to review exist-
ing exchange rules within 180 days from the date of enactment of
the bill to determine whether they impose any burden on compet-
ition not necessary or appropriate in the furtherance of the
purposes of the Securities Exchange Act of 1934 and the establish-
ment of a national market system.

With respect to those exchange rules relating to restric-
tions on the ability of exchange members to execute orders off
the exchange, the enrolled enactment would direct the SEC to
review all such rules within 90 days of the date of enactment
of the bill and to complete within 180 days of that date appro-
priate proceedings to bring such rules in conformity with the
requirements of the Securities Exchange Act.

The enrolled enactment would permit exchanges to continue
to 1limit exchange membership subject to SEC oversight. The SEC
would have authority to require exchanges to increase their
membership if it determined that such increases were necessary
and appropriate. Exchanges would have no authority to decrease
the number of members existing on the date of enactment of the
bill.

Commission Rates

The enrolled enactment would prohibit exchanges, on and after
May 1, 1975, from fixing rates of commission, except for floor
brokerage commissions. It would authorize the SEC, until
November 1, 1976, to permit exchanges to reinstate fixed rates on
transactions involving amounts up to $300,000 if it determined,
after an appropriate rule making proceeding, that such reinstate-
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ment was required by the public interest. After November 1,
1976, the SEC could permit the reinstatement of fixed rates
only after it determined, after a somewhat more formal rule
making proceeding, that (1) the rates were reasonable in
relationship to the cost of providing the service for which
the fees were charged and (2) that such reinstatement was
required to accomplish the purposes of the Securities Exchange
Act of 1934 and to assure the maintenance of fair and orderly
markets in securities, taking into consideration the competitive
effects of permitting fixed rates weighed against the compet-
itive effects of other action which the SEC is authorized to
take.

Compensation for Research

The enrolled enactment would also clarify the legal authority
of money managers to compensate for research with commission
dollars under a competitive rate structure. The bill would pro-
vide that no money manager would violate his fiduciary duty
under Federal or state law, unless expressly provided to the
contrary by Federal or state legislation enacted after the date
of enactment of the bill, solely by reason of having paid a
higher commission rate, 1f the money manager determined in good
faith that the amount of the commission was reasonable in relat-
ion to the value of the brokerage and research services provided,
viewed in terms of either that particular transaction or his
overall responsibilities with respect to the accounts as to which
he exercises investment discretion.

Third Market Trading

The enrolled enactment provides the SEC with flexible
authority to deal with any adverse consequences that might
arise in making the transition to competitive rates. Thus,
the bill would authorize the SEC to prohibit trading in listed
securities off an exchange floor (third market trading) if it
finds, after an on the record hearing, that (1) such trading
has adversely affected the fairness or orderliness of markets
for listed securities, (2) that fair and orderly markets may
not be restored through other lawful action, (3) that no
exchange rule unreasonably impairs the ability of any dealer
to solicit or effect transactions in listed securities for his
own account, or unreasonably restricts competition among dealers -
in listed securltles, in particular, between specialists and
other market makers.



Self-Dealing

The enrolled enactment would impose restrictions on self-
dealing by exchange members on the date that fully competitive
rates are established. On that date the bill would prohibit an
exchange member from effecting transactions on a exchange for its
own account, the account of an associated person or an account
with respect to which it or an associated person exercises invest-
ment discretion. The bill would exempt from this prohibition
transactions for the member's own account (in limited circum-
stances) as well as certain market-making and other transactions
which contribute to the efficient functioning of exchange markets.
- This restriction on exchange members would not apply to any
exchange member who acquired such membership on or before May 1,
1975, until May 1, 1978.

Institutional Disclosure

The enrolled enactment would require large institutional
investors and money managers to report to the SEC on a regular
basis their holdings and transactions in equity securities. The
reports would be required from institutional investors managing
equity securities having an aggregate fair market value on the
last trading day in any of the preceding 12 months of at least
$100 million, or such other amount not less than $10 million, as
the Commission may require. The bill would require the report-
ing of certain data with respect to any transaction having a
market value of at least $500 thousand or such other amount as
the Commission may determine. All information filed with the
Commission would be made publicly available promptly after filing
in such form as the Commission prescribes, subject to confidential
treatment in appropriate cases.

Municipal Regulation

The enrolled enactment would extend the basic coverage of
the Securities Exchange Act of 1934 to securities firms and
banks which underwrite and make markets in municipal securities.
- All such firms would be required to register as "municipal
securities dealers'" with the SEC and to comply with rules and
regulations to be prescribed by a newly created body, called the
Municipal Securities Rulemaking Board. Issuers of municipal
securities would continue to be exempt from the regulatory
requirements of Federal securities laws.
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The Board would be delegated broad power to make rules
for the regulation of the activities of all municipal secur-
ities dealers. It would, however, have no inspection or
enforcement responsibilities. Tts membership would include
representatives of broker- dealers, banks and the public,
including issuers and investors in municipal securities. The
SEC's oversight powers over the Board's rulemaking functions
would be identical to those which it would possess over exist-
ing self-regulatory agencies.

Inspection and enforcement responsibilities would be assigned
to the SEC with respect to dealers which are securities firms
and would be shared by the SEC and the appropriate Federal bank
ﬁegulatory agency with respect to those dealers organized as
anks.

Conclusion

The Department believes strongly that enactment of this
important securities reform legislation would make a positive
and significant contribution towards strengthening our capital
markets so as to enable them to meet the future capital needs
of this nation. We believe that this legislation would further
our traditional goal of protecting investors, while at the same
time promoting technological innovation and competitive factors
within the securities industry. We are confident that the
measures proposed in this legislation will strengthen the secur-
ities industry and contribute to more efficient, liquid and fair
capital markets.

The establishment of the proposed national market system and
a national system for clearing and settling securities transactions
should produce substantial benefits to investors and the financial
community in general in terms of increased efficiency in the
execution of securities transactions. Through utilization of
modern communications technology, 1mp1ementat10n of the clearing
system will result in substantial savings of both costs and time,
not to mention an important reduction in risks.

We believe that competitive rates will benefit our capital
markets and lead to more efficient securities markets and a
stronger securities industry. The bill would endorse the action
of the SEC requiring the unfixing of public rates of commission
on May 1lst of this year. We believe that the bill would pro-
vide the SEC with a sufficient degree of discretion and flex-
ibility to take effective action in response to any unforeseen
adverse consequences that might arise in making the transition
to competitive rates. As noted above, the bill provides the
Commission with a so-called '"fail-safe' authority with respect
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to third market trading. 1In addition, the Commission would have
authority to take other measures to deal with any contingency
that might arise after the introduction of competitive rates.
Finally, the bill would provide the SEC with sufficient flex-
ibility to reinstate fixed rates should it deem that action
necessary or appropriate. The bill also contains an important
provision which is designed to ease the transition to compet-
itive rates by clarifying the legal authority of money managers
to continue to pay for research with commission dollars under
competitive rates.

We believe that the provisions imposing restrictions on
self-dealing by exchange members will promote public confidence
in our securities markets and strengthen the broker-dealer net-
work. They will eliminate one potential source of conflict of
interest and one basis for the belief that institutions possess
special advantages as compared to the general public in buying
and selling securities. The requirement for periodic disclosure
of institutional holdings and transactions in equity securities
should also serve to enhance public confidence in our securities
markets and may prove helpful to legislative and administrative
officials in enforcing the securities and banking laws and in
formulating policy relating to the impact of institutions upon
the securities markets and upon issuer access to those markets.

In view of the foregoing, the Department recommends that
the enrolled enactment be approved by the President. A suggested
signing message for transmittal to the House of Representatives
is enclosed.

Sincerely yours,

7).y

Richard R. Albrecht
General Counsel

Richard R, Albrecht
Enclosure



SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

OFFICE OF
THE CHAIRMAN

MAY 2 31975

Honorable James M. Frey

Assistant Director for
Legislative Reference

Office of Management and Budget

Executive Office of the President

Washington, D.C. 20503

RE: Enrolled Bill S. 249

Dear Mr. Frey:

This is in response to the request we received
yesterday from your office for our comments on S. 249.
Although this bill has not yet been submitted to the
Securities and Exchange Commission in enrolled bill
form, it has now been approved by both the Senate and
House of Representatives on the basis of the Conference
Committee Report, which we have reviewed. Your office
requested that we submit our comments on S. 249 forth-
with, as though it had been formally submitted to us
as an enrolled bill.

The bill is one that would amend the federal
securities laws in numerous significant respects, the
breadth of which can perhaps best be illustrated by
noting that its title reads:

"An Act to amend the Securities Exchange Act
of 1934 to remove barriers to competition,
to foster the development of a national
securities market system and a national
clearance and settlement system, to make
uniform the Securities and Exchange

Commission's authority over self-regulatory
organizations, to provide for the regulation A§§‘7ﬁﬁ?\\
e

of brokers, dealers and banks trading in 2%
municipal securities, to facilitate the ® 3]
collection and public dissemination of b,
information concerning the holdings of and R

transactions in securities by institutional
investment managers, and for other purposes."
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Honorable James M. Frey
Page Two

This bill represents the culmination of nearly
four years of Congressional effort to enact improvements
in the federal securities laws, an effort in which the
Commission has cooperated closely with the Congress.

As is to be expected with any legislation of its wide.
scope, some aspects of the bill do not conform with what
the Commission urged in its various presentations to the
Congress but, viewed as a whole, the Commission considers
the bill to be an important accomplishment in the field
of federal securities regulation. The Commission
accordingly endorses S. 249 and recommends that the
President approve it.

Sincerely,
Ray Garrett, Jr.
Chairman
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Bepartment of Justice
Washington, 8.¢. 20530

MAY 2 9 1975

Honorable James T. Lynn

Director, Office of Management
and Budget

Washington, D.C. 20503

Dear Mr. Lynn:

In compliance with your request, I have examined a
facsimile of the enrolled bill S. 249, the proposed
Securities Acts Amendments of 1975.

The bill would direct the Securities and Exchange
Commission to facilitate the establishment of a national
market system for securities in accordance with enumerated
Congressional. findings and objectives. The SEC would be
given rulemaking authority to regulate securities communica-
tions systems such as securities information processors,
thus bringing directly under the Commission's jurisdiction
all organizations engaged. in the business of collecting,
processing, or publishing information relating to quotations
for securities transactions. :Section 11l(b) of the Securities
Exchange Act of 1934 would be amended to delete the existing
negative obligation on specialist trading. S. 249 would
authorize the Commission to use its general rulemaking
powers to deal with any serious disruptions in the listed
securities markets caused by the trading of listed securities
in the third market.

The Commission would be authorized to require all
persons involved in the handling of securities transactions
to (1) report information about missing, lost, counterfeit
or stolen securities,. (2) authenticate securities used in
certain financial transactions, and (3) be fingerprinted
and to submit such fingerprints to the Attorney General for
identification and appropriate processing.. The Commission
would be authorized to enter into an agreement to use the
facilities of the National Crime Information Center to
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receive, store and disseminate information about missing,
lost, counterfeit, or stolen securities and would direct
the Commission. to encourage the insurance industry to
require their insured to report promptly instances of
missing, lost, counterfeit or stolen securities.

Members of national .securities exchanges would be
prohibited from effecting transactions on their respective
exchanges for their own accounts, the account of any
affiliated or associated person, or for a managed account.

The legislation would prohibit fixed commission rates
on and after the date of enactment except that rates charged
by members acting as brokers on the floor of an exchange
for other members or as an odd-lot dealer may be fixed
until May 1, 1976. The SEC would be authorized to reimpose
fixed rates prior to November.1l, 1976, by rule, if the
Commission finds that such fixed rates are in the public
interest. After November 1, 1976, the Commission could
allow the continuance or the reimposition of fixed rates
only after a procedure comparable to. that provided for in
section 18 of the Federal Trade Commission Act, 15 U.S.C. 58.

The bill would make uniform the criminal penalties which
may be imposed for violation of the six statutes administered
by the Commission.

This legislation is the result of over four years
of work by Senate and House subcommittees to develop a
mechanism which will insure that Federal regulation of the
securities industry keeps pace with the rapid economic and
technological changes in the industxy. The bill, like any
complex piece of legislation, contains many provisions
which represent legislative compromises between competing
interests. The Department of Justice recognizes the
necessity for many of these compromises, and we recognize
the need for this legislation. Accordingly, we recommend
Executive approval of S. 249, the proposed Securities Acts
Amendments of .1975. ,
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THE CHAIRMAN OF THE
COUNCIL OF ECONOMIC ADVISERS

WASHINGTON

May 28, 1975

Dear Mr. Frey:

This is in response to your request for the views of the Council
of Economic Advisers on S. 249, the "'Security Amendments Act of
1975, v

Our only reservation concerning this Act is that the substantially
increased, discretionary powers of the Securities and Exchange
Commission may not well serve the intention of the Act to promote
more effective competition in the securities markets. However, there
are a number of attractive features in the Act and we recommend that
the President sign it.

Mr. James Frey

Assistant Director for Legislative Reference
Office of Management and Budget
Washington, D. C. 20503
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FEDERAL HOME LOAN BANK BOARD

WASHINGTON, D. C. 20552

FEDERAL HOME LOAN BANK
SYSTEM
3 T STR W, FEDERAL HOME LOAN
20 FIRST STREET N . MORTGAGE CORPORATION
FEDERAL SAVINGS & LOAN
INSURANCE CORPORATION

OFFICE OF
GENERAL COUNSEL

May 28, 1975

Ms. Martha Ramsey

Legislative Reference Division
Office of Management and Budget
Washington, D. C. 20503

Dear Ms. Ramsey:

This is in response to the request for our views on the enrolled
bill, S. 249, the "Securities Acts Amendments of 1975".

The Board fully supports S. 249 and urges its approval.

Very truly yours,

Charles E. Allen

Géeﬁj“

By: Lawrence W. Hayes
Assistant General Counfel
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~ ‘RECOMMENDED PRESIDENTTAL SIGNING MESSAGE

- It is with great pleasure that I sign into law the Securities
Acts Amendments of 1975. In view of the impressively large future
capital needs of the nation, it is extremely important that we »
have hea®thy and vital capital markets that will be able to fulfill
these needs in the most efficient manner. I believe that enactment

of this important securities reform legislation will make a positive

and significant contribution towards strengthening our capital markets
so that they can meet this challenge.

This legislation will effect the most fundamental reform of our
securities markets since the 1930's. It will further ouwr traditional

~goal of protecting investors, while at the same time promoting

tec}mlog;cal innovation and competitive forces within the securities
industry that will s-lreng'then the industry and contribute to more :
efficient and fair capital markets. The legislation will direct and
authorize the Securities and Exchange Commission to establish a
national market system for securities trading in which competitive
forces will be accorded the widest latitude. This important develop—-
ment will be corricd cut with the full participation of the securities
industry througn the creacion of a Natlonal Market Board. The
establishment of the proposed system should produce substamtial
benefits. to investors in the financial commmity and to the public

in general by providing increased efficiency in the execution of
securities tr*ansactions.

The legislation also calls for the establishment of a national
system for clearing and settling securities transactions. Through
the utilization of modern commumications technology, mplemanta‘tlon
of this clearmg system will result in substantial savmgs of both
costs and time, not to mention an important reduction :m risks, in the
processing of securities transactions.

The legislation also confirms the recent action of the Securities
and Exchange Commission, requiring the unfixing of public rates of
cammission on May 1, 1975. The Administration believes that this move
to competitive rates will lead to more efficient securities markets
and a stronger securities industry. However, should problems arise
in making the transition to competitive rates, the leglslatim
provides the Securities and Exchange Commission with a' sufficient
degree of discretion to deal with any such iunforeseen adverse

consequences,

The legislation is designed to enhance public confidence in our
securities markets. It restricts members of securities exchanges from
execut:.ng brokerage for associated or managed accoamts. This




restriction on self-dealing will remove a potential source of conflict
of interest and will eliminate an ex:Lst:Lng adva.ntage of institutions

- over individual investors by denying institutions direct access to
securities exchanges. The requirement for periodic disclosure by instit-
utional investors of their holdings and transactions in equrty securities
should also serve to enhance public confidence in our securities markets.

Enactment of this legislation is consistent with the Administration's
objectives in seeking reform of our Federal regulatory agencies to elimi-
nate unnecessary regulatory restrictions and promote more efficient and
competitive industries. This legislation, while it strengthens Federal
oversight over the securities industry, is designed to eliminate arti-
ficial barriers to competition that have existed within the industry, so
as to provide for more efficient and less costly services to investors.

It is hoped that in developing the national market system that the
Securities and Exchange Commission will review its existing regulations

to determine which might be eliminated as unnecessary under the new market
system. Furthermore, it is expected that, as we move to a national
market system, the current overlapping jurisdiction of existing self-
regulatory bodies, and the additional costs such overlapping engenders,
will be eliminated.

The enactment of this legislation, of course, is only the initial
step to the achievement of the desired changes in the organization and
regulation of our securities markets. Ahead lies the difficult and
challenging task of shaping and developing the new national market
system. This task will take time and should proceed in close consultation
with the securities industry, which possesses the necessary expertise and
technical knowledge, as well as an intimate familiarity with the problems
involved in developing a new national market system. The Administration
hopes that this work will progress rapidly in a spirit of cooperation and
compromise so that the benefits of a new system may be realized as soon as
possible.



SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

OFFICE OF
THE CHAIRMAN

May 28, 1975

Honorable James M. Frey

Assistant Director for Legislative
Reference

Office of Management and Budget

Executive QOffice of the President

Washington, D. C. 20503

Attention: Miss Martha Ramsey
Room 7201, New Executive Office Building

Re: Enrolled Bill S. 249
Dear Mr. Frey:

This is in response to your request for our comments on Enrolled
Bill S. 249,

The bill is one that would amend the federal securities laws in
numerous significant respects, the breadth of which can perhaps best be
illustrated by noting that its title reads:

YAn Act to amend the Securities Exchange Act of 1934 to
remove barriers to competition, to foster the develop-
ment of a national securities market system and a
national clearance and settlement system, to make
uniform the Securities and Exchange Commission's
authority over self-regulatory organizations, to pro-

. . Fha
vide for the regulation of brokers, dealers and banks /o o N
trading in municipal securities, to facilitate the 5? &
collection and public dissemination of information i3 §

concerning the holdings of and transactions in securi-
ties by institutional investment managers, and for
other purposes.”

This bill represents the culmination of nearly four years of Congres=
sional effort to enact improvements in the federal securities laws, an
effort in which the Commission has cooperated closely with the Congress.
As is to be expected with any legislation of its wide scope, some aspects
of the bill do not conform with what the Commission urged in its various
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presentations to the Congress but, viewed as a whole, the Commission
considers the bill to be an important accomplishment in the field of
federal securities regulation. The Commission accordingly endorses
Enrolled Bill S. 249 and recommends that the President approve it,

Sincerely,

T

Ray Garrett,” Jr.
Chairman
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DATE: 6—-2-75
50: - Bob Linder
FRoM: Jim Frey
Attached is the Labor views
letter on S. 249. Please have it

included in the enrolled bill file.
Thanks.

OMB FORM 38
REV Auyg 73



U. S. DEPARTMENT OF LABOR
OFFICE OF THE SECRETARY
WASHINGTON

MAY 30 1975

Honorable James T. Lynn -
Director

Office of Management and Budget
Washington, D.C. 20503

Dear Mr. Lynn:

This is in response to your request for our views
on the enrolled enactment of S. 249, the "Securities
Acts Amendments of 1975."

We have reviewed this legislation and believe that,
as enacted, it would have no significant impact on
the statutes or programs administered by this
Department. Accordingly, we defer to those depart-
ments and agencies more directly concerned.

Sincerely,

4’2 '/?‘ /
= /C
cretary of Lapor
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EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 20503

June 3, 1975

MEMORANDUM TO: ROBERT D. LINDER
FROM: James M. Frexfy’

SUBJECT: Signing Statement on S. 249, Securities
Act Amendments of 1975

After I sent the enrolled bill file to you on May 29, the
City of New York and Treasury belatedly discovered that the
conference committee had inadvertently added language to
the provision amending section 28(d) of the Securities and
Exchange Act of 1934 that apparently would prohibit imposi-
tion of taxes by State and local governments on a change in
beneficial ownership or record ownership of securities by

a transfer agent.

As the June 2 letters from Chairman Staggers to the President
and Senator Williams to Secretary Simon (copies attached)
indicate, the House and Senate intend promptly to act on
corrective legislation.

Treasury and Mayor Beame of New York City recommend a recog-
nition of this situation in the President's signing statement.
Under Secretary Schmults has proposed the attached language
for insertion in Treasury's draft signing statement. The
appropriate location for that language in the OMB draft
signing statement would be as a paragraph following the

first full paragraph on page 2.

Attachments
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June 2, 1975

W. E. WILLIAMSON, CLERK

The President
The VWhite House
Washington, D. C.

My dear Mr. President:

| have discovered a drafting error in the bill S. 249 which was
transmitted to you for signature last week.

Through inadvertence section 28(d) of the Securities and Exchange
Act of 1934 as emended by this bill would, among other things, prevent
any state or political subdivision from imposing any tax on a change
in beneficial ownership or record ownership of securities by a trans-
fer agent. The section should have been more narrowly circumscribed.
It was the Conferees' intent fto only override state and local taxes
which sought to tax clearing agencies and certain transfer agent de-
positories (TADS). Thus the reference to registered transfer agents
in section 28(d) (contained in section 21 of the bill) should have
been limited to Those transfer agents who operate facilities permit-
ting a transfer of record ownership of securities without physical
issuance of securities certificates.

| have discussed this matter with counsel, who has had repeated
conversations with Under Secretary of the Treasury Ed Schmultz. |
have assured him that | will Take steps to have corrective legislation
considared before the Committee at the earliest moment.

Sincerely yours,

&

HARLEY O STAGGERS, M.C.
CHATRMAN
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June 2, 1975 °

The Honorable William E. Simon
Secretary

Department of the Treasury
Washington, D, C., 20220

Dear Mr. Secretary:

Through inadvertance, the Securities Acts Amendments of 1975, now
before the President, contains a provision which will have a serious and
unintended impact on the ability of state and political subdivisions to
impose taxes on stock transfers. I am writing to you to express my con-
cern over this regrettable error amd to assure you of my intention to take
every action necessary to achieve a prompt and proper resolution of the
matter.

As you are aware, one important objective of the securities reform
legislation is to facilitate the development of a national securities
processing system., As the bill progressed through both Houses of Congress,
it contained a provision designed to eliminate interstate impediments to
the development of this system which might arise from state and local taxes
imposed on changes in ownership of securities merely because the facilities
of a clearing agency might be physically located in the taxing jurisdiction.
These provisions were carefully designed, however, to preserve state taxing
powers over transactions with which the taxing state had the traditional
jurisdictional bases for taxation.

As it emerged from the Conference Committee and was subsequently
adopted by the Senate and the House, the final version of S. 249 contains
additional new language which has caused Senator Tower and me, among
many others, great concern. The effect of the additional language is to
make unlawful the imposition of a tax by a state where the only basis for
the tax is the transfer and issuance of a new certificate by a transfer
agent located within the state. The practical impact of this language is
to proscribe the present taxing powers of state and local governments in
a manner not necessary to achieve the purposes of the securities reform
bill. 1In economic terms, millions of dollars in stock transfer tax
revenues will be lost to state and local governments at a time when they
can least afford them.



The Honorable William E, Simon
June 2, 1975
Page 2

As the principal sponsor of S. 249, I can state without equivocation
that the Congress never intended the bill to have this effect. Unfortun-
ately, the problem arose out of technical difficulties encountered in com= ,
bining the House and Senate bills and the complexity of the subject matter, :

The need to act immediately to further amend S. 249 to clarify Con~
gressional intent is well-recognized and widely-shared. Senator Tower and
I are working together to achieve an expeditious and satisfactory resolu=-
tion of this unfortunate error. In this connection, we understand that
Congressman Staggers, Chairman of the Committee on Interstate and Foreign
Commerce and a chief sponsor of the House version, intends to introduce a
corrective amendment once S, 249 is enacted to accomplish the desired
objective. Moreover, we understand he is confident of his ability to get
House passage early next week. This being the case, I want to assure you
and others who may be concerned that Senmator Tower and I intend to request
that the House-passed bill be held at the desk and considered by the Senate
without delay.

S. 249 represents far-reaching and forward-looking revisions of the
Nation's basic securities laws. It enjoys the unanimous support of
interested government agencies, affected industries, and both Houses of
Congress. With the correction of this inadvertent error, I believe the
Securities Acts Amendments of 1975 will bring long overdue and salutary
changes to a vital component of our capital markets and financial services
industry. It is my hope, therefore, that the Treasury Department will con~
tinue to urge its prompt enactment.

With every good wish, I am

rrison A. Williams, Jr.



THE UNDER SECRETARY OF THE TREASURY

WASHINGTON, D.C. 20220

June 2, 1975

MEMORANDUM FOR: The Honorable Paul H. O'Neill
Deputy Director, Office of
"Management and Budget

FROM: Edward C. Schmults

e

SUBJECT: Securities Reform Legislation

Attached is proposed language for the Presidential
Signing Message to cover the problem we discussed earlier
today.

I expect to receive shortly a letter from Senator
. Williams confirming the understanding that Congress will
promptly consider corrective leglslatlon. I will send
you a copy of the letter.

Please do not take any action until we have Senator
Williams' letter in hand.

Attachment




Insert to Recommended Signing Message.

To be added at end of paragraph 3 on first page:

In this regard, I understand that the legislation
contains an inadvertent technical error concerning the
presence of a transfer agent as a jurisdictional basis for
state or local taxation of securities transactions. I also

understand that legislation to correct this error retro-

actively is being prepared and that such legislation will
receive prompt consideration in Congress. When such
corrective legislation is presented to me, I intend to
sign it.

.




RECOMMENDED PRESIDENTTAL SIGNING MESSAGE

Tt is with great pleasure that T sign into law the Socurities
Acts Amendments of 1875. In view of the impressively large future
capital needs of the nation, it is extraomely important that we '
have heclthy and vital capital markets that will be able to fulfill
these needs in the most efficient manner. I believe thot enactment
of this important securities reform legislation will make a positive
and significant contribution towards strengthening our capital markets
so that they can meet this challenge. '

This legislation will effect the most fundamental reform of our
securities markets since the 1930's. It will further our traditional
goal of protecting investors, while at the same time promoting
technological innovation and competitive forces within the securities
indusiTy that will strengthen the industry and contribute to more
efficient and fair capital markets. The legislation will direct and
authorize the Securities and Exchange Commission to establish a
national market system for securities trading in which corpetitive
forces will be accorded the widest latitude. This important develop-
et w1l be carried out with the full participation of the securities
industry through the creation oi a National Market Board. The
. establishment of the proposed system should produce substantial
benefits to investors in the financial commmity and to the public
in general by providing increased efficiency in the execution of
securities transactions. o

The legislation also calls for the establishment of a national
system for clearing and settling securities {ransactions. Through
the utilization of modern communications technology, implementation
of this clearing system will result in substantial savings of both
costs and time, not to mention an important reduction in risks, in the
processing of securities transactions.

The legislation also confirms the ecent action of the Securities
and Exchange Commission, requiring the unfixing of public rates of
commission on May 1, 1875. The Administration believes that this move
to competitive rates will lead to more efficient securities markets
and a stronger securities industry. However, should problems arise
'in making the transition to competitive rates, the legislation
provides the Securities and Exchdfige Commission with & sufficient
degree of discretion to deal with any such unforeseen adverse
consequences. :

The legislation is designed to enhance public confidence in our
securities markets. It restricts members of securities exchanges from
“executing brokerage for associated or managed accounts. This
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res?riction on self-dealing will remove a potential source of conflict
of interest and will eliminate an existing advantage of institutions

. over individual investors by denying institutions direct access to

seguritigs exchanges. The requirement for periodic disclosure by instit-
utional investors of their holdings and transactions in equity securities
should also serve to enhance public confidence in our securities markets.

Enactment of this legislation is consistent with the Administration's’
objectives in seeking reform of our Federal regulatory agencies to elimi-
nate unnecessary regulatory restrictions and promote more efficient and
competitive industries. This legislation, while it strengthens Federal
oversight over the securities industry,-is designed to eliminate arti-
ficial barriers to competition that have existed within the industry, so
as to provide for more efficient and less costly services to investors.

It is hoped that in developing the national market system that the
Securities and Exchange Commission will review its existing regulations

to determine which might be eliminated as unnecessary under the new market
system. Furthermore, it is expected that, as we move to a national

market system, the current overlapping jurisdiction of existing self-

regulatory bodies, and the additional costs such overlapping engenders,
will be eliminated. ”

The enactiment of this legislation, of course, is only the initial
step to the achievement of the desired changes in the organization and

" regulation of our securities markets. Ahead lies the difficult and

challenging task of shaping and developing the new national market

system. ‘This task will take time and should proceed in close consultation
with the securities industry, which possesses the necessary expertise and
technical knowledge, as well as an intimate familiarity with the problems
involved in developing a new national market system. The Administration
hopes that this work will progress rapidly in a spirit of cooperation and
compromise so that the benefits of a new system may be realized as soon as
possible. .

-~
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STATEMENT BY THE PRESIDENT

The American economy has grown and prospered over
the years through a system of free enterprise more vigorous
and successful than any economic system in the world. |
Capital investment has produced millions of jobs and
thousands of business opportunities for Americans.
The success of that investment system is convincingly
demonstrated in every index of the magnitude and basic
strength of our economy, and in comparison with the
economies of other nations.

Today, our economy is faced with serious challenges.
An unprecedented supply of capital will be required
over the next few years to help finance the business .
and Government investment necessary to restore and broaden
capital base needs. In order to insure that our capital
markets continue to function fairly and efficiently to
meet these challenges; it is vital that we constantly seek
ways to improve their operations. Among other things,
we must be sure that laws and regulations written 30 or
40 years ago do not unfairly interfere with the need for
changes in our modern-day markets. It is with this important
goal in mind that I am very pleased to sign into law today
the Securities Act Amendments of 1975. |

This act will provide important new directives to the
industry and its regulators to insure that competition
is always a prime consideration in establishing or abolishing
market rules. And it will continue to strengthen the rules
calling for high standards of financial capability and
ethical behavior on the part of those individuals and

institutions which perform important market functions.
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The Importance of Competition

The act seeks to insure that market participants
function with the highest degree of efficiency and that
the capital markets will themselves be orderly and
accessible. The key to reaching this objective will be
a new national market system for securities. The act
charges the industry and the Securities and Exchange
Commission to work cooperatively, but in the words of
the House-Senate Conferees, it is intended that "the
national market system evolve through the interplay of
competitive forces as unnecessary regulatory restrictions
are removed." No Government formula nor any industry
system of exclusionary rules can match the incentives
and rewards for innovation and improved efficiency which
natural competition provides.

This legislation encourages greater.usgvof available
improvements in electronic and communications technology
as the basis for a fully-integrated trading system. A
system in which buyers and sellers are aware of the full
range of securities prices will help insure that artificial
restrictions on competition no longer distort the market's
true expression of supply and demand. It will also help
reduce the cost of transacting trades.

The aqt.also directs members and supervisors of
securities exchanges to examine rules which tend to limit
the number and variety of participants eligible for
membership. Open competition within exchanges is just
as important as competition between different markets,
and the right to enter these markets and provide a
necessary public service should not be subjected to arbi-
trary institutional rules which limit competition. It
is my hope also that the SEC will, in the process of
helping to shape the national market system, take steps
to eliminate obsolete or overlapping regulations which

unnecessarily constrain the market.



3

I also want to stress the importance of the SEC's
decision to disallow all fixed rates of brokerage
commission previously set by those firms and individuals
which comprise the securities industry.

It is my strong belief that Government has unwisely
condoned a wide range of anti-competitive price regulation.
My Administration will continue to press for legislative
reforms to amend or abblish such practices. I commend
the SEC for its efforts and the industry for its cooperation
in reaching the important goal of freely competitive
pricing for a full range of brokerage and other services.

I am confident that, in the long run, this policy will

produce a much healthier industry.

New Protections for Investors

Public confidence is a vital ingredient if our capital
markets are to continue to attract a wide variety of in-
vestors. Though large institutions have become increasingly
active as owners and traders of securities, individuals
still represent the backbone of the American capital system.
This act provides important new safeguards which will help
insure public trust in the securities markets. Among these
safeguards ére new rules for brokers' financial strength
and agcountability. The act imposes new restrictions on
*self-dealing" to eliminate a potential conflict of interest
and deny institutions a special advantage cver individual
investors. The act further requires periodic disclosure
by institutional investors of their holdings and transactions

in securities.
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Conclusion

My Administration is seeking major reforms in many
Federal regulatory agencies, to eliminate unnecessary
restrictions and promote more efficient and competitive
industries.

This legislation is the product of ten years of
intensive work by several Administrations, the Congress,
the Securities and Exchange Commission and the many
elements of the securiﬁies industry.

The product is a good one, and it represents the
first of what I hope will be a long series of much-needed

regulatory reforms.





