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September 22, 1961

To : Chaiwman Cary
Commissioner Woodside
Commissioner Frear "

From : Philip A. Loomis, Jr., Director Fﬂ ["Gc

""—_______Biyiﬂion,ot Trading and Exchnx es

"

Following a discussion on September L5th, concerning
possible changes in the orgenizational structure of the Commis-
sion in the field of enforcement, the Chairman requested me to
prepare a general memorandum sumsarizing the considerations and
possible changes in oxganizational structure discussed at that
time. Such memorandum {é attached.

As indicated therein, 1t does not purport to suggest
a table of organization or to go into any detail with regard to
personnel agsigraments, but rather to discuss more broadly the
question of organizstional structure in this area.

cc: Commissionesr-designate Cohen v”//
Messrs. Conwill
Dammann
Ferber
Pollack
North

’



PROPOSED ENFURCEMENT ORGANIZATION

i. Introduction

This wemorandum haa been prepered following the discussion
of this matter on September 15th, in order to reflect certain of the
considerations discuased at thar time. It does not purport to suggest
a definite organizutional structure or specific personnel assigmments
end requirements, but rxather to consider the subject more generally.

I7. Generxal Conalderations

At the present time, there are four organizational units in
the Cormission: two in the Division of Trading and Exchauges, one in
the Office of the General Ceounsel and onz in the Division of Corporation
Finance, which are concerued primarily with enforcement activities,
These are as follows:

(A) ‘The Section of Enforcement in the Division of Trading and

Exchanges is coucerned primarily with cocrdinating enforcement activities
conducted in the regional offices., 1is primary functions are the review
of various enforcement reccmmendations by the reglonal offices, the furn-
ishing of suggestions and advice to the reglional offlces, and the main-
teanznce of dockets and other records concerning investigations and
enfocrcement actions in the regicnal offices.

{B) The Special Investications Unit in the Division of Trading

and Exchanges 1Is concerned primarily with conducting investigations in
sizrificent cases which are either of inter-regionel significance cr

which cre believed to require attention which no regional office is in
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a position to give te them. DMost of these are potential criminal cases
and are developed as such.

(C) The Criminal Reference Unit in the General Counscl's

Cffice is primarily concermed, as its name iadicates, with processing
recomendationg for criminal progecution either from the regional offices
or f:om the Special Investigations Unit or, to some extent, from the
Division of Corporation Finance and the Corporate Regulation Division.
This unit also maintaine llaison with the Department of Justice and

furn ishee advice and superviaion in conmection with the drafting of
incilctments and the trial of crlminal cases.

{D) The Brench of Adminintrative Proceedinge and Investigations

in the Division of Corporation Finance is engeged primarily ip conductiag
inventigations and administrative proccedings arising out of filinga
processed by that Division, particularly proceedings under Section § of
the Securities Act, proceedings under Secticn 12(a)(2) of the Sccurities
Exchinge Act arislieg ouvt of defective filings made under Sectiens 12 ox

13 07 the Sccuritics Exchange Act, and Regulation A suspension proceedings.
Frem time o time, this braach has also conducted investigstionc dixected
towards ultimate criminal prosaecution.

In addition to the foregolng organizations spscificalliy respon-
eibl«: for enforcement, certain persounel in the Division of CoryoraZion
Finence, particularly Mr. Eigenhawrt, have been called upon from time to
tire to provide advice end sssistance in enforcement matters because of

thei:- special competence ia this £leld.
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it is proposed that Lhe above-mentioned organizatlong specii-
{cally concerned with enforcement, other than the Brench of Adwinistrative
Proceedings and Jovestigations in the Division of Corporation Finance, be
brought together within an enforcement unit te be located in the Division
of Treding and Exchanges. In comnestion with this propesal, it is recog-
nized chat the enforcement problems which confront the Coumilssion cannct
be resolved siuply by reaiigning the enforccoment crganization fn the
Headquartexs Office., Othexr ateps, which a&re probably of more bhasic
impertance, include the develapment of xegulatory preogrows and procedures
which will both aimplify enforcement and minimize the necessity of relying
upon difficult and time-consuming enforcement proteedings as a principal
source of investox protection, together with the more effective coordiua~
tion of the enforcement work of the repglonal offices in terms of 2 general
Conuidesion enforcement policy and cafercement atrategy. MNeverihzless,
saome unification of enforcement ovganization could have defipite advantages.
Thete include the following:

(1} It wmight produce & better use of existing enforcement
talent. Thue, personnel in the General Counsel's Office, perticulerly
Mr. Irvipog Pollack, who are now expected to concern themselves almost
exclusively with eriminal prosecution, could bring their experience and
abliity to bear upon other types of enforcement activity. Similarly,
it vigiht be possible to uvtilize Mr. Eisenhert's gifts for the snalysis
of pota2ntial enforcement ceses otherwise than on an extra-curricular or
pari-time basis.

(2) It wwuld regularize, and thus to a degree make more Jirect

and perhaps more efficlient, informal arrangements vhich now exist. Thus,
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for example, since the Specilal Iavestigations Unit is particularly con-
cerned with the developuent of criminal cases, it works closely with the
Criminal Reference Unit in the General Counsel's 0ifice and, tec some
degree, under the informel supervision of that office. Coaversely,
because of their femilisrity with the cases, the Criminal Reference Unit
frequently hos suggestions and advice concerning other than criminal
remadies. Some advantage probably could be gained by vlacing these
people, who in praciice work go closely together, in one place and in
one exganization.

(3) An enforcement organization hawving responsibility for
substantially all phases of enforcowent, other then that conducted by
the Division of Corporatlon Finance, could be in a position to develop
enforcement policies, strategies, Bnd tactical approaches derived from
a familiarity from all phases of the problem, and thus be somewhat more
effcctive in coordinating the enforcenent work of the reglonal offices,
Probsbly, also, it would be simpler for the regional cffices if they

could look to one place for advice and policy in subctantially ail
agspects of enforcement.

IYI., Poesible Orgaalzetional Structure

Without going into detall, the Enforcement Organizatioan night
be organized somewhat as follewa. There would be eppointed en zdditional
Asscciate Director of the Division of Trading and Exchauges who would
presumably be lMr, Yrving Pollack. He would alge retain his title as
Assictant General Counsel primarily teo permit him o continue te repre-
eant the Office of the Ceneral Counsel in relations with the Department

of Justice, Under haisg supervision, there might be three oy four braanches
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each headed by an Assistant Divector. These could be a Branch of Special
Investigations, consisting of the present Special Investigatiocrs Unit, a
Bramch of Field Enforcemsnt, cumprising the precent Sectlon of Enforcement
in the Divigion of Treding and Exchanses, a Criminel Referemce Branch,
couprising the present Criminal Refercmee Unit of the General Counsel's
Office, and perhaps & Brench of Anslyocis and Accounting which would pro-
vide apalytical and accounting services in connection with investigations
both in the home office and in the ideld offices acd which could be headed
by . Eisenhart.

There are two othor enforcement zctivities in the Commisoion
which would have to be related %o tie work of the new enforecement group.
These are the Branch of Administrative Proceecdlage end Inveactigations
in tbhe Divisicn of Corporatica Finance and the pergonnel in the General
Counrel's Office reoponsible foxr t¢he supervision of civil litigstion,
includiag Injunction suit2 comienced for enfovcement purposes. With
regeid te the Dranch in the Divieiow of Corporation Pinance, 1t is nok
contcmpliated that its present functione weuld he sigrificertly altered,

Iz would probably be desirable, howecver, for the enforcement group either
co supervise or to conduct those iavestigations which are determined to
involve issues end enforceweni iwmplications exteading significanily
beyard the mere correction or eliminstion of & defective filiap. These
might include cases in which administrative proceedings sgainst 2 filing
are to be censoliduted with broker-dealer proceedings and thoae invesii-

gaticng in which criminzl refercuce io comtemplated,
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It is also anticipated that the existing supervisicm of civil
injunction actions in the General Counsel'’s Office would not be signi-
flcantly modified, but there would probably be & greater degree of
coordination with the enforcement organization. Thie could be done by
Mr. Pollack in his capacity as an Assisiant General Counsel.

IV. Summa

The proposed change in enforcement organization in and of
itself is not the answer to what has commonly been referxed to as “the
enforcement problem," but it might contribute to the development of more
effoctive answers. It would not be revolutiorary but would, te a con-
siderable degree, reflect informal arrangements which have evelved under
the pressure of events. I¢e principal advantage would be to permili those
members of the staff who have a particular experience and aptitude for
enforcement to work together upon the whole problem of enforcement rather
than, in form at least, working aseparately upen seperate segments of 1t.
0f particular importance would be the development of & more unified
enforcement policy and stretegy ond the more effective compunication of

this to the regional offices.
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