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" . to brokers and dealers, investment companies and investment
- " advisers., The official transmittal of such a list might

strengthen the hand of compliance officers in such organizations.
‘ —

.~

. Since compliance officers generally lack the prestige
associated with direct contribution to net profit,‘anything
which the Commission does to enhance the status of such
officers and to emphasize the importance of each of their
many tasks should aid compliance. The Committee has examined
a compliance checklist prepared by the Division of Trading
and Markets and found it to be a useful tool for compliance
officers. We recommend expansion of the use of similar
techniques by all Divisions and Offices of the Commission,

together with periodic review and updating.

Requiréments for adequate internal accounting and
. financial reporting guide brokers, dealers and investment
advisers intc sound business practices which, in turn, pro-
tect investors. The Commission has broad authority to

" prescribe accounting and reporting requirements. The recent
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~ 7 ..crisis in the securitie
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industry has revealed, however, that
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inadequate accounting ic £ar too prevalent among brokers and
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dealers. DMoreover, meaningful financial reporting to custo-
mers by brokers and dealers is not prevalent enough. The
Commission has recently taken stgbs to improve accounting and
internal éuditing by broker—dealers»and to require the reporting
of certain information to their customers on quarterly and

annuagl bases, The Commission should attach a high priority to
the adoption and implementation of rules in these areas. Compre-
hensive end uniform repérting by broker-dealers would represent

a najor step forward in the realization cf the cbjectives of

the Securities Exchange Act of 1934;

The exchanges, the NASD and the American Institute of
Certified Public Accountants (P'AICPA") bear a hea;y responsi-
bility to further the development of accounting practices and
auditing standards for brokers and dealers. An exposure
draft on the auditing of brokers and dealers has been prepared
" by the AICPA and is being circulated to appropriate parties
for their comments. Improvement of auditing practices by
independent auditors should continue to receive the energetic

attention of the Commission.
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The process of 'securing compliance through a broad
public information program is not without pitfalls. The
Committee believes, for example, -that the.public availability
of virtually all no-action letters has resulted in a deluge of
paper with no practicable means of making the contents useful
as a medium of information. Moreover, no-action letters are
SO ffequently based on narrow and peculiar factual situations

that they have little precedential value. As a more useful

and effective aid to securing ccmplicnce, the Committes recommends

the publication of a periodic -~ perhaps quarterly =-- summary
of significant positions taken bj the staff. Such summaries
are used within the Commission, and there is no sufficient
reason for not making them available to the public.

While this report does ﬁot deal with the substance of
interpretative pronouncements, the Committee suggests that
the Commission and the staff would contribute to better under-
staﬁding of the cecurities laws and more general voluntary
compliance if interpretative exceptions to rules and policies
Such Tu
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IV, Investigations

Investigations by the Commission, both formal and infor-

~-

mal, are the primary source of the Commission's disciplinary
proceedings and of ccurt actions seeking an injunction or

criminal conviction. Generally speaking, an informal inquiry
by the staff without the use of compulsory process precedes a

formal investigaticn, The issucnce of a subpoena requires
formal authorization by the Commission pursuant to an oxrder of
investigation, The Commission issues such orders on the basis
of a2 staff memorandum, prepared initially in a Regional Office
or in a particular Division.

Investigations are normally not publicly announced.
Nevertheless, the fact that an investigation is in process
becomes known, and, therefore, the initiation of an investigation

may itself operate as a sanction. The multiple steps involved

-in issuing an investigative order have developed because of the

.impact of an investigation on the party being investigated.

The fact that an investigation has been ordered by the
Commisgion fteelf is freguently interpreted by the public

‘
35 a prodetormination by the Commission that the party named

in the crder has viclated the law. Almost 40 years of




