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AUTHORIZATION REQUEST FOR THE

SECURITIES AND EXCHANGE COMMISSION

• MONDAY, MARCH 24, 1980

U.S. SENATE,
COMMITTEE ON BANKING, HOUSING AND

URBAN AFFAIRS, SUBCOMMITTEE ON SECURITIES,
Washington, D.C.

The subcommittee met at 10:11 a.m. in room 3302 of the Dirksen
Senate Office Building; Senator Paul S. Sarbanes (chairman of the
subcommittee) presiding.

Present: Senators Sarbanes and Garn.

OPENING STATEMENT OF SENATOR SARBANES

Senator SARBANES. The committee will come to order. We expect
Senator Williams to be with us this morning. We should get under-
way in deference to your time, Mr. Chairman, and perhaps in
deference to ours.
We look forward to hearing from you this morning with respect

to the SEC authorization request. We look forward to this hearing
on the authorization request as an opportunity to review the activi-
ties of the Commission and to hear from you with respect to
matters under the committee's jurisdiction, focusing on the things
that are of particular interest to the subcommittee.
I am anxious that you spell out with some care the program that

you are projecting, not only for the next year but in subsequent
years. We want to get a clear understanding of the resources
available to you and the needs and problems you confront, to assess
the balance between the problems you confront and the resources
you have available to you.
So with that short introduction, we will be happy to take your

statement. I think we have time. You ought to go into it with some
detail, and we can follow that up with questions.
[Copy of the bill being considered follows:]

(1)
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II

96TH CONGRESS S 2465•2D SESSION

To amend the Securities Exchange Act of 1934 to authorize appropriations for
the Securities and Exchange Commission for fiscal years 1981 through
1983.

IN THE SENATE OF TILE UNITED STATES

MARCH 21, (legislative day, JANUARY 3), 1980
Mr. SARBANES (by request) introduced the following bill; which was read twice

and referred to the Committee on Banking, Housing, and Urban Affairs

A BILL
To amend the Securities Exchange Act of 1934 to authorize

appropriations for the Securities and Exchange Commission
for fiscal years 1981 through 1983.

1 Be it enacted by the Senate and House of Representa-

2 tives of the United States of America in Congress assembled,

3

4 That section 35 of the Securities Exchange Act of 1934 (15

5 U. S. C . 78kk) is amended-

6 (1) in the first sentence thereof, by striking out

7 "and" immediately after "1979,";
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2

1 (2) by inserting immediately before the period at

2 the end of the first sentence thereof the following: ",

3 $85,500,000 for the fiscal year ending September 30,

4 1981, $98,000,000 for the fiscal year ending Septem-

5 ber 30, 1982, and $108,000,000 for the fiscal year

6 ending September 30, 1983"; and

7 (3) in the last sentence thereof, by striking out

8 "fiscal year 1980" and inserting in lieu thereof "fiscal

9 year 1983".
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STATEMENT OF HAROLD M. WILLIAMS, CHAIRMAN, SECURI-
TIES AND EXCHANGE COMMISSION, ACCOMPANIED BY BEN-
JAMIN MILK, GEORGE KUNDAHL, AND DOUGLAS SCARFF

Mr. WILLIAMS. We do appreciate this opportunity to testify on
our authorization request for fiscal years 1981 through 1983. We
have submitted to the subcommittee a detailed justification. We
request that it be made a part of the record of this hearing.
I would like to highlight the rationale of the request. The Com-

mission is requesting $85.5 million for fiscal 1981, $98 million for
fiscal 1982, and $108 million for fiscal 1983. In addition to antici-
pating increases in operating expenses, the request would allow the
Commission to increase its staffing level from the present 2,100 to
approximately 2,500 and would enable the Commission to fund its
new Market Oversight Surveillance System.
We are acutely sensitive to—and fully support—the urgency of

controlling inflation and the related need to limit Federal spend-
ing. We are also well aware—and fully support—the strong desire
of Congress to limit the size of the Federal regulatory presence.
Regardless of its resource allocation level, the Commission and its
staff will continue their commitment to fulfill their responsibilities
with a professionalism and dedication which Congress and the
investing public have come to expect.
At the same time, however, I believe that I would be remiss in

my responsibilities to Congress, the Commission, and the public if I
did not make clear to this subcommittee my judgment, based upon
a career of management experience and almost 3 years heading the
Securities and Exchange Commission, that the Commission's re-
sources are not adequate to permit it to discharge its formal re-
sponsibilities.

I recognize that Congress from year to year may be required to
balance the resources needed to effect the public policies embodied
in the Federal securities laws against other public concerns, such
as the need for budgeting constraints. However, it is my suggestion
that in the context of a multiyear authorization request, which
provides the unique opportunity for the Commission's oversight
committees to take a long view of the Commission's programs and
policies, the threshold inquiry should be on the resource levels
necessary for the Commission to effectively carry out its mandate.
Subsequently, Congress, of course, can reconsider these resource

levels on an annual basis according to the then-current budgetary
conditions.

THREE-YEAR AUTHORIZATION

Before outlining the Commission's resource needs, I would like to
address the Commission's request for a 3-year authorization, which
we believe is justifiable and appropriate.
Multiyear budget planning is critical to the efficient manage-

ment of the Commission. Both the Congressional Budget Office and
the President's Office of Management and Budget have stressed its
importance in their recommendations and procedures.
The enactment of a 3-year authorization will strengthen the

Commission's ability to engage in its own long-term planning and
permit it to participate meaningfully in the administration's mul-
tiyear planning exercises. A 3-year authorization will constitute a
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filings are closely scrutinized, while less resources are devoted to
reviewing more routine filings.
The Commission similarly has had to be more selective in the

enforcement cases it pursues and in determining when a case
should be appealed or whether to appear in private litigation as an
amicus.
But resource allocation judgments can accomplish only so much.

Accordingly, the Commission has proposed in its authorization re-
quest to embark on a 5-year program to increase its personnel
resources to a level which will enable it to fulfill its statutory
responsibilities. The current authorization request would move the
Commission toward the goal of adding approximately 700 positions
in incremental steps over the next 5 years.

UNDERSTAFFED AND UNDERFUNDED

The Commission's job, in its most essential terms, is to foster
investor confidence in the fairness, integrity, and efficiency of the
securities marketplace. That confidence is necessary to the health
and vitality of the capital formation process which fuels our econo-
my. I believe that the agency, when measured against these critical
responsibilities which the Congress has directed it to shoulder, is
seriously understaffed and underfunded. Let me cite some of the
areas of greatest need.

FULL DISCLOSURE

As discussed above, at current staffing levels, the Commission
has found it necessary to adopt an audit mode system and to
curtail the number of corporate filings reviewed as well. Reduc-
tions in the number of filings reviewed could affect the Commis-
sion's efforts to maintain acceptable levels of investor protection
through operation of the review process.
The staffing increases projected for the early 1980's would permit

the Commission to expand the audit mode review to include certain
filings which now receive no review and increase the percentage of
filings reviewed in each category. It would also accelerate the
development of quality control and training programs.

PREVENTION AND SUPPRESSION OF FRAUD

With the increasing activity in the Nation's securities markets
and with the increasing complexity in these markets, the Commis-
sion must continue to maintain an adequate enforcement presence.
Because of the large sums of money involved and the very real

opportunities for illicit gain, securities frauds often entail creative,
novel, and rapidly changing schemes. Indeed, the complexity of
securities fraud is, in part, an outgrowth of the Commission's suc-
cess in eradicating many of the less sophisticated improper prac-
tices prevalent in earlier years.
As Commission oversight of the marketplace has become effec-

tive and widely recognized, the unscrupulous have turned to new,
more esoteric and intricate devices. In turn, Commission investiga-
tions have become progressively more complicated and time con-
suming. In addition, there is a growing inclination throughout our
society to litigate, and this propensity to mount judicial challenges
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to Government action of all kinds has had its effects on the Com-
mission's fraud suppresssion program.
Commission enforcement proceedings develop into protracted and

complex litigation with increasing frequency. At the same time, a
highly skilled and specialized private securities bar has evolved.
Defendants in Commission litigation generally have the financial
capability to retain first-rate counsel when they elect to contest
Commission charges.

Trial preparation and litigation, accordingly, impose very sub-
stantial demands on the Commission's enforcement staff. Likewise,
the private bar is increasingly in a position to command extensive
clerical and paralegal support services to assist in complex securi-
ties litigation. To remain on an equal footing in its representation
of the public interest, the Commission must therefore enhance the
support on which its legal staff may draw.
The tendency for defendants to resort tc• litigation to test the

sufficiency of Commission charges is, of course, not in itself unde-
sirable. It does, however, mean that the Commission must increase
its legal staff simply to assure that the investing public enjoys the
same degree of protection which the Commission was previously
able to provide with fewer resources.
In addition to this overall trend toward more complex and time-

consuming investigations and enforcement proceedings, a number
of developments in the marketplace will place new demands on the
Commission's investigative, surveillance, and enforcement
capabilities.
For example, inflationary forces over the past several years have

pushed short- and long-term interest rates to record high levels.
This has resulted in the rapid growth of money market funds, and,
at the end of 1979, these entities had assets well over $100 billion.
The expansion of money market funds has engendered new con-
cerns in areas such as portfolio valuation, disclosure, back office
efficiency, and selling practices which have demanded additional
Commission resources and attention. Additionally, there has been a
significant increase in investigations of investment companies
other than money market funds.
Corporate mergers and acquisitions by tender offers have also

developed into one of the major areas of Commission concern. Due
to the critical time pressures inherent in these transactions, the
Commission must be able to conduct expedited investigations in
order to ascertain whether violative conduct is occurring. The sub-
ject is one of increasing congressional and public concern, and it is
imperative that the Commission remain current in its program to
monitor activity in this area.
Since passage of the Securities Act Amendments of 1975, new

responsibilities and new classes of regulated entities have come
under the Commission's jurisdiction.
In addition, the regulated population has grown significantly,

and the Nation's trading markets have experienced substantial
increases in activity—first, with the development and growth of
exchange markets for standardized options contracts, and, more
recently, with unprecedented increases in the volumes of stock
trading.
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EXAMINATION PROGRAM FOR BROKER-DEALERS

In 1979, the Commission undertook to enhance its examination
program for broker-dealers. The number of broker-dealers regis-
tered with the Commission has grown from 3,524 in 1975 to over
6,300 in 1979, an increase of 79 percent. The increases in personnel
programed for the early eighties will permit the Commission to
increase the number of broker-dealer examinations to reflect in-
creases in the number of registrants, and to focus on those firms
heavily engaged in trading new investment instruments such as
options.
The expansion of the options market which will accompany lift-

ing of the options moratorium in 1980 is expected to generate
increased workload in processing rule filings and in oversight of
option trading. In addition, implementation of recommendations
made in the report of the Special Study of the Options Markets
will require significant staff resources over the next several years.
Progress toward the development of a national market system

has been a primary focus of the Commission in the past and will
continue to be a major goal. The health and vitality of our capital
markets is crucial to the continued strength of our economic
system, and, accordingly, the Commission recognizes that steps to
restructure those markets must proceed in careful and thoughtful
fashion with a full understanding of the consequences.

Accordingly, the Commission will continue to devote significant
staff resources to the complex and sensitive task Congress assigned
to it in section 11A of the Securities Exchange Act.
In addition to programs either already in process or in the plan-

ning stages, there are several new areas bearing on the regulation
of the markets which the Commission feels require immediate
attention. For example, the Commission's enforcement efforts have
uncovered a number of abuses in the Government-guaranteed secu-
rities markets. A major effort will be needed to develop an ade-
quate regulatory system to deal with the increasing participation
in these markets by investors less sophisticated and less capable of
bearing the economic risks associated with such securities.
In the area of public utility holding company regulation, one of

the Commission's prime objectives in this program over the next 3
years will be to reduce the growing backlog of filings. In the past,
the Division of Corporate Regulation had an excellent reputation
for prompt and effective action on the large volume of applications
required under the Public Utility Holding Company Act of 1935.

Applications are filed at the rate of almost one per day and are
becoming more complex. Unique and novel areas which Congress
did not contemplate when it enacted the 1935 act, such as concern
for the human environment, acquisitions of coal and uranium
mines by holding companies, oil and gas exploration and a myriad
of other ventures into the fuel area as a means of dealing with the
energy crisis are requiring that the Commission expand its exper-
tise.
There is now over $100 billion being managed by investment

companies and over $600 billion being controlled by registered
investment advisers. The latter has been particularly troublesome
in the past due to inadequate information and the lack of bank
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custodians. The Commission attempted to deal with this issue last
year by adopting an expanded form for investment advisers and
computerizing the input to more easily spot problem areas.
The Commission has undertaken two initiatives which will influ-

ence the effective regulation of investment companies and invest-
ment advisers during the period 1981-83. The first consists of a
series of studies to review the Commission's rules under the Invest-
ment Company Act and the Investment Advisers Act. The impact
of these efforts on the private sector and the Commission's work-
load will not be fully felt until the mid-1980's.
The second thrust in this program addresses the inspection pro-

gram for investment companies and investment advisers. Our goal
is to schedule inspections on a 2-year cycle. Inspection cycles are
presently averaging one examination every 5.8 years for invest-
ment companies and one every 11.8 years for investment advisers.
With additional staffing, the inspection cycle would approach the
goal of an inspection every other year for each investment compa-
ny and investment adviser.
The Commission is seeking to insure that adequate consideration

is given to economic issues and the impact of Commission actions
on the Nation's securities markets and participants in those mar-
kets. In the years ahead, greater emphasis will be placed on the
ongoing monitoring of regulations already enacted by the Commis-
sion, as well as on development of a capability to identify longer-
term trends expected to impact on the securities industry.
As I have sought to illustrate, the Commission ha3 present and

anticipated responsibilities which are not being adequately ad-
dressed by current staff resources. However, in addition to ade-
quate staff resources, the Commission needs the technological capa-
bility to conduct oversight and surveillance in the trading markets
and the self-regulatory organizations in order to keep pace with the
increasing complexity and activity of the securities market.

MARKET OVERSIGHT AND SURVEILLANCE SYSTEM

To insure that capability, the Commission has undertaken to
develop a market oversight and surveillance system—MOSS—that
will enable us to: one, administer effectively our oversight responsi-
bilities over the SRO's; two, conduct more thorough and compre-
hensive inspections - of broker-dealers; three, monitor for trends in
developments in the marketplace in coordination with SRO surveil-
lance; four, better coordinate with the SRO's in followup to specific
trading aberrations; five, better evaluate rule proposals that have
an impact on the marketplace; and, six, more effectively manage
our oversight and surveillance resources.
MOSS will complement the primary market surveillance systems

operated by the self-regulatory organizations. It would do this in
two basic ways: one, it will provide cross-market or intermarket
surveillance, particularly in regard to dual-market trading in op-
tions and trading in options and their underlying securities; and,
two, it will integrate market trading data with nonmarket informa-
tion such as material filed with the Commission.

If the Commission is to be in a position to help insure continued
investor confidence, it must begin to take advantage of electronic
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technology to carry out complex oversight and surveillance func-
tions. The Commission has not really made any significant gains in
this area since the creation of the Division of Market Regulation in
1972, and it is probably fair to say that the Commission is 10 to 15
years behind some of the most advanced self-regulatory organiza-
tions in its ability to review and analyze trading activity.
The MOSS initiative is a vigorous, if belated, effort to achieve

technical parity with the organizations over whom we exercise
regulatory authority. No longer will the Commission have to rely
on the most rudimentary capacity to review basic trading data,
and, even more importantly, no longer will intermarket activity
have so great a potential for falling between the cracks in a self-
regulatory network designed at a time when intermarket transac-
tions were negligible.
The MOSS program is a logical extension of the hierarchical

series of checks and balances which constitute the self-regulatory
scheme envisioned by Congress nearly 50 years ago. Under this
arrangement, individual broker-dealers establish internal compli-
ance programs which are overseen by the self-regulatory organiza-
tions, and the self-regulatory organizations rely largely on their
own surveillance and inspection capacity to conduct market sur-
veillance and assure that member firms are in compliance with
SRO and Commission rules.

Similarly, the Commission carries on an SRO oversight function
through its examination programs at both SRO's and broker-deal-
ers. What MOSS contributes to this existing effort is a much en-
hanced capacity to review trading data and a greatly improved
capacity to target the Commission's inspection program toward the
most fertile areas of need. Thus, although much of the data utilized
by MOSS will be similar to that used by the SRO's, MOSS will
have the ability to integrate such trading data with filings and
other information not readily available to self-regulators.
We view meaningful oversight as a key to effective self-regula-tion. The Commission's MOSS system is intended to bolster anexisting Commission function rather than usurp the traditional

surveillance functions performed by the self-regulatory organiza-tions. The Commission still intends to rely very heavily on eachself-regulatory organization to be primarily responsible for surveil-lance of its own trading market. But, among other things, MOSSwill enhance the Commission's ability to oversee the industry'ssurveillance of the marketplace and, by doing so, strengthen theoverall scheme of self-regulation.
In order to test whether the proposed design for MOSS lives upto expectations and to make necessary changes, the Commission ispresently operating a pilot or prototype of the larger system. TheSRO's are playing an essential role in this pilot phase by providingus with the basic information from the trading and clearing proc-ess.
Finally, I would like to discuss with you the Commission's criti-cal need for a consolidated Washington headquarters, and our re-quest for leasing authority to respond to that need. I would like tosubmit for the record a staff memorandum which outlines thehistory of the Commission's efforts to obtain a consolidated head-quarters, describes the impacts of operating from multiple locations
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and explores the reasons why the Commission is requesting leasing
authority. [See letter and attachment at end of hearing.]

SEEK CONSOLIDATED HEADQUARTERS

It has been nearly a decade since the Commission first sought to
secure a consolidated headquarters that would adequately serve
not only its staff, but the over 70,000 investors, attorneys, account-
ants, registrants, and other members of the public who conduct
business at the Commission each year. It has been over 5 years
since the Congress, OMB, and GSA first supported such a consoli-
dation. Over the years, the Commission has expanded its facilities
to three satellite locations to accommodate additional personnel
needed to fulfill its expanded responsibilities.
The present split between four locations imposes large costs, both

direct and indirect, on the Commission, its staff, the business com-
munity, and the investing public. In spite of the Commission's best
management efforts, hundreds of hours of lost time, delayed deliv-
eries, and duplication of facilities and materials have been the
inevitable result. The direct dollar cost to the Government is esti-
mated at nearly $500,000 each year, much of which could be recov-
ered if the Commission were housed in a single headquarters.
The indirect costs, especially to business, are more difficult to

quantify, but they derive from the costly inefficiencies which result
from arbitrarily splitting the work of the Commission. In my judg-
ment, the direct dollar cost to the Government is significantly
greater than the half-million dollars a year, if we had a way to get
a good, reliable handle on the personnel inefficiencies that are
involved in the way in which the Commission is called upon to
function.
The Commission is a small, integrated agency with a highly

specialized mission to protect investors and insure the integrity of
our Nation's capital market. Unlike the situation found in many
Government agencies, the Commission's divisions and offices are
not free-standing organizational components; rather, almost all
Commission activities require the coordination or participation of
several offices and divisions.

Historically, the Commission has attracted to its staff high-qual-
ity lawyers, accountants, economists, and other professionals; and
the nature of the Commission's work requires a large number of
such highly trained professionals. Moreover, the Commission's
work requires extensive daily interaction in Washington with the
corporate, financial, and legal communities and the investing
public. Under these circumstances, the present split of the Commis-
sion between four Washington-area locations has a particularly
serious impact on the Commission's productivity and places unwar-
ranted burdens on the private sector.
In the face of constrained budget resources, minimal pay in-

creases, and increasing restrictions and demands on Commission
employees, no single event could have a more positive impact on
the productivity of the Commission staff than the resolution of the
Commission's long-standing space needs through the acquisition of
a suitable headquarters. The most efficient and expeditious means
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of achieving that end is to provide the Commission with leasing
authority.
Mr. Chairman, I have sought to provide the committee with a

realistic assessment of the resource requirements of the Commis-
sion. As I noted at the outset, I am mindful of the economic
climate, but I feel it is my responsibility to report to you accurately
with respect to the Commission's needs.
Moreover, I believe the Commission has an important role in our

economic recovery in insuring the integrity and stability of the
Nation's capital markets which facilitate capital formation and
contribute to confidence in the economic condition of the country.
That concludes my prepared remarks. I would be pleased to

respond to any questions members of the subcommittee may have.
[Complete statement follows:]

STATEMENT OF HAROLD M. WILLIAMS, CHAIRMAN, SECURITIES AND EXCHANGE
COMMISSION

Mr. Chairman and members of the Subcommittee, I am pleased to have the
opportunity to testify on behalf of the Securities and Exchange Commission's au-
thorization request for the fiscal years 1981-1983. The Commission has submitted to
the Subcommittee a detailed justification supporting the request, entitled "Budget
Authorization Request for Fiscal Years 1981, 1982, and 1983." I ask that the docu-
ment be made a part of the record of this hearing. This morning I would like to
highlight the rationale for the request and discuss the Commission's pressing need
for a consolidated Washington headquarters.
The Commission is requesting $85.5 million for fiscal 1981, $98 million for fiscal

1982, and $108 million for fiscal year 1983. In addition to anticipating increases in
operating expenses, the request would allow the Commission to increase its staffing
level from the present 2,100 to approximately 2,500, and would enable the Commis-
sion to fund its new Market Oversight Surveillance System.
We are acutely sensitive to—and fully support—the urgency of controlling infla-

tion and the related need to limit Federal spending. We are also well aware—and
fully support—the strong desire of Congress to limit the size of the Federal regula-
tory presence. Regardless of its resource allocation level, the Commission and its
staff will continue their commitment to fulfill their responsibilities with a profes-
sionalism and dedication which Congress and the investing public have come to
expect.
At the same time, however, I believe that I would be remiss in my responsibilities

to Congress, the Commission, and the public if I did not make clear to this subcom-
mittee my judgment, based upon a career of management experience and almost
three years heading the Securities and Exchange Commission, that the Commis-
sion's resources are not adequate to permit it to discharge its important responsibil-
ities.
I recognize that Congress from year to year may be required to balance the

resources needed to effect the public policies embodied in the Federal securities laws
against other public concerns, such as the need for budgeting constraints. However,
it is my suggestion that in the context of a multi-year authorization request, which
provides the unique opportunity for the Commission's oversight committees to take
a long-view of the Commission's programs and policies, the threshold inquiry should
be on the resource levels necessary for the Commission to effectively carry out its
mandate. Subsequently, Congress, of course, can reconsider these resource levels on
an annual basis according to the then-current budgetary conditions.
Before outlining the Commission's resource needs, I would like to address the

Commission's request for a three-year authorization which we believe is justifiable
and appropriate.
Multi-year budget planning is critical to the efficient management of the Commis-

sion. Both the Congressional Budget Office and the President's Office of Manage-
ment and Budget have stressed its importance in their recommendations and proce-
dures. The enactment of a three-year authorization will strengthen the Commis-
sion's ability to engage in its own long-term planning and permit it to participate
meaningfully in the Administration's multi-year planning exercises. A three-year
authorization will constitute a clear expression of the activity level at which the
Congress intends for the Commission to operate in the three years ahead. It will
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enable the Commission to refer to the multi-year authorization as a blueprint for
structuring resource requests to OMB and the President over the next three years.
From my perspective as a Chairman whose term will expire in June, 1982, the

three year term is particularly appropriate. The request will enable me to chart
effectively the priorities for utilization of resources for the remainder of my term,
and then allow a one-year orientation period before a new chairman will be re-
quired to formally present his or her program to the Congress.
With respect to the Commission's resource requirements, since 1975, during a

period in which the Commission actually lost 44 staff positions, the Commission has
experienced an explosion in the number and complexity of its regulatory responsi-
bilities—in large part, for two specific reasons. First, significant changes have
occurred in the financial markets and the financial community—including greatly
expanded market activity, increasing complexity of financial transactions, the devel-
opment of a new mix of financial products being offered to the public and the
increasingly high financial leverage of the broker-dealer industry. As illustrations,
since 1975, the number of shares annually traded in the NASDAQ system increased
over 150 percent, the number of contracts for exchange-traded options increased 250
percent, the number of registered broker-dealers increased by almost 80 percent, the
number of registered investment advisers increased by two-thirds, there were $100
billion worth of successful tender offers, and in the last year alone the assets of
money market funds increased almost five-fold.
Further, during the same five-year period, Congress charged the Commission with

a range of new regulatory responsibilities and legal obligations. For example, in
1975 Congress directed the Commission to facilitate the establishment of a national
market system for securities. The Commission has also been charged with imple-
menting the Foreign Corrupt Practices Act and has undertaken a greater role to
achieve more effective oversight and self-regulation of the accounting profession.
Moreover, recent judicial developments, which have severely restricted the scope of
implied private rights of action, mean that, in many cases, no party other than the
Commission can seek judicial enforcement of the Federal securities laws. At the
same time, the Commission is not unmindful of its obligation to initiate regulatory
reforms by reviewing and rethinking its existing regulatory structure and by consid-
ering steps that might reduce regulatory burdens consistent with investor protec-
tion. The Commission has taken many steps in this direction, and will continue to
do so.
In light of its increasing responsibilities and diminished staff, the Commission has

sought to enhance the professionalism with which it manages its resources and has
submitted existing management techniques and systems to searching review. For
example, corporate filings which were previously subject to detailed staff review are
not processed under an "audit mode"; that is, only certain key filings are closely
scrutinized, while less resources are devoted to reviewing more routine documents.
The Commission similarly has had to be more selective in the enforcement cases it
pursues and in determining when a case should be appealed or whether to appear in
private litigation as an amicus. But, resource allocation judgments can accomplish
only so much. Accordingly, the Commission has proposed in its authorization re-
quest to embark on a five-year program to increase its personnel resources to a level
which will enable it to fulfill its statutory responsibilities. The current authorization
request would move the Commission toward the goal of adding approximately 700
positions in incremental steps over the next five years.
The Commission's job, in its most essential terms, is to foster investor confidence

in the fairness, integrity, and efficiency of the securities marketplace. That confi-
dence is necessary to the health and vitality of the capital formation process which
fuels our economy. I believe that the agency, when measured against these critical
responsibilities which the Congress has directed it to shoulder, is seriously under-
staffed and underfunded. Let me cite some of the areas of greatest need.
Full disclosure.—As discussed above, at current staffing levels, the Commission

has found it necessary to adopt an "audit mode" system and to curtail the number
of corporate filings reviewed as well. Reductions in the number of filings reviewed
could affect the Commission's efforts to maintain acceptable levels of investor
protection through operation of the review process. The staffing increases projected
for the early 1980's would permit the Commission to expand the "audit mode"
review to include certain filings which now receive no review and increase the
percentage of filings reviewed in each category. It would also accelerate the develop-
ment of quality control and training programs.
Prevention and suppression of fraud—With the increasing activity in the nation's

securities markets and with the increasing complexity in these markets, the Com-
mission must continue to maintain an adequate enforcement presence. Because of

62-852 0 - 80 - 2
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the large sums of money involved and the very real opportunities for illicit gain,
securities frauds often entail creative, novel and rapidly changing schemes. Indeed,
the complexity of securities fraud is, in part, an outgrowth of the Commission's
success in eradicating many of the less sophisticated improper practices prevalent in
earlier years. As Commission oversight of the marketplace has become effective and
widely recognized, the unscrupulous have turned to new, more esoteric and intricate
devices. In turn, Commission investigations have become progressively more compli-
cated and time comsuming. In addition, there is a growing inclination throughout
our society to litigate, and this propensity to mount judicial challenges to govern-
ment action of all kinds has had its effects on the Commission's fraud suppression
program. Commission enforcement proceedings develop into protracted and complex
litigation with increasing frequency. At the same time, a highly skilled and special-
ized private securities bar has evolved. Defendants in Commission litigation general-
ly have the financial capability to retain first-rate counsel when they elect to
contest Commission charges. Trail preparation and litigation, accordingly, impose
very substantial demands on the Commission's enforcement staff. Likewise, the
private bar is increasingly in a position to command extensive clerical and paralegal
support services to assist in complex securities litigation. To remain on an equal
footing in its representation of the public interest, the Commission must therefore
enhance the support on which its legal staff may draw. The tendency for defendants
to resort to litigation to test the sufficiency of Commission charges is, of course, not
in itself undesirable. It does, however, mean that the Commission must increase its
legal staff simply to assure that the investing public enjoys the same degree of
protection which the Commission was previously able to provide with fewer re-
sources.
In addition to this overall trend toward more complex and time-consuming inves-

tigations and enforcement proceedings, a number of developments in the market-
place will place new demands on the Commission's investigative, surveillance, and
enforcement capabilities.
For example, inflationary forces over the past several years have pushed short

and long-term interest rates to record high levels. This has resulted in the rapid
growth of money market funds, and, at the end of 1979, these entities had assets
well over $100 billion. The expansion of money market funds has engendered new
concerns in areas such as portfolio valuation, disclosure, back office efficiency, and
selling practices, which have demanded additional Commission resources. Addition-
ally, there has been a significant increase in investigations of investment companies
other than money market funds.
Corporate mergers and acquisitions by tender offers have also developed into one

of the major areas of Commission concern. Due to the critical time pressures
inherent in these transactions, the Commission must be able to conduct expedited
investigations in order to ascertain whether violative conduct is occurring. The
subject is one of increasing Congressional and public concern, and it is imperative
that the Commission remain current in its program to monitor activity in this area.
Regulation of securities markets. —Since passage of the Securities Act Amend-

ments of 1975, new responsibilities and new classes of regulated entities have come
under the Commission's jurisdiction. In addition, the regulated population has
grown significantly, and the nation's trading markets have experienced substantial
increases in activity—first, with the development and growth of exchange markets
for standardized options contracts, and, more recently, with unprecedented in-
creases in the volumes of stock trading.
In 1979, the Commission undertook to enhance its examination program for

broker-dealers. The number of broker-dealers registered with the Commission has
grown from 3,524 in 1975 to over 6,300 in 1979, an increase of 79 percent. The
increases in personnel programmed for the early eighties will permit the Commis-
sion to increase the number of broker-dealer examinations to reflect increases in the
number of registrants, and to focus on those firms heavily engaged in trading new
investment instruments such as options.
The expansion of the options market which will accompany lifting of the options

moratorium in 1980 is expected to generate increased workload in processing rule
filings and in oversight of option trading. In addition, implementation of recommen-
dations made in the Report of the Special Study of the Options Markets will require
significant staff resources over the next several years.
Progress towards the development of a national market system has been a prima-

ry focus of the Commission in the past and will continue to be a major goal. The
health and vitality of our capital markets is crucial to the continued strength of our
economic system, and, accordingly, the Commission recognizes that steps to restruc-
ture those markets must proceed in careful and thoughtful fashion with a full

a
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understanding of the consequences. Accordingly, the Commission will continue to
devote significant staff resources to the complex and sensitive task Congress as-
signed to it in Section 11A of the Securities Exchange Act.
In addition to programs either already in process or in the planning stages, there

are several new areas bearing on the regulation of the markets which the Commis-
sion feels require immediate attention. For example, the Commission's enforcement
efforts have uncovered a number of abuses in the government-guaranteed securities
markets. A major effort will be needed to develop an adequate regulatory system to
deal with the increasing participation in these markets by investors less sophisticat-
ed and less capable of bearing the economic risks associated with such securities.
Public utility holding company regulation. —One of the Commission's prime objec-

tives in this program over the next three years will be to reduce the growing
backlog of filings. In the past, the Division of Corporate Regulation had an excellent
reputation for prompt and effective action on the large volume of applications
required under the Public Utility Holding Company Act of 1935. Applications are
filed at the rate of almost one per day, and are becoming more complex. Unique and
novel areas which Congress did not contemplate when it enacted the '35 Act, such
as concern for the human environment, acquisitions of coal and uranium mines by
holding companies, oil and gas exploration and a myriad of other ventures into the
fuel area as a means of dealing with the energy crisis are requiring that the
Commission expand its expertise.
Investment management regulation.—There is now over $100 billion being man-

aged by investment companies and over $600 billion being controlled by registered
investment advisers. The latter has been particularly troublesome in the past due to
inadequate information and the lack of bank custodians. The Commission attempted
to deal with this issue last year by adopting an expanded form for investment
advisers and computerizing the input to more easily spot problem areas. The Com-
mission has undertaken two initiatives which will influence the effective regulation
of investment companies and investment advisers during the period 1981-1983. The
first consists of a series of studies to review the Commission's rules under the
Investment Company Act and the Investment Advisers Act. The impact of these
efforts on the private sector and the Commission's workload will not be fully felt
until the mid-1980s.
The second thrust in this program addresses the inspection program for invest-

ment companies and investment advisers. Our goal is to schedule inspections on a
two-year cycle. Inspection cycles are presently averaging one examination every 5.8
years for investment companies and one every 11.8 years for investment advisers.
With additional staffing, the inspection cycle would approach the goal of an inspec-
tion every other year for each investment company and investment adviser.
Economic and statistical research.—The Commission is seeking to ensure that

adequate consideration is given to economic issues and the impact of Commission
actions on the nation's securities markets and participants in those markets. In the
years ahead, greater emphasis will be placed on the ongoing monitoring of regula-
tions already enacted by the Commission, as well as on development of a capability
to identify longer term trends expected to impact on the securities industry.
Market oversight surveillance system.—As I have sought to illustrate, the Commis-

sion has present and anticipated responsibilities which are not being adequately
addressed by current staff resources. However, in addition to adequate staff re-
sources, the Commission needs the technological capability to conduct oversight and
surveillance in the trading markets and the self-regulatory organizations in order to
keep pace with the _increasing complexity and activity of the securities markets.
To ensure that capability, the Commission has undertaken to develop a market

oversight and surveillance system—MOSS—that will enable us to (1) administer
effectively our oversight responsibilities over the SR0s; (2) conduct more thorough
and comprehensive inspections of broker-dealers; (3) monitor for trends in develop-
ments in the marketplace in coordination with SRO surveillance; (4) better coordi-
nate with the SROs in follow-up to specific trading aberrations; (5) better evaluate
rule proposals that have an impact on the marketplace; and (6) more effectively
manage our oversight and surveillance resources. MOSS will complement the pri-
mary market surveillance systems operated by the self-regulatory organizations. It
would do this in two basic ways: (1) it will provide cross-market or inter-market
surveillance, particularly in regard to dual-market trading in options and trading in
options and their underlying securities; and (2) it will integrate market trading data
with non-market information such as material filed with the Commission.

If the Commission is to be in a position to help ensure continued investor confi-
dence, it must begin to take advantage of electronic technology to carry out complex
oversight and surveillance functions. The Commission has not really made any
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significant gains in this area since the creation of the Division of Market Regulation
in 1972, and it is probably fair to say that the Commission is ten to fifteen years
behind some of the most advanced self-regulatory organizations in its ability to
review and analyze trading activity. The MOSS initiative is a vigorous, if belated,
effort to achieve technical parity with the organizations over whom we exercise
regulatory authority. No longer will the Commission have to rely on the most
rudimentary capacity to review basic trading data, and, even more importantly, no
longer will inter-market activity have so great a potential for falling between the
cracks in a self-regulatory network designed at a time when inter-market transac-
tions were negligible.
The MOSS program is a logical extension of the hierarchical series of checks and

balances which constitute the self-regulatory scheme envisioned by Congress nearly
fifty years ago. Under this arrangement, individual broker-dealers establish internal
compliance programs which are overseen by the self-regulatory organizations, and
the self-regulatory organizations rely largely on their own surveillance and inspec-
tion capacity to conduct market surveillance and assure that member firms are in
compliance with SRO and Commission rules. Similarly, the Commission carries on
an SRO oversight function through its examination programs at both SRO's and
broker-dealers. What MOSS contributes to this existing effort is a much enhanced
capacity to review trading data and a greatly improved capacity to target the
Commission's inspection program towards the most fertile areas of need. Thus,
although much of the data utilized by MOSS will be similar to that used by the
SRO's, MOSS will have the ability to integrate such trading data with filings and
other information not readily available to self-regulatory.
We view meaningful oversight as a key to effective self-regulation. The Commis-

sion's MOSS system is intended to bolster an existing Commission function rather
than usurp the traditional surveillance functions performed by the self-regulatory
organizations. The Commission still intends to rely very heavily on each se
regulatory organization to be primarily responsible for surveillance of its own
trading market. But, among other things, MOSS will enhance the Commission's
ability to oversee the industry's surveillance of the marketplace and, by doing so,
strengthen the overall scheme of self-regulation.
In order to test whether the proposed design for MOSS lives up to expectations

and to make necessary changes, the Commission is presently operating a pilot or
prototype of the larger system. The SROs are playing an essential role in this pilot
phase by providing us with the basic information from the trading and clearing
process.
Consolidated headquarters—Finally, I would like to discuss with you the Commis-

sion's critical need for a consolidated Washington headquarters, and our request for
leasing authority to respond to that need. I would like to submit for the record a
staff memorandum which outlines the history of the Commission's efforts to obtain
a consolidated headquarters, describes the impacts of operating from multiple loca-
tions and explores the reasons why the Commission is requesting leasing authority.

It has been nearly a decade since the Commission first sought to secure a consoli-
dated headquarters that would adequately serve not only its staff but the over
70,000 investors, attorneys, accountants, registrants and other members of the
public who conduct business at the Commission each year. It has been over five
years since the Congress, OMB and GSA first supported such a consolidation. Over
the years, the Commission has expanded into three satellite locations to accommo-
date additional personnel needed to fulfill its expanded responsibilities.
The present split between four locations imposes large costs, both direct and

indirect, on the Commission, its staff, the business community and the investing
public. In spite of the Commission's best management efforts, hundreds of hours of
lost time, delayed deliveries, and duplication of facilities and materials have been
the inevitable result. The direct dollar cost to the government is estimated at nearly
$500,000 each year, much of which could be recovered if the Commission were
housed in a single headquarters. The indirect costs, especially to business, are more
difficult to quantify, but they derive from the costly inefficiencies which result from
arbitrarily splitting the work of the Commission.
The Commission is a small, integrated agency with a highly specialized mission to

protect investors and insure the integrity of our nation's capital market. Unlike the
situation found in many government agencies, the Commission's divisions and of-
fices are not free-standing organizational components; rather, almost all commission
activities require the coordination or participation of several offices and divisions.
Historically, the Commission has attracted to its staff high quality lawyers, account-
ants, economists and other professionals; and the nature of the Commission's work
requires a large number of such highly trained professionals. Moreover, the Corn-
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mission's work requires extensive daily interaction in Washington with the corpo-
rate, financial and legal communities and the investing public. Under these circum-
stances, the present split of the Commission between four Washington-area loca-
tions has a particularly serious impact on the Commission's productivity and places
unwarranted burdens on the private sector.
In the face of constrained budget resources, minimal pay increases and increasing

restrictions and demands on Commission employees, no single event could have a
more positive impact on the productivity of the Commission staff than the resolu-
tion of the Commission's long-standing space needs through the acquisition of a
suitable headquarters. The most efficient and expeditious means of achieving that
end is to provide the Commission with leasing authority.

CONCLUSION

I have sought to provide the Committee with a realistic assessment of the re-
source requirements of the Commission. As I noted at the outset, I am mindful of
the economic climate, but I feel it is my responsibility to report to you accurately
with respect to the Commission's needs. Moreover, I believe the Commission has an
important role in our economic recovery by insuring the integrity and stability of
the nation's capital markets which facilitate capital formation and contribute to
confidence in the economic condition of the county.
That concludes my prepared remarks. I would be pleased to respond to any

questions members of the Subcommittee may have.

Senator SARBANES. We thank you for a thoughtful statement,
and I want to commend the approach you have taken, as you note
in the conclusion, in setting out accurately what you regard as the
Commission's needs. Even though we recognize that in view of
current budget stringencies, those needs may not be fully funded,
either by the executive branch in its submission to the Congress or
the Congress in its final determination of the budgets, I for one feel
very strongly that your role, as you set out on page 6, of fostering
investor confidence in the fairness, integrity and efficiency of the
securities marketplace and maintaining that confidence—which is
necessary to the health and vitality of the capital formation proc-
ess—is a very accurate statement of something that we have to
keep in mind. •

I think it is very important to do what you have done this
morning as a manager of a very important agency, and that is to
set out your needs, which you of course have done in greater detail
in the budget authorization request that will be included in the
record.

If we don't give you the necessary resources and something goes
wrong in the marketplace, that will provoke an outrageous outcry.
It has been my experience in the Congress that such a development
often leads to what a lot of people would regard as punitive legisla-
tion or punitive regulation and so forth, and I am pleased to see
your sensitivity here to the needs to decrease regulation when we
can—I think you have to lay out these needs. And then if some-
thing goes wrong, the responsibility can be pinpointed as to whose
fault it was that the resources weren't provided to prevent such a
thing from happening.
Along that line, I want to ask this question to start out with:

How much delay is experienced by those you regulate, do you
think, from the insufficient staff of the Commission? In other
words, you have perfectly standard, routine functions that have to
be performed. Obviously, when people come to you they want them
performed as quickly as possible, and you would like to perform
them as quickly as possible. To what extent are your problems with



18

staffing and the level of your resources creating problems in that
area?

PROBLEMS WITH UNDERSTAFFING

Mr. WILLIAMS. It will be difficult to generalize, but let me ap-
proach it this way. We have endeavored to deploy our resources
against those matters that have the greatest urgency and the
greatest market sensitivity. As a result, there are some areas that
do suffer. To the extent that I can pull the numbers, we will
submit them.
But, for example, in the market regulation area, under the 1975

act we are required to approve all rule changes of self-regulatory
organizations, and also to address specifically all rules that might
have any anticompetitive implications. We are very far behind
schedule. The pile is in the hundreds. We believe the delays have
not created any major problem. But it is highly desireable to deal
timely with rule filing.
In the public utility holding company area, where we have 504

applications filed in 1979, we were able to process 267. The backlog
is increasing. We would expect it will continue to increase.
Our serious deficiencies are in the area of what one might look

on as the routine bread and butter of the Commission. We are
trying to address these in 1981, 1982, and 1983, in our oversight
and inspection program, where not only the frequency but the
degree of sensitivity with which we inspect is important—whether
it is broker-dealers or investment companies or investment advi-
sors, or indeed, the securities marketplace itself. These areas do not
now and have not for some time received the time and attention
that they should have.
That is much more difficult to deal with not only in terms of a

time delay factor, but also as how it might reflect itself in the
efficiency and the investor experience with the marketplace.
Senator SARBANES. We are just heightening the risk of a serious

problem developing with all of the repercussions that that would
bring with it.
Mr. WILLIAMS. Yes, sir.
Senator SARBANES. I think the marketplace has become more

complicated. The public's confidence that the marketplace will be
maintained in a proper and orderly fashion increases, and if some-
thing goes wrong the public's reaction to that will be rather sharp.
I think that needs to be recognized. In other words, I think that
giving you resources to do your job is almost the best way ovei
time to maintain a rather steady, reasonable approach in this area
on the question of regulation.
Mr. WILLIAMS. Yes, sir.
Senator SARBANES. You would like to achieve an increase of 400

in personnel over the course of this 3-year authorization; is that
right?
Mr. WILLIAMS. It is 407, right.
Senator SARBANES. Do you have there some indication of what

areas in particular we move or would be concentrated in? You
went through step by step the various areas you are concerned
about, but is the 407 more or less distributed over those? Are you
going to focus on a few areas in particular?
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Mr. WILLIAMS. Of the 407, well over half is devoted to the invest-
ment management area and regulation of securities markets.
Senator SARBANES. That would be an effort to step up the cycle

of inspection that you referred to, is that right?
Mr. WILLIAMS. Yes.
Senator SARBANES. From the 5.8 and the 11.8 to every other

year?
Mr. WILLIAMS. That's right. That is the investment management

area, which accounts for just over a quarter of the requested re-
sources, including the staffing for MOSS in the area.
Senator SARBANES. You have been at the Commission long

enough so that you can give us some insight into the budget-
making process. We are dealing here in an authorization, and we
are discussing the possibility of a 3-year authorization to give you
some ability to project into the future.
How has the OMB treated the Commission's request? Have you

been able to determine some rationale that seems to guide their
judgments?
Mr. WILLIAMS. Well, Senator, I think the approach of OMB has

probably been characterized by two things. One is that while they
have not lacked in understanding and appreciation, but it hasn't
been translated into numbers. Second, they have been more gener-
ous and supportive in terms of dollars than they have in terms of
bodies.
But basically, in terms of bodies themselves, I would not be

oversimplifying when I would say we have been unsuccessful.
Senator SARBANES. Do you discern any tendency on their part to

use the authorization as a standard against which to work, as
opposed to simply the previous year's budget?
Mr. WILLIAMS. No. In my experience, it has been approached

basically on a year-to-year basis in the context of the appropriation
and not influenced significantly, if at all, by the authorization
level. With the Congress, the appropriations committees have not
been very sensitive to the authorization level.
Senator SARBANES. Has OMB in recent years appeared to take an

approach in setting your budget figures for submission to the Con-
gress of simply taking the previous year's figures and then giving
you some small increase over that. Is that essentially how they go
about making up your budget? Or have they shown some sensitiv-
ity to the needs you have been able to document and argue for in
terms of resources?
Mr. WILLIAMS. In the area of MOSS, they have shown a great

deal of interest, and dollarwise have been responsive, but not in
terms of the additional people we have requested. Generally speak-
ing, in the aggregate on the dollar side the increases have been
modest. On the people side they have gone either up a few or down
a few; I would say they have not shown much responsiveness to our
concerns or our case or our pleading.
Senator SARBANES. You make the point that you have lost 44

positions since 1975, while at the same time your responsibilities
have increased.
Mr. WILLIAMS. The largest cut, if I recall, took place—I think the

year I came in, or it had taken place at the time I came in, if I
recall correctly. It has gone basically sideways since then. We were
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2,144 in 1975; 2,060 in 1976; 2,117 in 1977, which is essentially the
staffing level that I inherited when I came in. We dropped to 2,092
in 1978, and increased to 2,125 in 1979; are at 2,100 in 1980; and in
1981 we are due to go up to 2,105, by OMB, going up 5.

INCREASING COMPLEXITY OF FINANCIAL TRANSACTIONS

Senator SARBANES. Take, for instance, the items on page 4 of
your statement, in which you talk about the greatly expanded
market activity, increasing complexity of financial transactions,
and so forth. With respect to each of these items I would be
interested to accertain the extent to which the Commission has not
been able to keep pace with the increased activity, and no extent to
which this poses risks to the public.
Perhaps some of those are more serious than others. For in-

stance, the number of shares annually traded in the NASDAQ
system increased over 150 percent. If we could take each of those
and cover those questions for the record, I think that would be
helpful.
Mr. WILLIAMS. Those are in a sense examples of larger phenom-

ena. In January of 1980, the markets—that includes the New York,
Amex, and NASDAQ—traded over something like 2 billion shares.
This contrasts to 6 billion shares traded for the whole year of

1975 and something under 11 billion traded for the full year 1979.
Quantifying that in terms of risk is hard to do. But let's put it

this way: For the system to work effectively, it calls initially for
effective self-regulatory activity on the part of the various ex-
changes and the broker-dealer community itself—and then for an
effective oversight capacity on the part of the Commission.
And, as these markets change and become more complex, it

would mean that what might have constituted adequate self-regula-
tory activity on the part of exchanges and broker-dealers may turn
out, with the passage of time to be inadequate and need to be
upgraded. And, of course, the same thing goes for the Commission.
Now, just putting more cops on the beat is not an adequate

approach, and the approach we have taken is twofold: The primary
one, is MOSS; the other is additional inspection capability, primar-
ily in the investment management and broker-dealer community,
but also from the standpoint of the exchanges as well.
One parameter is that 1979 was the largest year, in terms of

customer complaints. The Commission received something on the
order of 15,000 complaints in 1979.
Senator SARBANES. Compared to what in prior years?
Mr. WILLIAMS. Let me supplement the record with that. It is up

significantly again this year.
Senator SARBANES. Is it possible to characterize the nature of the

complaints?
Mr. WILLIAMS. Let me get that for you. It runs primarily in the

areas of inability to gain prompt delivery of securities. They are
more paperwork-related than transaction-oriented in terms of the
transaction itself. But we have a full spread of that which I would
like to submit for the record.
Senator SARBANES. All right. [See letter with attachment at end

of hearing.]



21

Senator SARBANES. Can we go through these other items?
Mr. WILLIAMS. Douglas Scarff, Director of our Division of Market

Regulation would like to supplement my remarks.
Mr. SCARFF. The securities industry has been in a 2½ year

moratorium on the expansion of options trading. The Commission
announced last week that this Wednesday there would be a meet-
ing on that subject, and there is an expectation that some expan-
sion will flow from it. The options industry has been held back
during the pendancy of this matter, and we expect to have a large
number of expansionary proposals presented to the Commission
that will require significant manpower.
Doubling back to one of Chairman Williams' earlier remarks, one

area that we have not been able to address as quickly as the 1975
amendments contemplated, is that of clearing agency registration.
During this recent volume surge, it has been abundantly evident in
the municipal and certain over-the-counter areas that the clearing
mechanisms are not adequate to handle this level of trading, and it
is very important that we be able on the regulatory side to permit
the proceedings to proceed as quickly as they can.
Third, I might mention that during the volume surge in January

and February, certain brokerage firms experienced severe operat-
ing difficulties in the back office area, in some respects reminiscent
of the difficulties in the late sixties. And it is simply imperative
that we be in a position to follow up with manpower on site where
that is necessary to insure that the public investors are being
taken care of.

Lastly, I would mention that in the area of GNMA's, there have
been a number of instances in the past year or so where there have
been abuses. As you know, we have provided some drafting assist-
ance in connection with some possible legislation.
Each of these areas represents a significant increase in the re-

sponsibilities and burdens on just one operating division. To the
extent that we must and do address these top priorities, our more
routine processing of rule change filings and registrations necessar-
ily suffer. As the chairman pointed out in his remarks, our man-
power remains flat, and as these responsibilities and crises in-
crease, we become stretched thinner and thinner.
Mr. WILLIAMS. Mr. Chairman, in 1978, we had 13,300, and in

1977, 10,000, and then it was just under 15,000 in 1979 for compli-
ance. Proportionate to the increase in the volume of trading, this
would be a smaller increase than at least in 1978 and 1979, so that
the problem is not apparently growing with the marketplace, but I
am reminded that the first 2 months of this year, we had a very
significant increase.
Coming back to Mr. Scarff s point, when you have a sudden surge

in volume as we had unexpectedly in the first 2 months of 1980,
you can expect unusual things to happen. Part of our responsibility
in developing the national market and in working with the SRO's
is to assure that the capacity and capability—technologically, per-
sonnelwise, and capitalwise—is there and remains ahead of the
anticipated needs of the market. This is a strange business. It is
the only business I know where you don't want to have a backlog,
where you really can't afford it. You can open shop that morning,
and you have no idea how much business you are going to do that
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day. Yet you have to have it done that day with a cost structure
that doesn't really make it easy to have a lot of people sitting
around waiting for that surge to come—it may or may not come for
months.
We paint a picture of very real concern. But I would say we are

proud of our ability in January and February to move with the
market and focus our limited resources on the problem areas that
arose, and I think to deal with them responsibly.
We also talked about investment company assets increasing by

two-thirds—and investment advisers being responsible for over
$600 billion of assets. The number of investment companies in-
creased only slightly, but the mix of business is changing very
dramatically from the traditional equity portfolio to money mar-
kets securities.
Senator SARBANES. You have inspection cycles there. Has that

significantly worsened? What did it use to be?
Mr. WILLIAMS. It was 8.7 years on investment advisors in 1976,

and it was 11.8 in 1979. For investment companies, it was 4.9 in
1976; it was 5.8 in 1979. But with that, we recently examined all
the money market funds, and we needed to.
Now that meant, on average, there were other funds we didn't

get to. Our priority has to be "cause" or special sensitivity type of
examinations. So at the same time that we can't give ourselves or
the public or you the kind of assurance they are entitled to in some
of these areas, we are sensitive about money market funds.
Senator SARBANES. What is the rationale that makes the goal of

every other year the appropriate goal with respect to each invest-
ment company and investment advisors?
Mr. WILLIAMS. Basically, there are several pieces to it. The main

one is analogy to other people's experience, which is to some extent
relevant to us. The most important one is that bank regulatory
agencies have set an annual inspection cycle. The SBA is required
to examine all SBIC's, which are investment companies, annually.
"Annually" impresses us as being a little tight, and it could be as
we phase into this, we might find that anywhere from a 1- to
perhaps a 3-year cycle or whatever might be adequate and make
sense.
The principle is to have enough of a presence to not only dis-

cover but deter.
Senator SARBANES. What is the best cycle the Commission ever

had for any sustained period of time? Do you know?
Mr. WILLIAMS. I will have to get you that data. My hunch is it

probably never was much better. If the data is available, I will give
it to you. [See letter with attachments at end of hearing.]

APPLICATIONS PENDING

Senator SARBANES. On the holding companies, on the public util-
ity holding companies, what were the figures again that you gave
earlier on the number of applications?
Mr. WILLIAMS. In 1979, 504 applications filed. There were 237

pending at yearend.
Senator SARBANES. 504 and 237 pending?
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Mr. WILLIAMS. That's right. Our projection at this point, on the
basis of experience, is that we will have 370 pending at the end of
the current year and 503 pending at the end of 1981.
Senator SARBANES. As long as they are pending, the company is

in a state of suspense, isn't it, in terms of moving forward? As long
as they are pending, what the private sector wishes to do is held in
a state of suspense; is it not?
Mr. WILLIAMS. Yes, it is. How serious that is depends upon the

nature of the transaction, and obviously we try to be responsive,
particularly to those that have the more sensitive timing. But, yes,
sir, something gets delayed as a result of it.
Senator SARBANES. From the Commission's point of view, ordi-

narily speaking, if you were not hampered by a lack of personnel
and resources, how quickly could you act on applications in the
public utility holding company field, recognizing that some are
more difficult than others as a general proposition?
Mr. WILLIAMS. We have had a standard on that. The standard

that we feel we ought to be able to deliver against—should respon-
sibly be delivering against—is disposition in a matter which does
not involve hearing within 60 days of filing, and where a hearing is
requested or ordered, within 180 days of filing.
Senator SARBANES. So that essentially means there would be no

backlog at the end of the year but for your lack of resources; is
that right?
Mr. WILLIAMS. As a practical matter, there would be some car-

ryover, but there should be no backlog increase. There would be
somewhat of a carryover. It would be caught in the middle of the
60-day filing period or the 180-day hearing period, but there would
be essentially none that would carry over from year to year, and
there shouldn't be.
Senator SARBANES. I will desist and let Senator Gam speak. He

is the ranking minority member, and we are pleased to have him
come in and join us this morning.
Senator GARN. Thank you, Senator Sarbanes. I appreciate your

letting me come in. I am not a member of this particular subcom-
mittee, but there has been an increasing problem in my State—not
just mine, but other Western and Southwestern States.

It involves restrictions on oil, gas, mining investments—restric-
tions by the SEC. The effects of these restrictions is that the small
gas and oil operators are having a difficult time directly competing
with the major companies for leases, particularly when we are in
such an energy crunch, and we have problems with leasing of
everything—coal, oil, natural gas, you name it. And with all of the
talk and public criticism of the majors, it would seem we would not
want to discourage some of the very small producers, partnerships,
and so on from getting involved.
Now you have taken a lot of steps recently in the area of small

business to address this particular problem, and I am well aware of
that. But I am also well aware that you have not extended these
steps to the area of energy. I think there have been some very
positive steps, and I have heard good reports that it has helped
small business compete for capital in many areas.
I am also aware that the Commission has had enforcement prob-

lems with regard to some of what we might call "the get-rich-quick



24

schemes" in the oil and natural gas business, so certainly I can
understand how you would oppose broad exemptions for oil, gas, or
mining investments. I understand what you are dealing with.
But I would hope that in the near future you would consider

some relief for small- and medium-sized oil, gas, and mining securi-
ties. Here, I refer specifically that what would be extremely help-
ful—some of the people I have talked to in my own State agree—if
you would permit the use of the form 5-18—I have talked so much
about SALT that I threw in SS-20, but I just want one "S"—of the
S-18 form, which is available for other small businesses. [Laughter.]

It has not been available to be used for oil, gas, or mining.
What comments do you have on this whole problem?
Mr. WILLIAMS. Senator Garn, you have stated the objective and

the dilemma very well. We are working very hard in endeavoring
to relieve the regulatory burden on small business to the extent
that we can responsibly do so. We are trading off in the process
interest in capital formation in trying to reduce the burden on
small business on the one hand and the problems of investor pro-
tection on the other. And indeed, in the area of small business, one
might well say that the need for investor protection is the greatest.
Because the natural attrition and failure rate in small business is
inevitably greater, the risk is greater.
Our records show, of course, that the opportunity for some kind

of security violation is also very great. We have tried to trade these
off responsibly and move ahead. We did determine that in spite of
recognition of the need for enhanced oil and gas exploration par-
ticularly, our experience has been that the problems we have en-
countered with tax shelters, with some of the limited partnerships,
were such that we were concerned about expanding opportunity in
that area. And the disclosure requirements and accounting applica-
ble to mining and oil and gas companies have been in a state of
flux, so that we were reluctant to include them.
We haven't stopped looking at it. We thought we would take it a

step at a time, and we took a more conservative step the first time
around in form S-18 and rule 242 to see how they work and how
well we are able to maintain our oversight of the development of
that process and how it is used.
I hear you, and we are concerned about the need for energy

resource development. By far, the largest area of utilization of the
enhanced S-18 ceiling is that region, even with the lid on who can
use it. We are looking at their experience, at the experience of
underwriters in that area, in terms of how they bring these things
to market, to what extent they provide a reasonable discipline on
it, or to what extent they become part of the problem rather than
part of the solution, and also the ability of the staff in Denver to
stay on top of it and deal with it.
We are still working on it. I would like to tell you that we are

going to move ahead and expand it, but all I can tell you right now
is we are looking at it hard.
Senator GARN. Is there that much greater risk in small business-

es in oil and natural gas? There are risky small businesses that are
now able to use the S-18 form, and I'm well aware—and that is
why I pointed out that there had been some abuses, but there have
been abuses, and there is the same need for investor protection in
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lots of different types of industries or businesses. But you have
specifically excluded this area when there are a lot of people that
would like to find some oil and natural gas.
In my State, I think there is more than people are aware of, but

it is deep, difficult to find. It doesn't gush out of the ground like it
did in Texas, and it requires a good deal of capital investment.
As I say, I applaud your efforts in other areas in trying to help

small business, but I really wonder why we just exclude this one
industry and can't move ahead, at least on a testing basis—say, try
the S-18 form. Almost everybody I have talked to indicates that
would be the single biggest step you could take.
Obviously, you can make changes—as you may have to in your

other initiatives for small business if it is not working to achieve
that balance between allowing incentive but at the same time
protecting the investor. We certainly have a critical energy prob-
lem right now.
Mr. WILLIAMS. Form S-18 and rule 242 are in a sense in a testing

phase and during such testing, it seemed to make sense to us not to
include areas where we had enforcement problems—such as we
have had with certain limited partnerships—or areas where
changes were being made in disclosure or accounting require-
ments—as has been true with mining and oil and gas operations.
I appreciate your concern. We are not ignoring you. It is an area

that concerns us, and we will keep looking at it and see if we can
find a way to work out the problems you have pointed out.
Senator GARN. That is why I pointed out both sides of the issue. I

am not here just taking one side.
My staff just passed me a note which indicates that possibly

having this restriction, however, pushes these operators into using
private placements, so the SEC has no notice of the offering that is
occurring. So are we pushing these people off into an area which
gives the investor less protection because of the restrictions? .
Mr. WILLIAMS. It is conceivable, but we have always taken the

position—and I think it is an appropriate one—that in the private
placement context, you are dealing essentially with the sophisticat-
ed investor who--
Senator GARN. I can testify that isn't necessarily true. I have

taken private placements in the past, and it was unsophisticat-
ed--
Mr. WILLIAMS. I can join with you on that, but that is the

principle of the fact—the likelihood, recognizing we only have so
much in the way of resources to deploy, that by and large in the
private placement area, the theme is that investors can take care
of themselves.
Senator GARN. Would it be possible for us to work with you- more

closely, apart from this hearing today, your staff, my staff, to see if
there is something we can do, recognizing the balance that has to
be achieved? And I fully understand that. We have had enough
experience in my State in years past, back with uranium. I know
something about fly-by-night operators. My father certainly
learned something about that kind of unrestricted operation.
So I don't know exactly where that balance point is myself. I just

have a feeling that it is unbalanced now and it is unnecessarily
restricting some investment capital into energy resources that we
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ought to be having. So if we could pursue this with you or your
staff and see if there is something we could come up with, I would
appreciate it very much.
Mr. WILLIAMS. We would be delighted.
Senator GARN. Thank you, Mr. Chairman, for letting me pursue

this.
FULL DISCLOSURE

Senator SARBANES. Fine. Chairman Williams, you indicate in the
full disclosure section of your statement, that the Commission has
gone to a system that has curtailed the number of corporate filings
reviewed, and that you wish to expand and include certain filings
which now receive no review.
Now in your opinion, how much of a risk is being created by the

current situation in your opinion?
Mr. WILLIAMS. We can answer you in several pieces. The area of

full disclosure I think is undergoing a very important and I think
very exciting and fundamental change at the Commission in terms
of the combination of several things.
We have a proposal now out which looks to the integration of

1933 and 1934 acts in terms of filings with the Commission. The
proposal would have the effect that the annual report would
become the focal document, and that duplication and inconsisten-
cies between filings under 1933 and 1934 acts would be eliminated.
The ability of a company to come to market in a timely fashion
with registration statements would be accelerated, because they
would be able to incorporate within the registration statement
other materials such as what is on file in the annual report,
supplemented by subsequent Commission filings, incorporated by
reference, reducing the amount of material that goes into a pro-
spectus, the amount of review called for, and reducing therefore
the time delay that is involved.

It would call for more review on an ongoing basis of the annual
report, which is largely unreviewed, as contrasted to the 10-k. So
what I am saying in this regard is that we are switching in many
respects—assuming this is adopted—where our review focus would
lie.
The second thing that moves along with that we are now organiz-

ing on an industry basis, which means that all filings for a given
industry would go to a given branch, where we can develop the
depth of expertise relative to that industry, which we have never
been able to develop before at the Commission. Previously, the
filings that were reviewed would be queued up and go to the next
branch within the division that came up next to receive a filing for
review.
And finally in that area, we are emphasizing quality control and

a training function. We want to assure what is being looked for on
the reviews, the quality of the reviews and the evenness of the
review capability of the various branches is much more common
and uniform than it is now—so you don't get nitpicking comments,
but, on the other hand, you don't get new developments that per-
haps are unnoticed for too long, and so forth.
So we are trying to do a major substantive restructuring in that

area, which I think will be enormously important and hopefully,
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over some period of time, would even reduce the absolute number
of people we need, because of the depth of expertise that we would
be developing and the professionalism, which might reduce turn-
over and have other benefits as well.
To get to your question, I would think that we are—I would

almost have to take it on a form-by-form basis. I can't give it all to
you this morning. I would like to respond to that for the record. I
need to take it form by form and adjust it for the changes we are
making in the system to really tell you what the consequence of
how that works.
Senator SARBANES. A lot of the questions this morning have been

designed to determine how thin the ice is that you are skating over
in these various areas. I think this is an important concern. I am
encouraged by one aspect of that response, and that is the Commis-
sion's effort to revise its requirements in such a way as not to
require what is no longer necessary, and just imposes a burden
that really does not serve a useful purpose.
I think it is important that the Commission constantly keep

thinking in those terms, that what is required is really necessary.
Then you ought to be given the personnel to do the job.
I am concerned about the private sector simply running into the

backlog and being backstopped at the Commission when they come
there. It is perfectly reasonable that they should want to move
forward, when nothing is really wrong with it and in fact a lot of
things are right with it, but they just can't get cleared.
Of course, we have the contention from the private sector that a

lot of what you require is not necessary. One can argue about that.
It seems to me that reasonable people ought to be able to reach a
consensus or come very close to a consensus on that question.
I think your answer reflected some sensitivity to that problem.

On the other hand, if what is being required is reasonable and you
don't have the personnel to deliver it, it seems to me in everyone's
interest—yours, ours, and the private sector—to see that you get
the resources with which to be able to do your job.
Let me ask you this, which is a somewhat more far-reaching

question: Has the Commission ever seriously considered asking
Congress not to allow certain activities which the Commission
would otherwise deem as being proper and appropriate activities,
simply because the Commission is so short of resources and staff
that it cannot scrutinize the activities and give the appropriate
clearances? In other words, has a situation ever arisen where you
would concede that there is nothing wrong with the activity and in
fact it ought to be permitted to take place, subject to the necessary
screening and approval or continued surveillance, whatever may be
involved; but you have seen the risks involved as being so serious
that you would think of asking the Congress not to allow the
activity to take place?
Mr. WILLIAMS. This has come up in recent years, with the con-

gressionally directed 1975 act amendments, when we presented
what we thought were the resource implications. That was the year
we got cut from 2,144 to 2,060.
I don't know if we have with us the facts on what we requested.

But at the time of the 1975 act amendments there were indications
of resource needs. Later, in connection with the Foreign Corrupt
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Practices Act, we were also asked what the resource requirements
would be in connection with that. The act was passed, but the
resources were not forthcoming.

INCREASED OVERSIGHT

In terms of the increased oversight of the accounting profession,
that never took the form of a legislative congressional enactment.
It did take the form, I think, of very approppriate congressional
criticism both of the profession and ourselves. And we have endeav-
ored to respond to that without asking specifically for more re-
sources out of the context of the resource authorization process.
And with the organization of the Department of Energy, we

indicated our willingness to have the Public Utility Holding Com-
pany Act moved over to the Energy Department, where indeed in
many respects it does belong, because the issues of facilitating
energy expansion I would think would be in the national interest
and ought to be dealt with in the context of overall energy policy,
rather than by ourselves.
Mr. KUNDAHL. In our annual submissions to the appropriations

committees, we identify what we consider our long-range objective
to be, and then state what the funds for the upcoming budget year
will allow us to do, so the appropriations committees have a clear
understanding of where we are falling short.
In the area of the public utility holding company regulations, as

we indicated a few moments ago, we have indicated for the last
couple of years that the funding levels in the President's budget
would not permit us to inspect service companies, and presumably
the appropriations committees have taken this into account and
agreed on the level at which we should be funded.
Mr. WILLIAMS. May I respond a little further on full disclosure?

In the earliest date I have, 1975, we had 571 people in that pro-
gram;. 1981, we have 442. The proposed increases, as we see them,
for the 1981, 1982, 1983 authorization, would do two things only: It
would, one, increase the staffing in the regional offices, the people
who are responsible for dealing with the facilitative types of filings
that Senator Garn was describing, which are focused largely on the
needs of smaller business or small business financing; and second-
ly, would result in—in those 3 years—about an 8-percent increase
in the number of people who actually review filings in headquar-
ters, which tracks as less than the percentage of increase in the
number of filings we would anticipate over a comparable period.
So we are not talking about reviewing any more documents. We

are talking about continuing to find ways to be more efficient by
computerizing or otherwise continuing in an audit mode on those
documents that we would propose to audit, focusing our energies
on those that we consider to be pivotal.
Assuming we are reasonably right in terms of what happens to

the level of filings, we can probably keep our head above water,
certainly not increase the risk, and probably keep it in reasonable
bounds.
Senator SARBANES. Let's move into the private sector for a

moment, and ask how people in the private sector would see the
Commission. Leaving aside differences of opinion over the sub-
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stance of what the Commission is requiring, in what areas do you
think the people in the private sector can say as in regard to a
specific project that everything is in order, it meets all of the
standards and ought to move forward, but it is simply being held
up pending whatever clearance or approval is necessary from the
Commission, because the Commission isn't able to act expeditiously
within a reasonable period of time?
Now, the public utility holding company was one example of

that. As I understand from your previous discussion, you don't
have enough staff there. You are not on the cycle you would like to
be on with respect to those clearances. If you had more personnel,
you could be on a better cycle and people coming to you seeking
those clearances would be able to get them, assuming nothing was
wrong, in a shorter period of time.
What others?
Mr. WILLIAMS. Market regulation would be a second one. And I

would think in the enforcement area, there would be an interest in
seeing us complete our investigations faster. In the area of full
disclosure and in some of the other areas where my sense is that
we need to do a better job, we are not holding up filings. In full
disclosure, the sense of urgency is there and I believe we do our
very best to expedite. And I think by and large, absent any big
problems peculiar to the individual company—in other words, to
the filing—I don't think that we are often criticized for delay. In
fact, I would say that is one area where I receive a fairly substan-
tial number of very positive letters.
Senator SARBANES. But this doesn't address the area where most

companies in an area may say, why don't you do a better job of
enforcement, because there are a few bad actors in our area and if
you don't get on them they are going to cause trouble for all of us
before this thing is over with.
Mr. WILLIAMS. We don't hear much about that. I would like to

hear a little of that in relation to MOSS, rather than some other
things we are hearing.
Senator SARBANES. I think we ought to spend a little time on

MOSS. We are all hearing things. I think you ought to develop that
a little bit. Let me start it by asking just a couple of questions.

First the SIA has got out some material, in the course of which it
says—I am now quoting—"Critics of MOSS feel it is the equivalent
of a government-owned electronic marketplace which can supplant
the functions of the exchanges and the national associations of
securities dealers and remove the element of human judgment
from securities trading."
Now, obviously, if that is what it is going to do, that is a pretty

far-reaching proposition. I wonder if you would address that com-
ment, along with perhaps a more general elaboration on MOSS.
Mr. WILLIAMS. I would be delighted to.

FUNCTIONS OF MOSS

I can assure you, without any qualification or hesitancy, that
there is absolutely nothing to the concern. If critics fear it, I am
sorry they fear it. We will do our best to dispell the fear. But there
is absolutely nothing to it, substantively. It is not our objective; it

62-852 0 - 80 - 3
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is not our purpose. And mechanically, it couldn't conceivably work
that way. It would be absolutely impossible for this system, as
designed, or for the very structure of it, the facilities of it, or
anything else, to enable us to do it or to convert it to serve that
purpose.
And probably more importantly, philosophically, in terms of reg-

ulatory structure, the statute is clear. We are dealing with a con-
cept which I think ought to be practiced in other areas of govern-
ment as well. I am a very firm believer in self-regulatory bodies,
with the primary responsibility of the discipline of their entity and
their members, but with a very vigorous and effective oversight on
the part of Government.
Now, there is a difference between self-regulation and oversight,

but the process, as a whole, doesn't work unless everybody is doing
his job. We were criticized by the Congress—both the House and
Senate committees—back in 1976-77 in relation to the accounting
profession—and, I think, appropriately so—for neither the profes-
sion nor, indeed, the Commission were discharging their responsi-
bilities in that context.
In that area, I should add, we don't have a kind of a statutory

framework that calls for it, but in a de facto fashion, the Commis-
sion had moved into what one might call a comparable mode in
terms of the setting of accounting principles.
Now, if this system of self-regulation is to work and if it is to be

preserved and if those who are supporters of the concept of self-
regulation want it to work, then the SEC has to do its job of
oversight. And at this point we are not doing it, and we haven't
been. You don't do oversight of a market that does 2 billion shares
a day by three people sitting and watching a television screen or by
waiting for complaints to come in.
This market is large, increasingly complex, increasingly sophisti-

cated, not only in terms of the players but in terms of the instru-
ments that are involved. And it is in that context some 2 years ago
that we concluded we needed to review our oversight and how to
improve it to an acceptable level of adequacy. And MOSS is the
result of that process. It is a data processing tool to enable the
Commission to do its job.

It has two essential modes to it: one, it does have the capability
and will be used to audit what the self-regulatory organizations are
doing, to satisfy ourselves on an audit basis, on a spot basis, that
they are performing their job. Second, it will be used to conduct
surveillance over what they cannot do, which would include what
we might call reviewing the trading—where the trading of interre-
lated instruments occurs, onboard and off-board securities, and so
forth. And it will enable us to incorporate special data that we
have that we receive one way or another, whether it is complaints
about certain types of transactions, whether it is other types of
filings that come to the Commission.
Beyond that—and, I think, very importantly—we are building a

capability at the Commission which I think we should have had a
long time ago, under our Director of Economic and Policy Re-
search, to enable us to understand more fully than we do the
economics and workings of the industry and the marketplace.



31

It is not only to protect investors, but also to insure the adequacy
and functioning of these capital markets. We must determine the
extent to which we enable or encourage equity options markets to
expand. We are hopefully coming off of a 2-year moratorium that
was imposed because we didn't have enough information on the
option markets and we weren't sure the industry did either. And
we had to declare the moratorium on expansion to get on top of it
and to understand it for ourselves and to be sure that those more
closely involved with it understood.
Senator SARBANES. The option is an example of what I talked

about earlier, of limiting or curtailing an activity which might
prove to be acceptable until such time as you could review it in
such a way that you could allow it to go ahead.
Mr. WILLIAMS. Yes.
Senator SARBANES. Now, about MOSS, I take it that the coordi-

nation function amongst markets or on-market, off-market, and so
forth, is one objective, and really there is no one in a position to do
that, to examine the relationship between market information and
information which comes to the Commission I would assume now,
except the SEC under the current arrangement. Let me go back to
the first issue, though, the role of the SRO's, because as I hear
from them I discern two concerns, which is that the MOSS will do
some terribly radical thing. I gather your answer to that is: that is
not our goal, our objective, our philosophy; and if you don't believe
us on that, as a practical matter we couldn't do it anyhow. That is
essentially what you are saying to that.
But I discern an additional concern, as to the SRO's role within

its traditional area of self-regulation and whether that is going to
be impinged or impacted upon, with the eventual objective of
either eliminating it or undercutting it; and further a concern that
this approach is going to require them to make a significant in-
crease in expenditures in order to interface with the SEC and, now
they are going to end up having to spend a lot of money.
Mr. WILLIAMS. There is no intention to reduce or minimize or

substantively change the responsibility of the SRO for the surveil-
lance of its own marketplace. If anything, as far as cost is con-
cerned--
Senator SARBANES. -If anything—let me fill that in because I

think probably one might say, "If anything, it may enhance it."
Mr. WILLIAMS. I think it will.
Senator SARBANES. Then you get into the second concern, I guess,

which is: while it would enhance the role, would it cost them a lot
of money?
Mr. WILLIAMS. That's why I wanted to take that as second and

then double back.
This system was designed, from the beginning, under a tight set

of directions. One direction was that it should not minimize or in
any way impair the responsibility of the SRO, as an effective
regulator of its own marketplace. The system, as I say, was de-
signed with some very precise parameters articulated. One is that
it was not to reduce or diminish or in any way impair the SRO's
responsibilities for surveillance of its own marketplace. That is not
only a Commission desire; that's what the law says.
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No. 2, that it is very sensitive to cost and the cost imposed on the
SRO's. The system is basically designed to utilize data developed by
the SRO's. As we looked through the files, we had a question as to
whether we would have to ask them to recompose it. From the
looks of it, we can take it pretty much as it comes.
So, we are very concerned, and I would expect that, apart from

transmission cost, which, again, in itself should be minimal, there
should not be any significant costs to the SRO's. Significant, I
suppose, is in the eyes of the beholder. But I don't expect anything
in the way of significance of cost to the SRO's.
Now, we have gone out with the pilot to ask SRO's for input. We

have asked about the cost consequences of what we are asking for
so we can know and make conscious judgments. We certainly don't
want to be unknowing. We don't really expect any, but if we find
we are imposing significant costs, we have to relook at that aspect,
because that is not our intent.
What do we expect, though? I would expect that several things

may well come as we move downstream. Yes, it is very possible
that, with effective oversight, the exchanges themselves, in some
instances, may find that they are gearing up their own surveillance
activity more. That would be a logical component of more effective
oversight. There was some concern expressed that, as we go down-
stream in later phases, we would then be imposing serious costs.
I should say the whole thing is built in modular forms. If we do

year one and then conclude not to do year two, one can stand on its
own and have its own value and justify itself. The same thing is
true after years two, three, and four.
But as we move out into the later years, we are doing some

speculating and projecting as to what we think the effect will be.
We will hear from the SRO's on what they are thinking about in
terms of or requests for additional data or being able to perform
themselves certain things. To the extent they have that data and
are doing certain things in the way of surveillance, then, again, we
would want access. We would want to be able to be in a relation-
ship to that, too.
And it is possible, with relation to some of the SRO's, we may be

asking them, "Why are you not asking for or looking at this kind
of information? Wouldn't it be valuable to you in the discharge of
your responsibilities?" If they can prove that it is not, we will look
at them on that basis. That is something we should work out with
them, regardless of whether we have MOSS or not. That is part of
our sense and our dialogue with the SRO's, what we think it takes
for them to do their job effectively.
Senator SARBANES. We have this mixed system of self-regulation

and government oversight. I think it is one of the geniuses of the
American pragmatism at solving problems, that we have this kind
of system that foreigners never understand. But it has worked, I
think, fairly well.
The other thing we hear—and we need your responses; reason-

able questions are entitled to reasonable answers—they don't
really know what you are going to do to MOSS. It is not under-
stood.
There hasn't been enough consultation or communication. I

would ask, one, whether you think perhaps that is the case. And

•
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two, even if you think it is not the case, but there is a presumption
that it is the case I would ask, given this kind of partnership, or
working relationship between the SEC and the SRO's, whether the
Commission ought to address itself to that perception, either to the
reality, if you think there is some basis for it, or to the perception.
Mr. WILLIAMS. Mr. Chairman, if there is an area that the indus-

try and the Commission ought to have its greatest community of
interest over time, it is in assuring the integrity, both real and
perceived, of the securities markets. That is why I have some
distress at the kinds and tone of the noises and concerns that we
are hearing.

OVERSIGHT RESPONSIBILITY

We ought to be together, and still recognizing, certainly, that in

one sense we are not partners, that the Commission has a regula-
tory responsibility, an oversight responsibility.
I think one of the strengths of the Commission has been that we

sometimes have some tension with the industry; we have been
criticized for not being advocates of the industry as some of our
sister regulatory agencies are. We do have an increasing under-
standing and a great deal of empathy for the importance of what
they do. But we are not partners in this project. This is an over-
sight and surveillance project.
Now, having said that, beginning in 1968, consultants and mem-

bers of the staff have spent a great deal of time in what I call
"information gathering," with various of the self-regulatory organi-
zations. Now, it probably heightened the anxiety. We asked a lot of
questions, didn't give a lot of answers, didn't have many answers to
give. We were trying to understand what the SRO's were doing and
how could an appropriate oversight and surveillance system be
built that would enable the Commission to discharge its responsi-
bility.
When the design phase began of MOSS in November 1978, there

were more inquiries, but still very little sharing on our part. In
November 1979, at the Securities Industry Association meeting, I
met with the heads of the self-regulatory organizations for the first
time on MOSS and told them in very general terms where we
stood. I was not trying to be vague. It was not a context that asked
for a lot of detail. But I thought it was time for us to show them
what we are about and where we are going and what we needed
from them. And the process began at that time.
In a sense, I guess, it would have been advantageous for us to be

further downstream on that before we got to the hearing process
that we are in now, and we might have been able to satisfy some of
that anxiety.
I am not going to defend the way we have done it. We probably

could have done a better job, but there is an anxiety articulated,
whether it deserves to be there or not. I think the main thing is to
get it behind us and to deal with it substantively.
We have had a number of meetings with individual SRO's. The

second publication, the technical specifications, went out last week.
I think it should go a long ways toward helping people understand
where we are going and what the limitations are of where we are
going.
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There are two aspects that will retain a certain degree of confi-
dentiality. One is, there are proprietary aspects from the stand-
point of the system itself relating to the people who are developing
it with us. And secondly, when you have a system that is built on
certain kinds of what might be called "violation conditions", there
are questions as to the kinds of things we ought to be auditing for,
and what kinds of parameters should be set for information that
the computer ought to kick out.
There is what we call an aberration—when something is outside

the usual range of activities—that is kicked out. We would expect
to retain confidentially the description of what aberrations the
system is designed to catch. Where you have cops on the beat, you
don't predict how often they are going to walk by. You don't
routinize that. I am not totally comfortable with the cop on the
beat analogy, but I think it functions in this area. There are
certain things we would expect the system to do, and we are still
experimenting with where those ought to be set. But there are
some aspects we would expect not to share with the industry, and
we take this part that needs to be confidential in order to be
effective.
Senator SARBANES. My perception is that there is an anxiety that

at least asserts it, and then the various fears have been raised that
you are about something very extreme—an electric marketplace, or
eliminating the role of the SRO's or significantly posing new ex-
penditures upon them. I think it is important that you have indi-
cated that the Commission is briefing and consulting with them
and engaging in discussions so there can be better understanding.
Mr. WILLIAMS. I've got to say more, too. I saw this SIA paper or a

part of it on Friday for the first time. Totally coincidentally, the
President of SIA was in my office Thursday night, and he told me
in no uncertain terms that the SIA did not have a position on this
subject and did not have enough information to have a position on
this subject. I find this inconsistency very troubling.
Senator SARBANES. It has been well worded, "as critics of MOSS

fear", and we don't know who those critics are. I see they go
further than that in terms of a black box market, and so forth.
That is one of the reasons we have gone into it this morning, Ithink. It ought not to be free-floating around out there.
I think the responses the Commission has given to some of theseconcerns have been very straightforward and forthright, and ought

to be reassuring. I think this ought to be followed up by your own
communications with the various interested parties. I think that isimportant.
Mr. WILLIAMS. I would like to say that it emphasizes that wereally need this project.
Senator SARBANES. Let me go on to some other subjects. I willjust mention them very quickly. We have kept you here a longtime this morning, Mr. Chairman. I think it serves an importantfunction.

FEDERAL SECURITIES CODE
One is the Federal Securities Code. Your review of that is con-tinuing. Is that correct?
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Mr. WILLIAMS. Yes, sir. We met as recently as last week, with
Professor Loss and his key advisors. We have another meeting
scheduled for tomorrow afternoon with them. They are moving
forward in their efforts to understand our concerns to determine
how far we can reconcile our differences. I think the progress is
very encouraging.
Senator SARBANES. It would be my anticipation that when it

becomes a matter for legislative consideration, it will require quite
an extended period of consideration. I have the impression that a
lot of parties affected have not really focused on the specifics of the
Code to the point of asking how they would react to it when it
actually comes to whether this is going to be legislation or not.
There is kind of a generalized view that the Code might be an
important step forward. I am—and I take it the SEC is—going
through that process of focusing on the specifics.
Mr. WILLIAMS. Yes, sir.
Mr. Chairman, your observations are very appropriate and very

sensitive. Given the resource context, assuming this does become a
matter of legislative consideration, again there are some very sig-
nificant resource implications. I have a great deal of anxiety about
the form that the legislative process might take. I think we can
expect that the legislation will attract an enormous amount of
interest on the part of anyone even remotely impacted by the
securities laws. It will take, I think, some very intensive effort on
the part of ourselves, your staff, Congress, and some strong leader-
ship.
I would be apprehensive about what might come out the other

end, if anything.
Senator SARBANES. I wanted to talk a bit about the fees that the

SEC collects. In the 1978 report, this committee said the following
in making reference to the fees and the percentage they repre-
sented of the SEC's budget:
The committee has no desire that the Commission charge fees which create any

undue burden on securities transactions or any adverse effect on the capital mar-
kets. However, the Commission's fees should be based on a clear and understanda-
ble policy. To the extent that increased fees are collected by the Commission, fewer
tax dollars will be needed to fund the Commission's operations. The committee
therefore expects the Commission to review the existing fee structure and to report
to the committee the results of its review.

We have not yet received such a report with respect to review of
the existing fee structure. I wonder what the Commission's work in
this area has been and where you are in terms of making such a
report?
Mr. WILLIAMS. Mr. Chairman, we have completed our review of

the data. We have gone back and looked at the entire history of
fees and fee structure.
We will have a full written report to you very, very shortly. It is

just about at that point. In summary, it says several things.
It says, one, that we are less than half funded at this point by

fees. Two, of those fees, slightly over half comes from our registra-
tion fees under the Securities Act of 1933, about 30 percent from
securities transactions, and about 15 percent from fees under the
Independent Offices Appropriation Act—a myriad of them, some of
which probably cost more to collect that they justify.
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It would be very simply in terms of a change in fee levels—
particularly the field of securities transactions, particularly with
the growth of those transactions, for the Commission to, in effect,
be generating its budget through fees. The level of fees would still
be insignificant and have no impact on securities trading.
The matter of whether that should be the course—the committee

would have to determine that after looking at our report. It really
is a policy matter, and obviously if it had an impact on the Com-
mission's budgetary process, we would look upon it positively also.
Senator SARBANES. In the course of reviewing your fees, have you

discussed the question with the private sector?
Mr. WILLIAMS. We haven't at this point.
Senator SARBANES. I'm sorry. I did not hear that.
Mr. WILLIAMS. We have not. No, sir. As we are going through the

information process, we did with individual firms but not on a
systematic basis. No.
We felt that this being a report to the Congress, we did want to

hear more from you. But let me give you this flavor of it. The
current fee on securities transactions is one three-hundredth of 1
percent. If Congress increased—it would have to be congressional—
the fees to one-fiftieth of 1 percent, which is a very significant
percentage increase, that would amount to only 20 cents on a
$1,000 transaction—or $200 on a $1 million transaction. It is hard
to imagine that that would have any significant impact.
Senator SARBANES. Do you think just as a matter of process that

the fee should be specifically established by the Congress or that
some framework should be developed which would give the Com-
mission the power to set the fees—I can't imagine we would simply
give it to you, period—within some controlling framework?
Mr. WILLIAMS. From the Commission's standpoint, the flexibility

or the ability to tailor—or to correlate, really—the budget with the
fee structure and iron out any ups and downs or uneveness that
might occur between the two would be preferable.
I would think, if it can be legally done and if it doesn't amount

to a delegating of the taxing power in some way, it would seem
that it would be an appropriate way and could very well be worked
through the budgetary process.
Senator SARBANES. It might be a delegation of the taxing power.

I don't think you should have simply a blank writ. We will await
that report with some interest.
Senator SARBANES. I want to now talk about the consolidated

headquarters. First, I want to have some idea of the economics of it
in terms of additional costs and savings. I think we have to net it
all out.

If we could have an exposition of it in those terms, I think it
would be helpful. Maybe to begin with, Mr. Chairman, even though
you talk about it in your statement a little bit, you should set out
for the record the problems you see the circumstances creating for
the Commission and why you put it forward as a matter of
urgency.
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CONSOLIDATED HEADQUARTERS URGENT FOR MORALE

I note you really put it forward in a more urgent manner than
salaries for your employees. You argue it would have as significant
an impact on morale and the work product of the Commission.
Mr. WILLIAMS. I wouldn't want to indicate, Mr. Chairman, that I

thought revision of the salary structure might not be well-received
by the staff.
Senator SARBANES. I understand.
Mr. WILLIAMS. In terms of what might be doable, this is relative-

ly more so. Back in industry I learned, if you have a bad year and
you can't give them a salary increase, at least you give them a
title, and this would go further than a title—a lot further than a
title.
There are several ways to slice this. We can look at it just in

terms of sheer quantifiability. With a staff as small as ours and
very much integrated in terms of the activity, there are very few
parts of it that work independently of the others. The issues over-
lap their activities overlap, and their need to interact is almost
continuous.
We have at this point, for example, file rooms over in one loca-

tion away from headquarters. We have our Corporation Finance
Division, the "Full-Disclosure" Division, split between two locations
which creates flow of information problems and managerial prob-
lems. We are trying to work at improving interaction, at quality
control, and it is very difficult to deal with when you have people
who are split up that way.
And the space is poorly designed. I had the opportunity or the

occasion to visit the Commission in 1976. I had never any expecta-
tion of being involved in a more formal way at that time. I was
with two eminent lawyers, and we presented a matter to the staff
that we had worked on that we felt was a very serious. We were
concerned about it and wanted an opportunity to discuss it with
the staff. We were ushered into an office where literally they
couldn't get three chairs in for us to sit and talk to one of the staff
members There were two SEC staffers in that office, and the other
was trying to do something else.

It just isn't conducive either in terms of getting the work done,
or in terms of being able to have the kind of interaction and the
kind of focus on what you are doing that professionals need to
have. These were lawyers, young lawyers, but who carried the
burden of the Commission responsibility, so that I dealt with it at
that level, and that is hard to quantify. It's hard to put a dollar
figure on how much efficiency loss is involved.
But also when you get into space that is that tight, you get

sloppy in a lot of ways, and you can see it in some of those offices.
And I think that affects discipline, too, in other ways—work disci-
pline, other kinds of discipline.
We haven't tried to quantify that. Within certain parameters, it

is quantifiable. But if you don't believe it, you can impeach the
quantification, because it has a degree of softness to it. What we
are talking about, we have gone in great detail through the space
needs, of what our space needs are. Obviously they would be influ-
enced by any growth in the staff. We would have that rental
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increase even if we stay where we are. The cost of the proposed
space is $5.1 million, the cost of the present space with the pro-
posed rate increase that we already know about is $3.8 million.
And eliminating only the duplicative cost, the out and out dupli-

cative costs are just under $400,000. Then we have $120,000 of
extra guard service and transit costs between locations that we can
pretty well isolate. We have $500,000 of documentable cost savings,
which brings us down to an annual consolidation cost, if you will,
of of $900,000 a year and one-time moving costs just under $1
million.
We can go further--
Senator SARBANES. It brings you just under $800,000, doesn't it,

counting the $120,000--
Mr. WILLIAMS. I'm sorry, you're right. It would be $700—about

$775,000 a year, yes, sir.
Senator SARBANES. So as you calculate it, the cost of the new

space that you would see offset against the cost of your existing
space plus the increases in the cost of your existing space that you
anticipate would take place, plus the reasonable cost savings result-
ing from consolidation in one location, would then leave you with
an additional cost of about three-quarters of a million dollars?
Mr. WILLIAMS. That's right. That means you then have new

modern space. You have a consolidated facility. You have the un-
measurable benefits that would flow from that in terms of work
efficiency, which cannot be calculated, and something that I think
is rather important, and that is the advantage to the private sector
of being able to deal--
Senator SARBANES. How much of a disadvantage do you think

that is to the private sector?
Mr. WILLIAMS. It is very substantial. Again, it is hard to quanti-

fy, but it runs the whole gamut. The public reference room is
inadequate in size, and we can't provide really enough room and
adequate duplicating facilities. Except for a tiny snack bar there is
no adequate place to eat in the building. When somebody comes in,
you ought to be able to buy them a cup of coffee or whatever, or let
them get a cup of coffee or have lunch at a convenient place. We
only have two conference rooms in the entire facility. Our waiting
room downstairs is inadequate.
Senator SARBANES. Has the private sector indicated to you that

they think you need more adequate facilities?
Mr. WILLIAMS. Not in any formal sense, no. I received a letter

not too long ago that characterized our facilities as similar to those
of a banana republic. I did receive a copy of a letter that went from
a former Commissioner to the ABA securities section indicating
that he had learned from our appropriation testimony that we
were looking at a new building, and expressed his own view and
urged that the bar express itself.
I hear enough comment about it, nothing in any organized form.
Senator SARBANES. Well, the American Bar Association makes a

lot of comments about the quarters that judges operate out of,
what they need in terms of courthouses and so forth. If the prob-
lem is as serious as it is being portrayed, including its impact on
the private sector, it seems to me they would take an interest.
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Mr. WILLIAMS. I would hope they would. We are dealing with
people in a regulatory mode. It makes it a little touchy.
Senator SARBANES. Is there anything further you want to add on

the consolidated headquarters issue that you think—you have
made an extensive submission.
Mr. WILLIAMS. We have. If there is anything further, we can

provide it. We do stand ready to do so.
We don't come lightly to Congress for this. We have worked

hard. You know, this problem goes way back, long before I came to
the Commission. I think we have been responsible and enormously
patient in trying to get our reasonable needs served through
normal channels, and to no avail.
We are at a point where it really ought to be resolved. I am the

fifth Chairman, I am reminded, that has been working on the
building. I think I am the first one that has come for leasing
authority. I may not even be that. I don't expect to be Chairman
long enough to enjoy it, but I would like to get it resolved.

VENTURE CAPITAL ISSUE

Senator SARBANES. Mr. Chairman, let me just mention one final
point. This is not in the form of a question. As I think you are
aware, we intend to hold hearings in the near future on the ven-
ture capital issue, and I think it is one that deserves very careful
consideration, actually coming at it from the point of view of trying
to do something about it.
Now, I will have to see what the problems are and what the

proposals are that come before us. But I think it is a matter that
deserves our consideration and one where I am hopeful we can
evolve some constructive action. I simply want to alert you in a
formal way, because obviously we will expect to hear from the
Commission, along with others, at the time that those hearings
take place. I hope it will be next month or in a reasonable period of
time. We will have to work that out. So we would be interested
then.
Mr. WILLIAMS. We have been working on it and have made some

progress on that ourselves. There are some problems that we have
had some discussion about with the industry and others. We look
forward to discussing this with you.
Senator SARBANES. On that subject, there is some legislation that

has been introduced affecting the venture capital issue around
which the hearings will be focused. It would be helpful to have the
Commission's observations prior to the hearing itself, to enable the
hearing to focus much more on the question and answer.
Mr. WILLIAMS. H.R. 6723?
Senator SARBANES. There are a number of bills. I don't recall the

numbers. We will see that all of the bills around which the hear-
ings will center will be brought to the Commission's attention.
There has been more than one proposal. There are two or three
different proposals that have been put in, and they reflect a mix-
ture of approaches.
Senator Lugar, who very much wanted to be here this morning,

as I indicated at the outset, was not able to be with us. But he
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plans to submit some written questions to you, and we will include
those questions and your responses in the record.
[The information follows:]

U.S. SENATE,
COMMITTEE ON BANKING, HOUSING, AND URBAN AFFAIRS,

Washington, D.C., April 4, 1980.
Hon. HAROLD M. WILLIAMS,
Chairman, Securities and Exchange Commission,
Washington, D. C.
DEAR CHAIRMAN WILLIAMS: I was unable to attend the hearing of the Subcommit-

tee on Securities on the Commission's authorization request for fiscal years 1981-
1983. However, I have several questions related to that request, and I would appreci-
ate your cooperation in submitting answers to the questions set forth below.

1. The Commission requests a three year authorization primarily on the grounds
that it would enable its management to engage in long-term planning and resource
allocation. However, recent history suggests that decisions on annual appropriations
for the Commission do not necessarily parallel the funds authorized. In light of that
fact, why is it important to the Commission to operate under multi-year authoriza-
tions?

2. The Commission's proposal for the implementation of a Market Oversight
Surveillance System ("MOSS") indicates that Level 2 of the implementation is
expected to have a "moderate industry impact" and Level 3 will have a "major
impact" on the industry. Please describe what these impacts are expected to be,
both in terms of costs and other impacts, and explain whether the impacts are
expected to be industry-wide or limited to particular segments of the securities
industry. In addition, please explain what industry impact if any is expected as a
result of the pilot project described in your submission.

3. Do you expect that any costs incurred by the industry as a result of MOSS will
be passed through to securities customers? What are these costs expected to be?

4. Will the MOSS system enable the Commission to acquire directly information
about individual securities transactions and individual participants in those transac-
tions? If so, would such information be available publicly under the Freedom of
Information Act or other procedures? What safeguards, if any, have been developed
to protect against the possibility of unwarranted intrusions of the privacy of persons
so identified, either by the Commission or by others?

5. To what extent will MOSS duplicate existing market surveillance systems of
the self-regulatory organizations? Have you considered the possibility of developing
MOSS in cooperation with the self-regulatory organizations, so that problems of
duplication and linkage with existing systems would be minimized? Why wouldn't
this approach be more consistent with the established correlation between the roles
of the Commission and the self-regulatory organizations?

6. Do you propose to begin implementation of MOSS prior to obtaining new office
space? If so, what additional costs, if any, will be incurred in transferring the MOSS
facilities to a new headquarters?
I look forward to your reply.

Sincerely,
RICHARD G. LUGAR.

SECURITIES AND EXCHANGE COMMISSION,
Washington, D.C.

Hon. RICHARD LUGAR,
US. Senate, Washington, D.C.
DEAR SENATOR LUGAR: Please excuse the lateness of this response to your letter of

April 4th which raised several questions relating to the Commission's proposed
Market Oversight Surveillance System ("MOSS"). As the result of concerns raised
by yourself and others, the Commission has been engaged in an active dialogue with
effected segments of the securities industry over the past month in an effort to
understand and deal with the concerns raised. This dialogue resulted in an amend-
ment offered by Mr. Rinaldo during the Commission's House subcommittee markup
on its authorization, which occurred yesterday. The agreement which resulted in
the Rinaldo amendment was not reached until earlier this week and was not
assured until the Subcommittee voted yesterday.

It was my sense that your concerns could best be addressed in the context of that
agreement; however, I had hoped that there would be longer than a weekend
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separating House and Senate markup on the Commission's authorization request.
Please be assured that in the time remaining, I intend to make every effort to be as
responsive as possible to the concerns which you have raised.
You have raised many questions with respect to MOSS which I think can best be

responded to by a clear statement of the Commission's need for and intentions with
respect to MOSS. The Commission requires MOSS in order to fulfill its oversight
and surveillance responsibilities under the federal securities laws. The proposed
system in fully consistent with the traditional and statutorily-mandated self-regula-
tory scheme, and the Commission has no intention of undercutting the role of the
SROs. On the contrary, MOSS is designed to enhance and facilitate the Commis-
sion's ability to perform its unique responsibilities, rather than to duplicate those of
the self-regulatory organizations, and to strengthen the Commission's ability to
discharge responsibilities which are outside the jurisdiction of the SROs. Corre-
spondingly, the cost to the SROs as a result of MOSS will be minimal, both because
MOSS will not be linked with SRO information systems in a real time mode and
because the Commission does not plan to require the collection of any data which is
not otherwise collected. Projected development costs to the Commission of $12-
million over five years is an estimate in which the Commission has confidence and
reflects a projected inflation rate of 9 percent during each year of the development
of MOSS.

It has become clear that much of the concern about MOSS results from misunder-
standing engendered by the document entitled "Market Oversight Surveillance
System, Description and Justification," which the Commission distributed several
months ago. That document is not a description of what the Commission intends to
require of the SROs. Rather, it was intended to outline what a comprehensive
surveillance system design would entail and the implications of implementing it in
a five-year time frame.
To illustrate, that document states that Level III of MOSS would have a "major

impact" on the industry. This could be the case, if the Commission were to require
the various innovations discussed. Customer identification and the consolidation of
trading and clearing processes, for example, are concepts which the Commission and
the industry have been discussing for many years. To he extent that—for reasons
unrelated to MOSS—these concepts are developed and implemented at various
SROs, MOSS could incorporate such data. These innovations are not, however,
necessary to the effectiveness of MOSS, nor are they inevitable consequences of the
system.
MOSS is designed to be functional and cost-effective without any additional data

from the SROs over and above that which is presently collected. Should the Com-
mission some day impose requirements for new information from the SROs, it would
not be because of MOSS, but in order to accomplish specific regulatory objectives.
When the Commission considers regulatory measures of this nature, it is always
sensitive to issues like the burdens on the industry, Privacy Act considerations, and
feasibility. Thus, the record should reflect that Congressional approval of funding
for MOSS does not entail Congressional endorsement of any future Commission
efforts to require additional data or information from the SROs or other segments of
the securities industry.
On the contrary, the Commission has sought to ensure that the burdens and costs

of MOSS to the industry will be minimal. In addition to certain start-up costs, the
ongoing cost to the SROs will be limited to the cost of transmission of data (which,
as I noted, will not be on a real-time basis) and the cost of employee time involved
in assembling and organizing data. Because the efficiencies, pay scales, and capaci-
ties of the different SROs vary, it is difficult to assess with precision the exact cost
of MOSS to the SROs. Nevertheless, the Commission and its consultants have
estimated start-up costs to the various stock exchanges, clearing corporations, and
the NASD to be approximately $40,000 for the first year and $199,000 for the second
year. Annual operating costs to those same entities are estimated to be, in the
aggregate, in the neighborhood of $49,000 for the first year, with an additional
$50,000 for the second year—a total of $99,000 annually for all SROs. Of course,
these estimates may not prove entirely accurate, since hourly rates for labor and
the exact breakdown of overhead vary for each SRO. Nonetheless, the Commission
and its consultants are confident that the order of magnitude of the projected costs
is "in the ballpark." Under these circumstances, I would not expect that any costs
incurred by the industry, as a result of MOSS, would be pased through to securities
customers.

Finally, with respect to your question concerning the relationship of implement-
ing MOSS and the Commission's efforts to obtain a new headquarters, let me note
that MOSS will physically consist of four mini-computers and several terminals, all
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of which are fairly easy to relocate to any consolidated headquarters building the
Commission obtains.
Due to the nature of this project and the understandable sensitivities of the

industry with respect to it, the Commission is prepared to cooperate in whatever
way the Committee deems appropriate to provide information on the progress of
MOSS, including its costs impact on the industry and its impact on the Commis-
sion's work. Close Congressional oversight is appropriate, but elimination of MOSS
would severely cripple the Commission in its efforts to oversee the integrity of the
capital markets and ensure adequate investor protection.
With respect to your question concerning the Commission's request for a three-

year authorization, you noted that "recent history suggests that decisions on annual
appropriations for the Commission do not necessarily parallel the funds authorized."
Since the Commission first obtained a periodic authorization in 1976, in all years
except fiscal 1980, the appropriations have, fairly closely, tracked the authorization
level provided for the Commission.

[Fiscal year]

1976 1977 1978 1979 1980

Authorization 51,000 56,500 63,750 69,000 79,000
Appropriation 49,291 56,270 58,100 67,100 68,986

However, even to the extent that appropriations do not exactly track authoriza-
tion levels, the utility of a multi-year authorization for planning purposes is not
significantly diminished. Long-range planning is increasingly being recognized as a
vital part of the budget formulation process. This is reflected in the Budget and
Impoundment Control Act of 1974 and is consistently echoed by the Congressional
Budget Office.
The three-year authorization period requested is especially appropriate as it re-

lates to my present term of service. I have pledged to complete by my full term of
office, which will expire in June, 1982. The authorization request for fiscal years
1981, 1982 and 1983 will enable me to chart the utilization of resources for the
remainder of my term and then allow a one-year orientation period before my
successor will be required to formally present his program to the Congressional
oversight committees. If, on the other hand, the Commission were granted only a
two-year authorization, then I would be required to present to the Congress the next
authorization request of the Commission during the final months of my term in
office, and my successor would be denied an opportunity to present his program to
the Congress until much later in his term in office.
I hope this letter has been responsive to your questions. Once again, I sincerely

regret the lateness of my response and would be pleased to discuss any and all of
these matters with you, at your convenience.
With best wishes.

Sincerely,
HAROLD M. WILLIAMS, Chairman.

Senator SARBANES. Mr. Chairman, this has been a very helpful
session. We have kept you here a long time, but I think it was
important to get as much of this material as possible on the record
and have an extended examination of this proposal for a 3-year
authorization. I have noted the rationale for that in your state-
ment. I think it would obviously give some stability and ability to
plan to your own continued leadership of the Commission, and I
think we have tried to develop as best we can the rationale which
you perceive for these authorization levels.
I commend the Commission for coming forward with a clear

statement of what it feels its needs are in order to meet its respon-
sibilities. If the resources are not provided you have at least laid
out your requirements on the table in an appropriate forum.
Now we have the Federal hiring freeze, and we have to face that.

But I think the Commission at least has to state what it thinks is
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necessary. On the other hand, I would underscore, as in our discus-
sion of MOSS and tangentially of other matters, the importance of
communication and consultation between the Commission and the
private sector.
In fact, I think from the reports I get, when you engage in that

communication and consultation, the results are usually quite
fruitful. I know the demands on your time are heavy. But I think
this aspect of your responsibility as Chairman of the Commission is
an extremely important one, given the self-regulation role that we
give to the private sector in the securities area. You are a little
like us. I don't know where you will find the time and energy, but I
would encourage you, if you can, to find a little more for that
purpose.
Mr. WILLIAMS. We will do it.
Senator SARBANES. We thank you very much. This is helpful.
The committee stands adjourned.
[Whereupon, at 12:28 p.m., the committee was adjourned.]
[Additional material received for the record from the Securities

and Exchange Commission follows:]
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SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

411.0 May 27, 1980

,T7U4L.

Mr. Edward Dicks
Committee on Banking, Housing
and Urban Affairs

5300 Dirksen Senate Office
Building

Washington, D. C. 20510

Dear Mr. Dicks:

This will provide certain supplementary information
requested during Chairman Williams' testimony before the
Securities Subcommittee on March 24. Page references below
are citations to pages of the preliminary transcript which you
previously sent us.

Page 21. The staff memorandum mentioned by Chairman
Williams is attached.

Page 33. The attached computer print-out describes the
nature of the complaints received during 1977-1979. The
headings under "Type of Entity" are BD (broker-dealer), IA
(investment adviser), BK (bank), IS (issuer), UK (unknown),
GN (general), TA (transfer agent), MF (mutual fund), and Other.
We estimate total complaints received during these years as
12,000 in 1977; 14,000 in 1978; and 15,000 in 1979. The computer
runs show slightly lower figures, reflecting the fact that we
rounded our estimates upward to compensate for complaints which
did not find their way into the computer tally.

Page 38. We were able to trace our record of inspection
cycles back to 1962. During that period, the most frequent, or
best, cycles were in 1965 - 4.2 years for investment companies
and 6.2 years for investment advisers. In more recent years,
1977 represents the best cycle for investment companies, at 4.7
years, and 1976 for investment advisers, at 7.6 years.

I hope that this information responds satisfactorily to
the questions raised at the hearing. If it does not, please let
me know what further I can provide.

I would appreciate receiving 10 copies of the hearing
record and any report thereon, when and if they are printed for
the Committee. Thank you.

/'
Sjsncerely,

671 - LC
Peter Kiernan

Legislative Counsel

Attachment
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Staff Memorandum on the Securities and Exchange Commission 

Efforts to Obtain a Consolidated Headquarters

This memorandum outlines the history of the Commission's

efforts to obtain a consolidated headquarters, describes the

effects of operating from multiple locations and explores the

reasons why the Commission is requesting leasing authority.

SUMMARY

It has been nearly a decade since the Commission first

sought to secure a consolidated headquarters that would

adequately service not only its staff but the over 70,000

investors, attorneys, accountants, registrants and other

members of the public who conduct business at the Commission

each year as well.

During this time, the Commission has expanded into three

satellite locations to accommodate additional personnel needed

to fulfill its expanded responsibilities. Attached at Apoendix

A and B are charts illustrating recent substantial growth in

the Commission's responsibilities and in the sectors subject

to the Commission's jurisdiction.

The present split between four locations imposes large

costs, both direct and indirect, on the Commission, its staff,

the business community and the investing public. In spite of

the Commission's best management efforts, hundreds of hours of

lost time, delayed deliveries, and duplication of facilities

and materials have been the inevitable result. The direct

dollar cost to the government is estimated at nearly $500,000

each year, much of which could be recovered if the Commission

were housed in a single headquarters. The indirect costs,

especially to business, are more difficult to quantify, but

they derive from the costly inefficiencies which result from

arbitrarily splitting the work of the Commission.

CHRONOLOGY

The Commission moved into its present headquarters at 500

North Capitol Street in June of 1966. With a staff of 887,

the 170,000 suuare feet at 500 North Capitol Street was

adequate. There was, however, no provision for additional

staff. 1/

1/ Today the CommissiCn has an authorized WAshington staff of

over 1,300 employees, with nearly 1,000 located at 500

North Capitol Street and 300 additional employees at three

satellite locations.

62-852 0 - 80 - 4
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In 1971, the Commission began to outline for GSA its
need for additional space. In 1972-1973 the Commission was
able to secure an additional 96,000 square feet (including
parking spaces) at 1100 L Street. During this period, the
Commission urged GSA to consider allowing the Commission to
lease all or part of the property at 400 North Capitol Street,
adjoining the Commission headquarters. It seemed an ideal
solution to the Commission's immediate and long-term needs,
particularly since the owners were willing to lease it to the
Commission for forty years, after which time it would become
the property of the government. GSA rejected this suggestion.
In September of 1973, GSA began drafting a prospectus for
leasing a consolidated headquarters for the Commission. In
June, the prospectus was sent to OMB and approval by both OMB
and the Congress was secured by October, 1974.

Between November, 1974 and January 1975, GSA issued its
solicitation and received only one bid -- the building at 400
North Capitol. Rejecting 400 North Capitol as unacceptable,
GSA unilaterally extended the deadline of the solicitation
one year. In June, 1975, the Commission was suddenly advised
that GSA had awarded the contract to the owner of a building
at Buzzards Point. The Commission appealed that decision to
the President through OMB pursuant to Executive Order, and OMB
found in favor of the Commission. During this time the space
problems at the Commission had reached serious proportions.

Finally, in 1977 an additional 30,000 square feet at 320
First Street was assigned to the Commission. The Commission
was not, however, able to move in until January, 1978. This
additional location provided the Commission with a total of
270,000 square feet of office space but the pressure was still
very great. GSA estimates the Commission's space needs at
present staff levels at 320,000 square feet, a full 50,000
square feet more than presently leased.

Recently, GSA began work on yet another draft prospectus
for the Commission which also addresses the needs of two other
agencies -- the FTC and the National Science Foundation.
Attached at Appendix C are copies of recent correspondence
between GSA and the Commission concerning this latest draft
prospectus. While GSA's latest good faith efforts are welcome,
the ten year history and the disagreements reflected in the
correspondence suggest that a resolution is not yet in sight.

Below is a detailed chronology of the events between
July, 1971 and the present. They reflect the Commission's
efforts to work with GSA, a growing sense of frustration after
nine years, and the basis for the Commission's belief that it
needs its own leasing authority to resolve this problem.
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*

CHRONOLOGY OF SEC EFFORTS TO SECURE CONSOLIDATED HEADQUARTERS

July, 1971

April, 1972

May, 1972

September, 1972

November, 1972

Meeting between Commission's Executive
Director and GSA Director of Space Manage-
ment to outline our need for additional
space.

Letter from Chairman Casey to GSA outlining
our space needs.

Received 32,662 square feet at 1100 L St.
(including parking spaces).

Received additional 11,875 square feet
(including parking spaces) at 1100 L St.

Second letter from Chairman Casey to GSA
requesting help for consolidated head-
quarters.

December, 1972 Letter from GSA including a copy of "Purchase
Contract Prospectus."

January, 1973

February, 1973

March, 1973

Chairman Casey response urging consideration
of 400 North Capitol St. space.

GSA letter indicating unwillingness to
reconsider initial prospectus.

Commission letter to GSA expressing concern.

GSA letter rejecting consideration of
lease/purchase option in favor of purchase
contract. (No reasons given.)

June, 1973 Commission memo to OMB requesting prospectus
revision.

September, 1973 . Meeting between Commission Executive
Director and GSA. GSA indicated that
although Congress was usually unwilling,
they might, in our case, accept a prospec-
tus for leasing a building. GSA further
stated they thought they could get a
prospectus to OMB by mid-November.
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December, 1973

March, 1974

May, 1974

June, 1974

August, 1974

October, 1974

November, 1974

December, 1974

January, 1975

February, 1975

Additional 57,694 square feet (including
parking) at 1100 L St. obtained and 5,403
square feet released.

Commission contacted GSA to find out when
the prospectus, already four months late,
would go to OMB. GSA estimated March 15.

Additional 1,025 square feet (including
parking) received at 1100 L St.

GSA finally sent prospectus to OMB.

At our request, OMB expedited consideration
and approved prospectus.

GSA submitted prospectus to Congress.

. Prospectus approved by Congress.

. GSA submits timetable for competition and
award of contract.

Commission receives draft "solicitation"
and believes it is inadequate.

Commission letter to GSA criticizing
"solicitation." GSA warns that delay in
signing the solicitation would not be in
Commission's best interests; since the
solicitation is already delayed, GSA urges
Commission to sign and promises to deal with
objections later.

The Commission, accepting GSA's pledge
to handle our objections later, approved
the solicitation.

GSA letter advising Commission they had
received only one offer (for 400 North
Capitol) which was "exorbitant." They
unilaterally extend the date one year.

Chairman Garrett wrote to GSA explaining
concern and requested meeting with GSA
Administrator. Letter was followed by
several Commission-initiated requests to
arrange a meeting. All failed.
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March, 1975

April, 1975

May, 1975

June, 1975

GSA wrote saying a deputy of the Adminis-
trator would meet with Chairman Garrett.
Commission persisted in trying to meet with
Administrator Sampson.

Chairman Garrett wrote to GSA Administrator,
designating Commissioner Pollack to repre-
sent him at any meeting.

Later that month, Commissioner Pollack met
with Administrator's deputy.

Administrator Sampson wrote to the Com-
mission telling us there was no chance of
securing space by the summer of 1975. He
proposed making a new offer to us, which
does not arrive until the middle of June.

Sampson calls Chairman Garrett to tell him
about Buzzards Point, which Chairman Garrett

says is unacceptable.

GSA Administrator's deputy calls to see
Chairman Garrett immediately. They meet
hours later and deputy shows Garrett press

release announcing that GSA has made an

award to the owner of Buzzards Point.
Garrett says the Commission will probably

exercise its right to request a review

of the decision.

Commission writes to OMB Director Lynn

indicating its intent to make a formal

request for review of the decision.

July, 1975 Commission makes formal request for reversal

of GSA decision.

November 1976

May, 1977

. OMB reverses GSA decision.

Commission Executive Director wrote letter

to GSA summarizing need for additional

30,000 square feet.

Chairman Williams and Executive Director

meet with new GSA Administrator, Jay Solomon,

and Associate Administrator, Robert Griffin,

to outline severity of space needs.

September, 1977 30,000 square feet at 320 First Street

offered.
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January, 1978 Commission moves into third satellite
facility.

April, 1979

September, 1979

November, 1979

Chairman Williams ;and Executive Director
meet with GSA Regional Administrator at
which time GSA requests Commission prepare a
request for consolidated headquarters space.

Commission sends memo to GSA with formal
request.

. GSA responds that they are developing a
1,000,000 square foot prospectus for three
agencies and that the Commission is one of
the three. However, GSA reserves the right
to acquire the space in 200,000 square foot
parcels, which would be inappropriate for
the Commission's 320,000 square foot con-
solidated space needs.

December, 1979 GSA writes to Commission and submits copy
of draft prospectus.

January, 1980

IMPACTS 

Commission writes letter to GSA with our
comments on the draft prospectus (1) 1983
is too late and (2) 200,000 square foot
parcels are inappropriate. Requested
response by January 31.

January 31 response from GSA, leaving some
Commission concerns unresolved.

The Commission is a small, tightly-knit agency with a highly
specialized mission to protect investors and insure the integrity
of our nation's capital market. Unlike the situation found in many
government agencies, the Commission's divisions and offices are not
free-standing organizational components; rather, almost all Com-
mission activities require the coordination or participation of several
offices and divisions. Historically, the Commission has attracted to
its staff high quality lawyers, accountants, economists and other
professionals; and the nature of the Commission's work requires a
large number of such highly trained professionals. Moreover, the
Commission's work requires extensive daily interaction in Washington
with the corporate, financial and legal communities and the investing
public. Under these circumstances, the present split of the Commission
between four Washington-area locations has a particularly serious
impact on the Commission's productivity and places substantial burdens
on the private sector.
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As the Commission's staff has grown over the past 14
years in response to increasing responsibilities, various
satellite locations have been obtained as described above.
The Commission has made a special effort to minimize the
burdens and inefficiencies which have resulted; however, two
kinds of direct negative results have been unavoidable.

First, the Commission's Division of Corporation Finance
and Directorate of Economic and Policy Research, both of
whose work is integral to the capital formation process, are
split between two locations; the Division of Corporation
Finance has been split between 500 North Capitol Street and
320 First Street, and the Directorate of Economic and Policy
Research has been split between 500 North Capitol Street and
1100 L Street. Second, several offices have been moved
largely in their entirety from 500 North Capitol Street,
such as the Division of Corporate Regulation, the Commission's
Administrative Law Judges and Administrative Services.

While the greatest impacts of this situation involves
immeasurable burdens and diminished productivity, the direct
dollar costs of operating out of several locations are
estimated at nearly $500,000 each year. These costs are
listed below. Much of this cost could be recovered if the
Commission's activities were consolidated at a single location.

Direct Costs

Drivers (3 at $15,000) $45,000
Vehicles

Trucks (AVIS) 10,000
Car (3 at $2,000) 6,000
Fuel 10,000

Duplicate Facilities
Xerox rooms, personnel and equipment 28,000
Libraries 21,000
Mail rooms and personnel 18,000

Toll Charges and Direct Lines 5,000
Computer Services (e.g., Lexis) 4,000
Overtime for storage and pickup 70,000
Bell boy 1,000
Alterations 130,000
Additional ADP equipment required (annual cost) 30,000
Transit time lost 91,000
Guard Services 30,000

Total $499,000
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The indirect costs, while not measurable, can be described
and illustrated. They involve impacts on the morale and pro-
ductivity of the Commission's staff and significant burdens on
the private sector. Generally, the Commission's present cir-
cumstances have resulted in hundreds of hours of lost time,
delayed deliveries, excessive duplication of facilities and
materials, as well as other inefficiencies. Moreover, despite
our best efforts, the present arrangement delays the Commission's
decision-making process and imposes substantial inconvenience
and cost on the business community.

Specifically, much of the Division of Corporation Finance
is housed at 320 First Street in space that is not only
sub-standard but has often been hazardous. Renovations approved
by GSA have been Poorly executed, after considerable delay and
substantial staff inconvenience. For example, exposed electrical
wire has been left protruding from renovated walls. One workman,
who had apparently mis-measured the length of conduit needed
for an electrical line, simply hammered away the bare well and
ceiling to force a fit 7 the chipped, exposed surface was left
unrepaired. Other workmen showed up, unannounced, with
pneumatic drills to create a stairwell in offices occupied by
working staff members. Heating and air conditioning, too,
either did not work or could not be controlled for much of two
years. Such physical conditions inflict great hardship on the
staff and on the public and obviously make for a poor work
environment.

Perhaps even more importantly, the Commission receives
well over 50,000 filings each year subject to evaluation by
the Division of Corporation Finance. The bulk of these filings
are received at 500 North Capitol Street, processed initially
and then shipped to the satellite location. In spite of
vigorous management effort, there are inevitable mis-routings
and delays in this process. After consideration at the First
Street location, many filings, requiring higher level review,
must be returned to 500 North Capitol. Many registrants, aware
of the circumstances, incur additional cost and reproduce,
voluntarily, non-official copies of their statement. Unfor-
tunately, the staff cannot use the unofficial copies and much
time can be wasted locating the original document. These
burdens are particularly onerous during proxy contests and
tender offers, when time schedules are tighter than usual.

The Commission's Directorate of Economic and Policy
Research is also split between two locations, with a large
part of that staff at 1100 L Street. Morale here has seriously
declined, again because of inter-office mail delays, lost files,
additional transportation time and, perhaps most significantly,
the necessity of processing a considerable amount of its work
through time-sharing computer services.
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These indirect costs to the staff, to business and to
investors are significant. They represent an unfortunate and
avoidable drain on the Commission's resources. This is par-
ticularly troublesome at a time of great concern about the need
to stimulate the capital formation and increase confidence in
government.

LEASING AUTHORITY 

There are several precedents for agencies obtaining their
own leasing authority. It appears that all agencies which are
not funded out has aporopriations exercise such authority,
including other financial regulatory agencies such as the Federal
Home Loan Bank Board, the Federal Deposit Insurance Corporation
and the Comptroller of the Currency. (It should be noted,
parenthetically, that, while the SEC is funded out of appro-
priations, it has historically collected from 35 to 75 percent
of its required budget in fees.) In addition, as part of its
fiscal 1980 appropriation bill, the Federal Communications
Commission received authority to lease its own office space and
the Commodities Futures Trading Commission has had such
authority since its inception.

Providing the Commission with its own leasing authority is
justifiable for several reasons. First, after nearly a decade
of effort to obtain a consolidated headquarters working through
GSA, there is real doubt, under present circumstances, that the
Commission will obtain a consolidated headquarters in the near
term. This is not to impugn GSA's current motives in any way.
It is simply a recognition of the fact that in recent years
problems at GSA and a difficult Washington real estate market
have continued to prevent the attainment of that objective.

Second, in the face of the difficult conditions under which
the Commission currently operates, the Commission has a very
strong incentive to locate and obtain a suitable consolidated
headquarters at the lowest possible cost. Operating under a
perennially tight budget, the Commission has no desire to
spend any more than is absolutely necessary to provide for its
space needs. Moreover, the Commission and its staff are in the
best position to identify its space needs and negotiate a lease
whose terms accurately address those needs. Finally, in seeking
a new headquarters, the Commission would not be encumbered by
the competing demands of other agencies. As a result, the Com-
mission would be able to devote concentrated resources to its
goal of locating and obtainin a new headquarters.

Third, the Commission's exercise of its own leasing
authority would be subjected to several forms of control by
the Congress. Initially, Congress, through its House and
Senate authorization and appropriations committees, has the
opportunity to review the facts and make the initial decision

4
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on whether to grant that authority. Subsequently, the appro-
priations committees would have an annual opportunity to
review how well the Commission has used that authority.
Similarly, at our periodic reauthorization hearings, as well
as at general oversight hearings, the authorization committees
would be able to review the Commission's progress. Finally,
any draft prospectuses submitted under the Federal Procurement
Procedures would have to be approved by both House and Senate
Public Works Committees; and the Commission would be required
to comply with all additional requirements of the Federal
Procurement Procedures.

CONCLUSION

The inadequacy of the Commission's facilities coupled
with being divided between four locations reduces the Com-
mission's productivity, substantially inconveniences the
nation's business community and imposes significant dollar
costs on both the public and private sectors. The only
meaningful remedy is to relocate the Commission in a con-
solidated headquarters facility.

The result will be reduced burdens on the private sector.
Moreover, in the face of greatly-constrained budget resources,
minimal pay increases and increasing restrictions and demands
on Commission employees, no single event could have a more
positive impact on the productivity of the Commission staff
than the resolution of the Commission's long-standing space
needs through the acquisition of a suitable headquarters.
The most efficient and expeditious means of achieving that end
is to provide the Commission with leasing authority.
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Number
(Billion)

12

9

3

CHANGES IN SEC REGULATORY RESPONSIBILITIES

SHARES TRADED (+74%)

1975 1979

INVESTMENT COMPANIES 1.5.5.X1

Number

1200

800

400

1975 1979

Appendix B

OPTIONS CONTRACTS TRADED (+2158%)

Number
(Million)

80-

60

40

20

1975 1979

INVESTMENT ADVISERS (+45%)

Number

6000

4000

2000

BROKER-DEALERS (.79.0%)

Number Number

6000

4000

2000

.• ...... •

N

1975 1979

1000-

500

1975 1979

TRANSFER AGENTS

1975' 1979

NYSE REGISTERED REPS (+15.9%)
MUNICIPAL SECURITIES DEALERS

Number

Number 60,000

400-

40,000

200
20.000

1975 1949

1975 1979

1975 1979
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Appendix C

- SECURITIES AND EXCHANGE COMMISSION
WASHINGTON. C.C. 20549

OFFICE OF
THE. ti RS. AN

SEP 4'1979 .

Mr. Walter V. Kallaur
Regional Administrator
General Services Administration
7th and D Streets, S. W.
Room 7022
Washington, D. C. 20407

Dear Mr. Kallaur:

I am writing to you concerning our meeting cf April 26,1979, and your suggestion that the Commission prepare a requestfor space in a single location for our headquarters offices.

Attached is our space request, which reflects the requestsmade by the head of each division and office, tempered by whatI feel are manageable reductions to limit any increase to nosnore than ten percent of our existing allocation. •_ .

As I mentioned in our meeting, the Commission's space
problems are becoming increasingly costly and demoralizing,and the effects of cramped working space on our personnel aresignificant. Our overcrowded offices, costly alteration
projects, personnel and mail shuttles, duplicated services,and supply storage and distribution problems are all outlinedin the attachments to the space request. As I hope you canappreciate, the problems we face are formidable.

The nature of the Commission's work and its reputationas one of the top independent regulatory agencies help attracttop law school graduates, economists, accountants, and otherprofessionals to serve in the Federal government. However,
as our space problems have worsened, employee morale has
dropped to the point where we are losing key personnel
because of the poor working environment and overcrowded
conditions. I recognize that it may seem difficult to
believe that overcrowded conditions could become so serious
that persons choose to resign, but the space situation at
the Commission has in fact caused many resignations on
the part of professional staff members who can both double
their salaries and work in a much more professional environ-
ment. Indeed, this is one of our most serious problems.
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The importance that the Commission places on this

matter is reflected by the amount of time and effort that
persons in the Commission, including Chairmen Casey, Cook,

Garrett and Hills and four successive Executive Directors,
have spent negotiating and working with GSA and OMB to
obtain additional space. It is because we view the space
situation as so pressing that I am submitting the attached
SF 81 (and supporting documentation) for a consolidated
building, with hope that appropriate action will be taken
to solve our problems.

I am looking forward to hearing from you. If you
require further information, please contact Benjamin Milk,
Executive Director, at 272-2700, or Richard J. Kanyan,
Director of the Office of Administrative Services, at
523-5980. If you have questions on the agency's overall
space policy which I can answer, please contact me directly
at 272-2000.

Thank you very much for your consideration and
_assistance in Utl-is matter.  .

Sincerely,

Harold M. Williams
Chairman

Attachment
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711c1 , General National
ICIITN Services Capital

Administration Regicn Wiiytui. DC 20407

NOV 5 1979

Honorable Harold M. Williams
Chairman
Securities and Exchange Commission
Washington, DC 20549

Dear Mr. Chairman:

,rtsk11mAN6 QtC

RECEIVED
140V 0 7 1979

-4-P-64/0)17COMY

Thank you for your letter of September 4, 1979, reqtesting'consolidation of
the headquarters of the Securities and Exchange Coarission.

A prospectus is being developed for a 1 million square foot facility for
which three agencies have been selected as occupants. The Securities and
Exchange Commission is one of the proposed occupants. At this time, the
prospectus is awaiting preliminary environmental inn:act co=mants prior to
being transmitted to our Central Office for sl,Inittal to the Congress.
Inclusion of your Agency in this prospectus will be the most expeditious
means of meeting your space needs.

If you have any further questions, please do not hesitate to contact me.

Sincerely,

dem/
WALTER V. KALLAUR
Regional Administrator

•

4
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!AO-h.n..sr.raton -Regth VVa§inatcr4CX:20.4:7

dE: r, 1275

Honorable 'Harold M. Wil1ie:5
Chairman
Securities and Exchange Comission
Washington, DC 20549

Dear Mr. Chairman:

RECEIVED
EEC 12 1979

I an pleased to inform you that your agency's outstanding request for
consolidation is included in a prospectus being prepared by Try staff.

Enclosed is a oreliminary working draft of the document. Please verify
the statistical information on yciur agency and review the area established
for solicitation of the space. I would also welcome additional information
that you believe would strengthen the prospectus.

The scbmission to General Services Administration's Central Office of this
prospectus and accompanying draft environmental impact statement is scheduled
for February 25, 1980. .o ensure inclusion, please send your conrents by
Jancary 9, 1980. If there are questions on this prospectus, :lease Oel

• Mr. Jerry R. Shiplett, of my staff, on 472-1334.

SM:erely,

WL-E7
Regcral ACmiristrator

F.7 cs ure
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LEASE CONSTRUCTION 

BACKGROUND 

In the National Capital Region, the General Services Administration (GSA)
controls over 56,000,000 square feet of space with work stations
for more than 254,000 employees. Over the last few years, the
commercial space market in the region has been unable to keep pace
with demand. This demand has resulted in an acceleration of rental
rates and a lack of offers to the Government by lessors-. This fact
coupled with the lack of Federal construction has adversely affected GSA's
ability to manage its space resources and meet agency requirements for
consolidation. Three agencies with long standing requests for consideration--
the Federal Trade Commission; the Securities and Exchange Comnission; and
the National Science Foundation -- are tentatively identified to form the
core of the proposed occupants for this prospectus project.

PROPOSAL 

This prospectus proposes the acquisition by lease of 1,000,000 occupiable
square feet of space in the area of Washington, D.C. shown on .the attached
map. The lease will be for a maximum term of 20 years including renewal
options. The space is expected to be available for occupancy in the
fall of 1933. .

EXECUTIVE SUWAARY 

WASHINGTON, DC 

ESTIMATED ANNUAL COST 

$21,750,000

ESTIMATED COST PER SOUARE F.ODT 

521.75

ALTERNATIVES 

Utilization of Government owned or leased space -- not available.

Direct Federal constructicr -- not proposed.

Acquisiticn of leased space -- selected alternative.
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PROSPECTUS FOR PROPOSED LEASE
_ER THE PUSLIC BUILDING ACT OF 1959, AS AMENDED

LEASE CONSTRUCTION WASHINGTON, DC 

1. DESCRIPTION:

This prospectus proposes the acquisition by lease of 1,000,000
odcupiable square feet of office space and parking spaces for
official vehicles in the downtown area of Washington, D.C. Because
there are no buildings of this size expected to be available when the
solicitation for this space is issued, this prospectus proposes
that a commercial developer construct to the Government's specifications
and requirements and lease to the Government. The lease will be for
a maxirum term of 20 years including renewal options.- The space
is expeoted to be available for occupancy in the fall of 1983 at
which time the lease will commence. The annual rental for the first
year of the lease is estimated to be $21,750,000 including all
services and utilities which will be paid by the lessor. Included
in the lease will be 50 parking spaces for official vehicles. The
lessor also will be required to reserve 375 parking spaces in the
building for the use of employees. The lease will contain an escalator
clause for increases or decreases in real estate taxes and operating
costs. To ensure adequate competition and provide the •opportunity
for more developers to offer space, the solicitation will seek offers
cf inorements of not less than 20C,000 square feet.. From all the
offers netelved, GSA will enter into leases for a total of 1,000,000
square feet.

2. Fit' . 
a. P-cfect Need 

Tne total number of Federal employees occupyirg SSA-controlled space
in the Sational Capital Region has increase.: substantially. In 1950,
152,C0C employees had work stations in GSA-cortrolled space. By
1373, tnis number cf employees reached 254,100. Coupled with the
increase in employees working in GSA-controlled space is a parallel
increase in the amount of space.

GSA's ranagement of this space an: meeting acen:y space needs has
 cionc :4: major lines cf effort: -(7) satisfying incremental,

snort-temm space needs by acquiri-g small Cocks of space and
(2; ortviting aoency consc7itaticns or cc17::ation for long-range
spate reeds. C.Je to the :neat Oemand for ard because -f
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2. FINDINGS (CON'T) 

a. Project Need (con't) 

limited resources, the emphasis has been on meeting only limitedirrediate needs which has restrained management flexiBility inlong-range plans. As a result, relatively few agencies have beenconsolidated in one building or buildings in the same vicinity.

(1). Agency Dispersal 

Agencies originally housed at a single location typically have had toexpand incrementally, becoming dispersed as additional space isacquired. Also, When new agencies or departments are established,space in the quantity needed to consolidate the activities formingthe base of the new organization is seldom available, and theybegin operations in dispersed locations.

The agencies and departments in the National Capital Region arecontinuously requesting GSA to provide space for their consolidation.Consolidation of agency operations provides significant managementand cost benefits from improved agency communications, reducedstaff time devoted to travel between locations, eliminated duplicationof special requirements -- libraries, copying centers, mailrooms,concession areas -- and improved overall utilization of space.

GSA supports agency consolidations not only because of the benefitsto the agency involved but also because of the management benefitsto GSA. In consolidation, leases may be cancelled reducing thenumber of leases to be administered thereby reducing the costsof this activity. The consolidated agency would be in one GSAservice area, thereby reducing the number of people .which havea need to be familiar with the agency and improving GSA's responseto agency needs.

(2). Market Conditions 

Although new construction of office buildings is evident throughoutthe Washington metropolitan area, most of the spa:e has been committedin advance of occupancy. This new construction was absorbed withoutincreasing the vacancy rate, indicating excess de-and in the officespace market. However, the space was not only absorbed, it was notsufficient to meet demand. During the period when this new spacewas being completed, the vacancy rate actually went down and preleasing(lease cbmritments in advance of occupancy) increased. The GSA

-2-
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2. FINDIN:1: (CON'T) 
a. Proect Need (con't) 

(2). Yarket Conditions (con' t) 

forecas: for 1980 is that the demand for office space will
continue at the current level. However, • the &mount of new
space entering the market during 1980 and 1981 will be greater
than during 1978 and 1919. The market may improve with rates
stablizing and more space available depending on the continued
strength of demand. Space availaBle now is for occupancy in mid to
late 1980 if GSA could act imnediately to commit for the space.

Rentals recently quoted for new space in the District of Columbiarange from S15.00 to 520.00 per occupiable square foct fully
serviced. GSA expects rentals to increase a: a ;ace greater
than the underlining rate of inflation.

These market conditions affect GSA's management of space in
three averse ways:

o The cost of succeeding leases increases a: a hich rate thereby
significantly increasing the ccst of maintaining the space in.
GSA's inventory.

o Lessors are unwilling to negotiate long-term eases and in
general not willing to negotiate price.

• The scarcity of availatle space forecloses the op:ion of
out cf buildings in the near term when negotiaticns

fail tc improve the ofreret price.

These atverse affects are echtounded because GSA. does not nave ar.,
space teing developed which could relieve this ress.ure. The
a:cuisioion of a block of space into which an agency cou:d be moved
if negotiations with a lessor were not concluded successfully would
t,e an incentive for lessors to negotiate in good faith and a disincentive
for them co charge the 172xi7J7 rate under :he Economy Act liritations.

Acenoy Need 

ir. its long-ranee plan for housing Feteral agenties in. :he
:apital Region, has itentified eleven ageroies.for

corso.:itation. The requinerer:s :f three of these agenoies7,e7ta7,i;e7y forms one core of tnis 1,000,C:: s-:-.re 'o--

-3-
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2. FINDIN2S (COT) 
a. Project Neeos ''con't) 

(3). Agency Nee: tcon't) 

o Federal Trade Ccgnission 

Prospectus Number P03-75081, approved by the Senate on July 31,1975 and the House on June 29, 1976, authorized GSA to acquire160,000 square feet of space at an annual cost of 51,418,000for the partial consolidation of FTC activities from five locations.
GSA issued a solicitation on July 2, 1976 for the space to meetFTC's request_ Although the most responsive original offerorresponding to the solicitation did not exceed the appraised fairannual rental, before negotiations oculd be concluded the offerorarbitrarily increased the rate. This new rate exceeded the appraisedfair annual rental and subsequently negotiations were terminated. -In light of the rapidly increasing rental cost and FTC's revisedlong-range space requirements, authority to consolidate FTC isrequested in this prospectus.

The oranges from the 1975 prospectus and tne current proposal areshowm in Exhibit B.

o Securities and Exchange Commission 

Prospectus Nunter P:C44121 approved by the Senate and House onOctober 10, 1574 authorized GSA to acquire463,000 occupiable squarefeet :f space and parkirg for 271 vehicles at an estimated annualcost :f S2,800,00: for the total consolida:ion of :he Securitiesand Excnance Ccrm-:•ssion.

GSA. issued a solititation on Cecember 9, 1974. On June 3, 1975, thelease was awarded to Southwest Joint Venture for a bui:ding at 1900Half Street, $W., Wasning:pn, DC.

SEC exanined the space an: refused to accept it. Subsequently, GSAdirected SE: to move. Cm July 18, 1975, SEC appealed to tre Officeof Yanagement an: Budge: ',0M31. OMB rule: cn January 3, 1976, thatSEC as not redJired to relocate to the building.

SEC is still recuestin; ccnsolitation and this prostettus seeks thatautncrity. 7ns cnarges from the 1874 prospectus and tne c.rrentproccse7 are s'cwn in Exnitit C.

-4-
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2. FINDINGS (CON'T)
a. Project Need (con' ti 

(3). Agency Nee: !,Conit) 

National Science Foundation 

The National Science Foundation occupies 341,000 square feet of space
at six leased locations, including 266,000 square feet at 1800 G
Street, NW. Consolidation of the agency into approxinately 315,000
square feet would result in a net reduction of space and would improve
operational efficiency and permit GSA to consolidate the Secret
Service into the space vacated at 1800 G Street, NW. The
consolidation of the Secret Service in the vicinity of the White
HOUSE is a priority item, and they already oc:upy space in
this building. As a result of the NSF consolidation,
a sufficient amount of space near the White Rouse will be available
to meet the Secret Service's need.

(4). Unidentified Replacement 

As discussed in the section on Market Conditions, GSA is, to a great
extent, at the mercy of lessors because there are no alternatives to
suceeting leases. :n order to provide alternatives, and thereby improve
GSA's negotiating posture on succeeding leases, this prospectus includes
158,CDC occupiable square feet for the replaeement of un'tentified
problem leases. Furthermore, 726,270 square fee: of spa:e currently
occupied by the agencies to be consolidated is identifies for reuse
will provide an adtitional incentive for sericus negotiaticns along
with being available to meet agencies critical requirements and
Congressionally mandated new programs.

b. Discussion of Af'..ternatives 

(1)  Utilization of Government-owned or Existinc Leased EDECE 

There is no space available in GSA's inventory, either Gtvernment-owned
or leased, that could satisfy these needs. The purpose of
this prospectus is to provide space resources se GSA can mee:
consolidation needs and have alternatives to renaming in an
existing leased building :hereby ensuring an incentive fer serious
negotiations.

(2) Di-ett Federa7 Donstruttion 

Fetera7 constructien fror p.anning througr attreval, ces';-, and
ecnstructicn would ta'Ke abc.:: five years. ,t =eteral CJi'ding could

te u-te- tre test r
after this space wt.:: be eetutie.: under t-e .E!SE alte-- ati,E.
:SEA c.crs sites in one District of Columbia wn'en woul: a:::rmotate

of tnis :':e a-: tould be
-,r   SSA 's on;-range t'a-
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- Federal agencies in the National Capital Region includes proposed.
Federal construction projects of this size. GSA will be submitting
requests for Federal construction for the corpletion of the Federal
Triangle and the development of the Southeast Federal Center. within
the next 2 years, rester Plans for these installations will be
completed and Federal constrt:tion proposals for the completion and
development of these areas will be proposed.

(3). Acquisition of New Leased Space 

This alternative was selected because of the immediate short term needto improve GSA's manacement of space in the National Capital Region.This alternative provides the solution to immediate criticalproblems, provides for the consolidation of four agencies and
releases the upward pressure on lease costs.

3. ESTIMATED MAXIMUM COST 

Estimated net annual rente. (.517.08 per square foot) $17,080,000

Estimated value of services and utilities
paid by the lessor (54.67 per square foot) S 4,670.000 

Total estimated cost (521.75 per square foot:.  $21,750,000

4. CURRENT HOUSING COST:

All but 156,295 square fee= of the existing space is proposed to remainin GSA's space inventory. The estimated maximum cost of this prospectusis not offset by the- can:elation cf leases; therefore, the currenthousing costs are not provfded. The estimated increase in ob:icationsincurred by GSA through the acquisition of this space, will be aboutS21,750,0C) annually plus =he annual increase in this arcur= Oecauseof escalation for services, utilities and operating costs.

5. SPACE PLAN:

The space plan for this prospectus is included as Exhibit A.

6. PRESET VALUE ANALYSIS AND OER SURFORT DATA:

A present value life cyCe cost analysis comoarirg this prcoosalwith direct Federal oonstrotion is rot provided since Fete-alconstruction is no: an a:terrative tc this proposal. Other supportdata is attached.

CD".'RREENSIVE H=SIN:

A Comorenensive housir:: F:an for :he Natior.". C.-i-al 0.c-
the re:-'-u."0 of e-,-. - ved is 7:Z
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, TZL.

CT:TERMINATION 

The spate needs of the Governnent in the National Capital Region
cannot te mat by the existing space inventory, and the irrediate and
critical needs can best be met through the acquisition of space '
construtted for lease to the Government.

Subcnitted at Vashington. D.C. on 

Administrator of General Services

-7-
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SJ=P,Fm:NTAL DATA
LEASE C3N3TRUCTION
WASHINGTON, D.C.

I. STANDARD LEVEL USER CHARGE (SLUC) RATE:

The current maximum SLUC rate for first-class office space inWashington, D.C., for Fiscal Year 1983 will be $14.60 per squarefoot.

II. CONSIDERATION UNDER THE RURAL DEVELOPMENT ACT OF 1972 (P.L. 92-419):'
As required by this Act, consideration was given to relocating agenciesto rural areas as defined by the Consolidated Farmers Home AdministrationAct of 1961, as amended (j U.S.C. 1926). GSA and the agencies involvedhave determined that they cannot be relocated to a rural area withoutimpairing their functions and efficiency.

III. ENVIRONMENTAL CONSIDERATIONS:

An analysis of this projects potential impact on the environment hasbeen prepared in order to comply strictly with the purposes andintent of Executive Order 11514, Protection and Enhancement ofEnvironmental Quality; the requirements of Section 102(2)(C) of theNational Environmental Policy Act of 1969 (P.L. 9.1-190), as amended;and the regulations issued by the Council on Environmental Quality.The Environmental Impact Statement prepared as a result of thisanalysis is submitted with this prospectus.
IV. POLIC BUILDINGS COOPERATIVE USE ACT OF 1976 (P.L. ;4-541):

Consideration will be given to acquiring space in suitable buildingsthat are historically, architecturally, or cult.:raly significant,prsuant to the Public Buildings Cooperative Use Ac: of 1976, Title Iof P.L. 94-541.

V. PLANNING COORDINATION:

As required by the Intergovernmental. Cooperation Act of 1968CP.L. 90-5771 and Executive Order 12072, the deve:odment of theproject has been coordinated with Federal, State, and local agencies.
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WASHINGTON, D.C.

VI. ENERGY CONSERVATION FIRE SAFETY AND HANDIZAFFED PRDVISIONS 

In addition to price and other factors, the energy efficiencyof competing offers will be considered in the award decisions.The lowest responsive offeror will be regJiret, at a minimum,to construct a building that will meet GSA energy conservationgoals. The building leased will meet all applicable fire andsafety standards and will provide full actessibility for thehandicapped.

VII. :ARKING 

As part of this projett, GSA will lease 50 parkin; spaces forofficial vehicles. In addition, the lessor will be required -to reserve 375 parking spaces for the use of Governmentetployees.

VIII. 71.00O PLAI' .ANAGENT 

7.4onsisteht with the policies of Executive Order 119E3, GSAhas reviewed appropriate data and verified that tre projectarea is not in a flood hazard zone.
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Honorable Harold M. Williams
Chairman
Securities and Exchange Commission
Washington, DC 20549

Dear Mr. Chairman:

O.— FiCE.
RErEIVED
FE p 0 5 iSE0 -OZ/ 72-7.1; 6 zzca.:COL.

This is in response to your letter of January 9 regarding:. our joint efforts
to obtain consolidated headquarters space for the Securities and Exchange
Commission. I will answer your comments- in the order they appeared in
your letter.

First, regarding the draft prospectus language indicatingI offers will be
solicited in increments of not less than 200,000 square feet, and your concern
that your requirements of 319,000 square feet would thus not be located in
a single consolidated location: It is my intent to obtain a single location
for the full amount of space the Commission needs. The l'inguace was intended
to. give the General Services Administration flexibility in detemmining the
.overall actual building increments that would be most advrantagE-:ous to the
- needs of the Government. .

Second, regarding. the proposed consolidation date of 1983 and your concern
the prospectus should contain a goal of 1981: The prospectus language
states nexpected...occupancy"--this is a realistic reflection of the space
market in Washington. An earlier delivery is highly unlikely since we do not
forecast any buildings which will be under construction or available with un—
committed space in the amount needed for your consolidation. If an offer
comes in with an earlier delivery and is otherwise compktitive, we will
pursue the offer.

Rgardina the projections in the prospectus and the data you submitted;
we will review this data and meet with your staff before any final number
is submitted.

The Environmental Impact Statement you requested will be. completed in
late February. As soon as it is completed, a copy will be furnished for
your use.

In summary, I believe the proposed prospectus offers the best opportunity
under the current fiscal and legislative constraints for the earliest
delivery of the space the Commission needs. As we proceed with this project,
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;:e7t c7Tsi":y atvised so that yo..1 can ma',:a ary 7ecessary interior
:usinassionmer:: and precare plans for occ,Jbancy in the new buil,finc.

Finberg. Director of Flannin,.7 (Telecnone 472-147P) is available
to you and your staff at any time furtner information on tAis project is
needed.

Sincerely,

ALTER V. KALLAUR
-Regional Administrator
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