
MEMORANDUM --------.. _-

To Chai nnan Cary 
Commissioner Woodside 
Commissioner Free,r ~ I 

From PhiHp A. Loomis, Jr., Director Fa r 
_-----~D~i:.Ll'O ....... ,lL.ofJr..~ and Eltch I "ell 

Subject Proposed Enforcement Organization 

Following a. diflcussion on September 15th, concerning 
possible changes in the organizatiolwl structure of the Commis­
sion in the field of enforcement, the Chairman requested me to 
prepare a general menlora.ooum sUl.llIMrizing the considerations and 
possible changes in organizational structure disculIBcd at that 
time. Sueh memorandum io attached. 

A8 indicated therein. it does not purport to suggest 
a table of organization or to go into any detail with regard to 
personnel assignments. but rather to discuss more broadly the 
question of organ1.z8tional structure in this area. 

cc: Commissioner-designate Cohen ~ 
Messrs. Conwill 

D8IIIIlaDn 

Ferber 
Pollack 
North 
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-'-0 I llt roqut;; tion 

This llIe""uIOranUUIn has been pl:epG.I'ed following the discussion 

of this matter OIl September. 15th, in order to reflcact. certain of the 

cOllldde:-ations d l sc\Ja~eJ .ut that time. It docs not purport to suggest 

a defi!lite orl);auizlltiollal structure or specific personnel assignments 

and I."equir.;menta. but rather to con:;lder the subject more general.ly . 

II. G" llen:ll COIlllicic rations 

At the present t:I.me , there are four organizational uni ts in 

th,~ Co~anisllion: tl>lO in. t he Di.vloioD of Trading and E:tchauges. one :I.n 

the Office of the General Cou1lDel lind om:! in the Dh;i9ion of Cor poration 

Fiilance . ,~h:l. ch are conccT.'fled pd.laarily ~.,ith enfoltccment aci:lvlti~G. 

Th'1se arc aG folloWG: 

(A) The Section of l':ni.!?!~l: 1n the Division of 'rrading and 

Exc hanges iD coucerne.d primarily ",il:l! coordinating enforceme.nt activities 

conducted in the regional offices. It/) primary functions arc the rev:i.ew 

of various enforc~~nt rec~endatio~9 by the regional offices. the iurn-

ishing of suggestions and. advice to the r~gional offices. and the main-

te.uance of dockets and other records concerning investiga.tioDB and 

enfc!'ccIeent actions in the regional offices. 

(B) The §vecial Inve&tigatio.!)s Unit in the Di"d.sion of Trading 

ar>:! Exc hanges 1s concerned p1!'imn:d.ly ~~ith cotlducting investigations i n 

sig!' iIi.cant cas·~s ",l1icll are either of inter-regional fl :!.gnif:l.co.nce or 

~~h i dl (}.re believed to :require attention which no regionaJ. office is in 
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a position to give to them. Nost of these are potential criminal cases 

and are developed as such. 

(C) The CrimiiJ.'-Il R,.:!iercnce Unit 1.n the General Counsel's 

Office 19 primarily concerned, ac its 1.'1I:Il1!C indicates, with procesalog 

reco;cmendations fOl:: crim:tnal prol;ecution either from the regional offices 

or. f :om the Speciel InvestigutLons Unit or, to some extent. frO'c"} the 

DlvLJion of Corpora tion Finance and the Corporate Regulation Division. 

Thj.s un it alBo IIUllntuina l:11.l1soil witb the Department of Justice r..nd 

fur.n ' shea advice and 8uperviG),on in connection ~ith the drafting of 

incd.c tmenta and the trial of cd.mi nsl caDes. 

(D) The.!lt~ of M . .z~!~.llie Proceedings and r!1~esq&.llt1~ 

in t he Division of Corporlli:ion Finunce 1s engaged pr1mn.rlly in conducting 

in e nt i got.io!l.s and adnlinistrati.ve pl"oceedings arising out of f.iU.nga 

procl~8sed by that Division. pm:ticulaL'ly proceedings under Sec!:i.on B of 

the Securities Act. proceedings under Section 19(a){2) of the SCo'·eud .t lea 

Exchange Act arls:i"ng out of defective f11ings I!l~e under Section s 12 or 

13 o ~ the Securities Exchange bet. and Regulation A suspension proceedings. 

Fl."em U .. l1lfl to til>le. this branch has also conducted investig6.ticmr> dJ.rected 

tcn,·a L·ds ultimate c!:'iminal pr.osecution. 

In addition to the foregoing organizations sped.ficaHy ·t'espon~ 

eib I." foZ' enforcement, certain persollnel in the Division of COl)~oration 

F1!lEl.!\ce. particularly Mr. Eisenhart. have been called upon from tl1:Je 1:0 

time to provide advice ~nd assistance in enforcement matter.s because o f 

thei. ~ · special competence in this Held . 
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It is propose.d t hat: the above··mcr:;\ttoned orga niza&:ionr! s pecif­

ically concerned l<~ith E:llfo l:"C <u.leut > othor than the Bt'anch of Adminlst r ative 

Proceedings and Invest:l.gat:l.onlil i n the Vi 'l :l.I3~.on of Corporation Hnaocc, be 

b7.0L~ght together '.l1!thin ail enforcement. u nit to be located 1.n \:h ~ 111 vision 

of 1'[,801n8 and E,r.cMI'..ges. In (;o::me l~tlon \lith this proposal, it: i s recog­

niud that the (!GfOr(~ellle t,t 'problc:::w Hh~,r.:h confr.ont the Cooll'lliss ion cannot 

be r e solved swply by t'l2lili8 11 ~.ng the cmf,n'c=ent ol'gani!:.Zl.tion :i.11 the 

Hell.dq\l.nteI(9 Office. OthCli.· 3tepG. '.Jllich ;;re probably o f l."lOre b,'ls i c 

imp ... 1: nee, inc luci (! the d evelnplluml; of: .:cr,ul!ltory p1:0ercme and procedures 

x,'h ie b \0)'1 11 both A:!.mpHf.y o!!nfo1:c(~mm,t nn41 minimize the neceGoity o f r elying 

upon d ifH.cult oand timc·conoulning e nforce' .cnt proc.eedings atl & pr:}.nc ipa l 

so\.\['ce of inve3to~: pr.otection, together ~Iich the IlllJre effective coordina­

tion o f the enforcement uo .. !!. of ehe regional off1cca In tcru:aJ of B general 

COl11lii Mion enforcement policy llind eufoT.cP.ment stE'GtG!8Y . ~'YeZ' i:he lc9fl. 

t:Q:n~ un:l.ficat:!.on of enforcf>_l'I1elli: Ol:gall1.za.tion could have definite adv~ntage!l . 

The~ e inch.lclc tIle following: 

(1) It might prQduce a better use of existing crLi:ot'c emeut 

talent . Thus. personnel in the Geueral Counsel's Office. pnrticul~rly 

Mr. Il~iDS Pollack, who a~e new eKpectcd to concern themselve s aloost 

eJ:c .uD f.ve l y with r.riminlll pr.osecution, could bring their e:tperiencc and 

abiHty to ben;; upon oth~r types of enforcement activity. S:!.mHarly, 

it v.t:i.ght be poseihl.e Co u ti1.1 ze Hr. Eisenhart' 8 gifts for the analy sis 

of r,ot ?I1f:.i.al el1forcement cases othenrise than on an e:ttra-cuTri cular or 

pErt.-t ime baBis . 

(2} It ',:<;:)uld regularize, and thUD to a degree ;:r,ake J2l0re d:lrect 

and perhaps mare eff.t,cient. infori!.m l ar:cangelllents which nOt~ e,,;iSlt. Thus, 
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for clcClJi'.ple, sinc e the Special Investigations Unit is particularly con­

ce rned l-1ith the c!evelopraeot of criminal .~eae6, it worka closely with the 

C;:imi.ocl Rc!£ercncc UnH in the General Counsel'r, Oifi.ce and, to some 

degree, under the iufol~lel supervision of that offic~. Conversely, 

be'.:euse of their f~;mi li~rity with the Clilses, tbe Criminal ReferenCE: Unit 

frequently hus auggestimlEJ and Ild"Jice concerning other thtan criminal 

remec1 iCH. Some 8dvantage prob:lbly CQuld be gained by phlc i ng these 

people, uho in J1l"ncd.c~ I~ol'k GO closely together, in 0I1C place aad in 

one orgol1i :;;(It:lou. 

(3) An enforce:-~nt organization having n~"pons1hil1ty foy.' 

substant ially all phasea o f enforcement, othe r thnn that conducted by 

the Division of Corporation r';!.nllnce. could b e i n a poa~.tion to develop 

enforcement polic i eR. s::ruteg ielS, snd tactical uppr Oadl(Hl derf.ved froJ;1 

B. f amiliarity fr(lill aU ph.ases of th~ prob 1=, and thus be BOTile1l1hat mor e 

cf :1't'(' tiv~ in cooniinat :i.ng the cnfQj~cet.!lt!nt "Work of the ~egione.l offices. 

Probebly, also, it u10uld be simp l er for the regiona l c f UceG if t hey 

could look to on~ place fo :;: Mvi.ce nnd policy in substantially all 

aspec ts of enforcement. 

III . !oeaible OrRa~izet ional Structure 

\o11thout going 1.nto decall. the Eniol'cement Organizat ion might 

be c! g~nized somewhat as follows . There ~ould be appointed ' on additional 

Asso(iate Director of the Division of Trnaing and Exchal~es who would 

presl.l1!ably be Hr. Irving Pollack. He would also retain his title BO 

As:;if,taut Gener~l Counsel pri.marily to pen!lit him ::0 continu~ to r c p r e­

s :o!nt: the Office of the Cen-'!l:al CO\.lDoel in relations ,'7ith the De pat"tm::!nt 

or J"t Bt 5.ce. Uncle!" hie supervj.sion, tlle:;:e miGht be three 0 '" four branches 
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headed by an Assist.ant NSQct.or. l"tlC:!lB could 'be D. Branch of Special 

Investigatious. conoilltlllg of too p~·er.ent Sp~cial Xn"ell~1gl!t1o[). 11 Unit,s 

Branch of Field Euforcement. coruprioing the pr.eGenl: ScctiO:l of EnfoI'cemcnt 

in t he Diviaion of T.cciiilg and f:;.>:chanzcs. el Cr1roirUl.l Reference Branch, 

compr ising the pl·csent Cl·1Illiu.sl ReferC:TI!!c Unit of. the Genet'al Couooel' s 

Office, and perha.ps ;;! lh:anch of Al1.r;ly"~3 and Accounting Hili.cll 'A1o,lld pro-

v ide analytical and uccolmting services in cQl1!lel~tioi1 \·,ith 1.nvc8tigatiollO 

bor. h ~n the hOCle office an.d in the field offi.<::f'C; and ~,'hich c(l"w, ld be headed 

by HI" . Eisc'1.1hurt . 

"fllerl! ZlOrc C~JO oti.l:! ~· en£orcel1!ent i!lctiv~ties 1.11 the C!=1Ilsiou 

which 'WOu ld ha'Vc to be related to the work of the nco"~ enfo:cccment group . 

These orc the Branch of Adi)1:i.n!iltl:."&l:ivc i>l."occ,"tii.ng51 £!nd Invc~~tig!'.l!:.1(m9 

:l.n t: e Division o£ Cor!tO!r6t:l.Oll Finam:e and the! perao>l::U: 1 in the General 

Counr·el':l Off.1ce reo!?onn:l.ble :Ewe' tho supervision of civil liti,g.!1.ticm, 

!nch;d1. g injunction suit . ., CO:1&l.~I1C~C for cnfoJ:·c~enl; purposes. With 

o 'l'ege.t·d t.o the Branch in the D;h'~.Gioll of Corporatioll Finance, it is no!: 

contc.Dl.plllted that it6 presf!nl: ftlL1ctiollc wotlld be significentlj7 altered. 

xe: 'IfCuld proba.bly ba d<!s3.r:.1ule. hOt~c-.;er» for the enforcement: group e ither 

to GlJpet·vise or to conduct those investigations ~hich c::e determined to 

involve issueu end enforcem.;:nt implications extendir..g 81gn~.ficanl;ly 

beyo-c:d t he mere corrC!ction or elimination of 41 defective HUng . l'hcsc 

mig h.t include caeca in which sdmin1.:l:tntti.ve ?roceedingu eg£lin:)t .i filing 

gat!ons in Hhich cr!m1n;;:1 Z'efereoacl! is cor.te.'12plnted. 
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It is also anti cipated t!\sl l:he existing supervision of civil 

in j unction actions in the General Counsel's Office would not be 5igni-

ficautly modified. but there I~ollld probably be a greater degree of. 

coordination with the enforcement organization. This could be done by 

~1r. Pollack in his capacity an an Azsietsnt General Counsel. 

IV. Summary 

The proposed change in eniorcelU<!nt organization in and of 

itself is not the ~mswer to ,~hut baG cOllIDlonly been l:e ferred \:0 S8 "the 

enforcement problem," but it: might contr1bute to the development of more 

effective answers. It would not be r evo lutionary but would, to a con-

siderable degree, r e flect :I.l1fomsl arrangell.l4!nts \~hlch h ave evolve d under 

the pressure of eventG . Its plfiflcipnl advantage t40uld be to permit thoae 

member s of the stD.ff ,~ho have a part:l.cular experience and aptitude for 

enforcement to work together upon the whole problem of enforceme t rather 

thall , in form at: leest. ;,Jorking oep2.r;~tcly upon sepa.rate eegmentn of 11:. 

o Of particular importance wCltlld be the development of e more unif ied 

enforcement poiicy £100 stnltegy .md ~he more effective cOlmlunicnt!ou of 

th13 to the regional offices . 


