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Dear S5r, Barrera:

T ao pleased to gubmit our Preliminary Report on the Spanish
Securiliez Marketsz - 1973, Arranpements for this confidential
study were made by the Director Ceneral of Fiaancial Puliicy of
the Ministry, under the auspices of the Intermational Finance
Corporation chrough contacts with the Chairman ¢f the Commiszion
and its Office of Executiwve Director, -

Tne Report has been prepared under my general coordination and
that of Tewis J, Mzndelson, Assistant Director for Planning
end Policy of the Division ¢f Investment Management Regulation,
At our request Xerwman 5, Peser, Senior Vice-President of the
Amarican Stock Exchange and David V. Creen, C,P,A, a member
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to participate in this project.

As a mitter of pelicy, the Commission always disclaims respon-
s5ibility for the private views of its emplevees, 1 muest advise

you that the Report does not mecesszarily reflect the views of

the Coumission nor of apy of ocur colledgues on the gtaff, Similarly,
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THE SPANISH SHOURITIES MARKETS - 1973

PART 1

ITNTRODUCT TON

This 1= a confidential report to the Ministry of Finance of the
Covernment of Spain, It analyzes the principel prablems of the Spanisgh
sacurities markets today and ocutlines a general program and alcernacives
for correcting those problems and strenpthening the markets. Long term
goals and intermediate targets for achieving them arce spelled outr a”ong with
specific recormmendations for dealing with some of the wmost urgent aspects of
these prohlems. However, it should be emphasized that because it is based
on only seven days of interviews, rhis is merely a preliminary report. A
more definitive final report is contemplated after further study and con=-
gfderation of the recommendations contained heredin,

b Backpround

Avrranramants £Foe bk
rrangamants o -

.

dy were inftiated in Juue 1572 oy (he Direcror

41

General of Financial Policy of the Ministry of Finance, Jose Vilarasau, through
contacts with the Chairman of the U, 5. Securities and Exchange Commission
("SEC"} and the SEC's Office of Exccutive Dirvector under the auspices of the

1/
International Finance Corporation.” 1In September, 1972, St. Vilarssau

1/ Two senior staff officials of the BEC's Division of Investment Management
Regelation, Allan 5, Mostoff, Director and Lewis J. Mendelson, Agsistant
Director for Plamning and FPolicy, partieipared in this projeccc on an indi-
vidual basis and the report has becn preparad under their general coordina=
tion., Norman 5, Pozer, Ksg., Senior ¥ice President of the American Stock
Exchange and David Green, C.P.A., & tember of the international accoonting
firm of Hasking & Sells alse agreed, at the request of Messrs. Moasroff and
Mendelszon, to participate in this projact on an indiwvidual basis, Both
Mr. Poger and Mr. Green have extensive experience in the operation of the
securities markets and in securities repulation in the United States, As a
matter of policy in all such matters, the SEC diselaims responsibility for
the private. views of its employees. They do not necessarily reflect the
viewe of the SEC nmar of their cellesgues on the SEC sraff, Simllarly, this
report Tofleets the personal wiews of Messrs, Poser and Groen rather than

thase of the organizations with which they are associated.

- -
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discussed the nature and scope of the proposed report with Messrs., Mostoff
and Mendelson, and on October 1%, 1972 mailed to them a tentative
written sumnary of the main problewms in the Spanish securities rm'tr‘hcm:s::iJr
Early in November 1972 a Spanish deleEatiﬂﬂéfvisitﬂd.the United States
to pain preater understanding of the operation of the U, 5. securities
markets and system of regulation and to discuss problems in the ﬁpanish
securities markets, They met with Messrs, Mostoff, Mendalson and Faser
and with various offficdials of the 5EC, the National Association of

Securitics Dealers, the Amevican Stack Exchange and the Wew York StDCE

Exchange as well a5 with private brokers,

2/ A copy of that memorandum is attached as Appendix A to this Brport.

3/ The delegation consisted of

1. S$r. Antonin Rua ~ Subdirector General Intermal Financing,

Capital Matrkets,Division of Financial Policy:

Ministry of Finance

2. 5r, Raimundo Poveda - Chief of the Hesearch Department, DPivision

of Fipancial Policy, Ministry of Finance
3. &r, Javier Garcon - President, Barcelona Scock Exchange

4, Srt, Jaime Aguilar -  Broker of the Madrid Stock Exchange



E. Mechod of Study

The factual informition and observations wpon which this roport is
based &re the product of seven days of extensive interviews and conmsulta-
tions in Madrid and Barcelons with representatives of }he Mipistry of
Finance, the Pank of Spain and officials of the Madrid and harcelona Stock
Exchanges, and the Corredores de Comercie. Senlor officizls and v--ledpeable
staff meshers of major hanks, investment companies, rmutual funds, insurance
coippanies and of private companics whese stecks are listed on the Madrid amd
4f
Barcelona Stock Exchanges were also interviewed, Vizsits teo the exchanges,
benk vaults and computer facilitlies were included in the program as well
as ; first-hand review of exchange liquidation procedurcs, i.e. clearance and
-ﬁeéilemeni of transactions, In addition, & wide variety of written materials
‘were studded including memdranda, regulations asnd Téports piovided by.the
.Hiﬁihtfﬁ;'thé Exchiaripes and aothers,
SE:;?ifaf&sah'and 5r. Rua ware phftiéﬁréflg'hﬁlpfﬁl'1n'a;rang1ng a balancggf
_and_;dﬁﬁieEE ﬁiogrﬂm during the seven day wvisit., Sr. vaedd'hndiSfJ”HﬁTt&ﬁé?ﬁf'

provided valpable assistance,” Sr. PlanesdemAE dnd Senorild Vidal of the

Barcoleona Stock Exchange wete "also helpful, .Special gratitude is due Lo

787, Moro, Alternste Executive Directer of the World Bank for Spain. Italy

and Portugal for his overall assistance and cooneration,

&/ A parrvial list of the persons interviewed is included as Appendix B
of this repork, .



Ca Scope of the Repeorc

A broadly-hased and efficient securitics market in Spain with an
enlarged publice participation can play a critical role . in the economig
expansion of the country. However, despite recent ingreascs in listings and
volume, che Spanish securities warket is met yvet equipped for tﬂat role,

It remains extraordinarily nasrow and beset with technical and structural
weaknesses, Relatively fow companiecs are listed on the cxchanges ana the
stocks of many officially listed companies are almost never traded, In
practice | trading is concencrated in rthe srock of about 40 companies whose
traneactions account for 75% of total share transactions, Even for these,
prices are often domindted by banks. Further, amd of particular urgency,

the existing system for the sectlement of securities transactions is

tradecunts, oven Lon Lhe present volume of trades, 45 a result, delays

of as much 25 six months in clearing securicies transactions have ocecurred.
" These delays are tangible evidence of inefficiemcy. They undermine public
confidence, divert the attention of the brokers and the regelators, dis-
courage public participation and thwart the immediate'gruwth rnd Iong-
range development of the markets,

In considering the Spanish warkets, special care has been taken to develop
recommendations which fit the partiecular sirtuarion, wirhout repard to
whether such recommendarions would alse be appropriate in the United States,
It should be noted, of course, that the breadth and strength of a nation's
securitiss markets are influenced greatly by fiscal and economic policy

and the general climate that prevails in the economy. These factors, and

the broader policy questions they present, are beyond the scope of this report.

-
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Part 11 of this rteport focuses on the liquidation precess and
on developing an efficient system for liquidating securities
transactions, It concludes that the vlgimate solution to the
liquidation problen will be immobilization of certificates in a
central depositeory and stroeagly recommends that a committee be
Forwed to study the feasibility of achideving this geoal. With ’
immohilization, it sugpests how sccurities transactions could be
eettled through accounting entrices between members of the deposdiw.y
without disturlbing the traditional role and confidential relationships
between indiwvidus]l member banks and their clients,

Fart 11 also recommends a number of steps which could be taken to
end the eurrent delays in liquidetion if it 1€ determined to procecd
with immobilization gradus!ly over an extended time. They include
suggestions for developing a formal reporting system to monitor
cutstanding transacticns, introducing efficiencies throupgh mechanization
ang consolidation eof elestronic dara processing operations, elimination
of certain manual back office procedures and extending current
procedures, now used ' for money, to the settlement of certificates
as well. This part was the primary I.ESFD.:iSibilit}F of Mr. Green,

Part TII of this report discusses the operation of the markets and
considers steps to achieve greater depth and liquidity., This section gets
forth a program for develcping more efficient securities markets o
increasing the numbers of brokers, permlitting brokers to assoclate and

creating incentives to improve exchange services. It'suggests that

banks be permitted to own brokerape firms and defines as a longer

term gosl the developuent of a centralized market structure. This

b

part was the priwary responeibility of Mr, Poser,
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Part IV concentrates on the inportance of diselosure, a basic Ingredient
of an efficient and fair marxet, in acttracting capital to the securitics
- markete, It eenciudes that the lack of information is & particularly acute
problem in Spain and recomuencs steps for incrcasing tﬁ; quantity and
cuality of disclosure and attractipg wore companies to the securities markees.
Part 1V also recommends developuwent of uniform accounting standards and
peints out how fiscal incentives impede full disclosure and listing.
It commeants upon the need for fimancial Intermediaries to assist conpanies
in issuing securitics ko the puoblic, Finally, it analyzes the impact of

issuing shares at marketr value rather than at nominal or par walue on the

cfficiency and narrowness of the markets. This part was the primary

responsibility of Mr, Mendelsan.

In conclusioa, Part ¥V scts forth somn general obserwatione,

-
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PART 11

LIQU DATIONS

A, Introduction
Thice section discesses liguidatdons, 1.e..clearance ond settlement,
the processes involved in completing 4 purchase or sale of securilies.
Clearance involves comparing both sides uof the trﬂdE.LO inzsure agreecment
on such details as the number of shares traded and the price.” Sertlement
entails delivery of the securities {rom one broker to che ether in
exchange for payment.
Most countries that have cxperienced z very active stock market,
ineluding the United States, have encountered, in varying degrees, the prohlems
in clearing and settling Securities (ransactions encountered in Spain during
the year 1972, The problems in Spain, however, are particularly acute,
The pregsent wvolume of tranzactions iz relatively small wet the existing
of

Me=1
—_———

system docs not provide adecuatr merwics, oys up Lo 81X months in
the liquidstion of sectrities Ctransactions have not heen uncommon. Such
an inefficient systew uvndermines public confidenece in the markets and

impedas thelir continuing growth.

I, GSebttlement

Transactiens should generally scttle within eight days io the
caze of bearer shares and twenty-one days in the case of registered shares.
However, because certificates are generally not delivered to the buyer

for purchagea , when he in turn becomes 2 seller, he cannot

deliver those certificates within the ecustomary time. Thus,

- a8 nundelivered shares are traded - but not dellvered - an ewver Increasing

chain 18 ereated which Iintensifics the liguidatien problem,



n edch securities transaction, the brokers manually record the
cerctificate numbers on the following documents;
4. The "Nota de Intervencion,™ the delivery slip handed by the
gselling bhroker to the buying broker.

B. The '"Veadi," the recsipt sipned by the seller to his broker,
C, ThE."PGIiia,” the title deed delivered by the hroker to
his purchasing clienrt. ’
D. The "Registra” book of the seller's broker. .
E. The "kepiztro" bock of the buyer's broker.
F. The transfer deed in the case of registered stochks,

When it is considered that certificate numbers may have as many as nine
digits and the certificates way of may not be in numerical sequence,
recording certificate numbers {1 conmection with a transaction can require ai
enormous amount of clerical time and thereby contributes to the delay in the

proceesing of outstanding securities transactions.

3, Clearine Mouse Procedurcs

Under the settlement system used today securities must be passed
for each trade. The seller's broker is requirsd te present securities
and the boyer's broker must receive securities on a trade by trade basis.,

In contrast, the cash involved in the same transaction is settled on a

net bazis between each‘brﬂk&r and & bank.

B, .Factors ¥hich Delay Liguidation
Upen analysis, the problems presented by these practiees can be summarized

a8 followa:

{1) Failure of clients, institutions ss well ag private individuals,
to dalivar to the gelling brokay the gecurities sold on or hefora sattle-
ment date, Thie alows down the clesrance process and &leo presents

— _ 3/
opportunities for unfalr riskless trading.

5/ Because & purchaser 1s net requited to pay for his:shares until they
are received, in a rising market he can take advantage of the delay
in receiving his eertificates by realizing stock appreciation without
comuitting any of his own funds, Conversely, in a falling market,

& purchager could attempt to cancel his trade and thus subject the

broker to the loss in market value from the trade date,
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{2) The existing bacx oifice procedures fTollowed by brokers,

includin; the nmamal recoxding of cortificate nushers on mumerous
8/
documents, inhibit an efficient operatiocu.

{3) The presens clecring heuvsz proccdure of liguidating the
gecuritics on cach trade coparately iqsccad of on é nek Dasis 1s
GUmGETE0ms and chwicloy, | R

{43  In eevtalsn arede of both the Madeiid ond 3arceleona exrhonges,
conditians are cvercrowde: and cot conducive te the cificient procesaing
of securities tramscctions, In the clearing house areas st the Madrid
Stock exchange esprcizlly, hrokers' emelovecs work in extremely crowded
gress with stacks of serurities out in the openm on tfabies and in some
casces ewven oo the floor, Thils vark area has very poor 1ighting and
during the trading scssion cach day the level of neise from tle exchange
Floor is liigh.  Moreover, there Is limited physical space Zor expansion
of cxchs:ge Facilitics.,

Ffficiency in the clearance process is complicated by other facrors
as well. First, as discussed iu detail in ¥art IITI, the present structure

i
of the Spanish Law does not allow brokers to join together. Because
they must operaf. ihlzpendently of one another, brokers are limited,
as a practical matter, in the amount of funds they can direct to hiring
gqualified employecs and providing for a more efficient processing operation,

8/
Second, Part IIT alse peints out that the primcipal source of income

6/ Two of the basic documents outlined abeve, the "Foliza” and the
"Reglstre," which are required to properly process a security trana-
action in Spain are unique as compared with the documents required
in the United Scaces,

i7f  Parc III, p. 27, iniza.

8/ Part I1IT, pp., 26-27, infra.
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for many brokers, is Cthe function of notarization. This facror

may tend to. encourage brokers to devote more of their resources

and concentrare more of their sttention Lo the notarial fonction, As
a result, ligaldation and asther exchanpe relared precedures may suffer,
Finally, Tisted corvzranic: genceally iszue shares in very small denom-
inations, as Fisbtle as U0 or 1,000 pesetas tor cach bend certificate
and 300 posetas fovr zach stock rertlficate, Therefore, a considerable
number of cereificates are printed for each vew igsue, maximiziuz the
processing problem for che pecple who have to handle and record the
certificates, In additicn, certificate dicensions are not atandard
and, becausge mest of the cervificates are in bearer form, cutting

of coupons alsoc can centribute to delays in processing,

C, The Loug-term Gozl

The entire investmeat comaunity, the brokers and the exchanges
and the banks should begin now to develop a more efficient low cost
proccssing system which will permit transactions to clear in a
reagenable perviod of time, To achieve this gral, the stock certificate
should be iﬁmﬁbiiizkd'in a central depository and securities S
Iransaction:z procéssad through the use of acéuunting type entries
ameng members of the central depository. Eventually, if practical,
the stock certificate may be completely eliminated.

It is readily apparcent that this is much easier said then done,

However, with the full cooperation of all interested parties, it

should be possible to acdopt & system that will fitc current and future

needs,



D. lmprovements Already in Pracess
The fallure of clients to deliver gecuritdies sold to the eelling

broker is not a problem un.gue to Spaln., What has been unique

however, has heen the inability of the Spanish brokers to determine the

mﬂguitudﬂ of this problem Loth for bearer and registered shares.
& vumber of significant steps have already bheen taken to dasl

with rhis sitvarion and improve the liquidation process.

T 1) Uiilizetion of Comukers

The Madrid Stock Exchange installed its cotputer in October

1972 while the Barcelona Stock Exchange computer had been installed

some tlme earlier that year,

With the idnstallzstion of the Madrid Computer, the Exchange requésted

all Madrid brokers to submit to the Exchange their open transactions in

securities that were executed before the electronic data processing

(EDP) equipcent became operative. & Liguidation Cormittec was established

by the Fxchange to fulféw-ﬁﬁ_bn older trades which did not match-off between

the buying and selling brokers and to monitor the brokers! progress

e —— —_—

in liquidatiog outstanding transaciions,

g/ We understand that neither the Barcelona nor the Bilbao Stock
= Exchange has a significant liquidation problem.



-12-
In general terms, the computers at both the Madrid and
Barcaloneg Stock Exchanpes for each tradiog day now produce & daily
listing of "Operaciones del Agente." This provides each broker
with a list of the rrades he bas executed thalL day, the name of
the broker oh the other side and a cmmpﬁrisnn of the essential

informatfon required by eaeh broker jneluding the name of the
security, the number ;f sharcs bought or sold and the price, In
addition, it provideszs each broker with other Information such as
his comrjisszion, taxes and total amount for each fransaclion,

The computer also prevides esch broker with the following

doecurents for use In processing each transaction.

-

{1) "Operacienes Al Contada" - a confirmationm =lip te hias elient
0f the details relating te the trade the breoker has execuied,
(2) "Poliza De peraciones Al Contada' - the title deed delivered
by the broker to his.purchasing client,
£3) "Vendi De Opcraciones Al Contada De Tedas Clases" - the .
receipt signed by the seller to his broker,
This {nformaticn is available to each broker the next morming
at which time he must have his employees perform procedures such as
adding the name and address of the clients and recording the certificate

numbers, The broker himself must sign these qncuments and place his seal

on them.
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The exchanges? computers also provide each broker with 8 listing
of thoze trades he has cleared-up (ligquidated) the previous day and
indicate the net smount ol money due to him or psyable by him. This

listing Is referred o as "Operaciones Liguidades Por,"

2, DProgroums Established by the Ministry of Finance

In addition to Exchange monitoring of liquidation problems,
the General Director of Financlal Policy for the Sparish Government
has established rwo committees composed of reprezentatives from the
government, banking and the stock exchanges to work on these proeblems,
the first committee i: assigned the responsibility of ciearing-up
alder transactions through & repurchase procedure, Withmsgpecr to
bearer secorities, in January 1973 the commjttee had established certain

repurchase dates through March 1973 which were designed to reduce

the delay in liquidating outstanding transactions te

approximarely two and ene~half monthe. 1t had also prepared a list
of benks that were delaying the transfer of registered securities
and waa considerins submitting the list te the Banking High Roard,
1n addition, the committee was comsidering applying the repurchase
procedure to older vutatanding registered securities transactions,

A second committee waa assigned to work on a long range seolutien

to the problems of the Spanish Securitles Markets.

—a
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3, Bultiple Cortificates

The Compania Telefonica has develeped a system to OvVeTrcoms
the.prnhlnm of handling many certificates with the issuance of multi-
cervtificates ("SERLIVAL"Y, but ic still requires the issuing company
to print the original certificares and leave them on deposic with a
bank, The multi{i-certilicate is issued based on the instrucéinns of
the purchaser through his broker.

Erieflv, this system utilizes the computer to maintain control
over the certificate numbers, isgsues one multl-eercificates for the
required number of shares, machine prints the originai certificace

numbers and maintains a record for dividend and interest payments. This

system may be halpful in certain instances but we are not in a position

to make any specifie recormendations about it becszuse no study was made

of the.coséﬁ involved mor of the feasibilicy of its applicaﬁion to

the securities markets generally,

4. Bank Central Bepositories

In Spain, less than a dozen banks are involwed in about 853% of the
trading volume on the exchanges. Mosr of these banks have already
consolidated their customer's securities Iinto ome main vault location
for each bank, Thus the banks themselves have made an interim step

in atetempting to immobilize the stock certificates for the internal

hF

" custodial ﬁérvicea_'tﬁeF_ﬁfhvidE for their customers.



- 15 =

E, Crecation of a Central Depositery

The wltimate aclution to the liguidation problem will be immobllization
of the certificare in 4 central depositery, To this end & high level come
mittee composed of representatives from the banks, wvarious financial
institutions, listed companies, private shareholders, the exchanpe and
the government should study how quickly this can be accomplished, They

should set a realistic target date and agree upon a program te achieve

immobilization of the certificate,
They may wish to conzider whether banks should join together with
brokers, cxchanges and clearing associaticns to participate in the owmership

of such a company under an arrangement similar to that used in the United

10/
SELates.

10/ There is now available in New York and three cities outside New York a
Central Certificate Denositery which holds the stock certificates for
the customers of many hrokerage firms and the customers of many banks.
Tie development of this depesitory has resulted from the effort to immo-
bilize the certificate. The central depository operates through instrue-
tions from the nembers of the depository, Certificates remain in one
place and accounting entries arve made to record the requlred ‘security o
movements for such sstivity as buy and sell orders, collareral for bank’

loans, securities loans, and securities horrowed.and dividends,

Recently, the Central Cercificate Depository was reorganized as a separate
company {previcusly it was g division of Stoek Clearing Corporation - a
wholly-owned subsidiary of the New York Stock Exchange) with cvmership
baged on the use of the depository by its participants,  The board of
directors is prescntly composed of representatives of member banks of

the New York Clearing House Assoclation, the American and New York Stock
Exchanges, the Hational Association of secur1t1e5 Dealers 2nd seven pearsons
chosen by the New York Stock Exchange,

Tt is iIntended that thie Depository will be reorganized shortly into a
limited purpose trust coupany chartered by the New York State Banking
Department, Because of present legal restrictions it would be owned

by the New York Stock Exchange, This company would then seek memberghlp
in the Federsl Reserve Syetem. Efforts will be made to amend varlous
laws to make It possible for e depesitoery to be owned by entities In
addition to a national stock exchange so that owvmership of the trust
company's stock could be adjusted amnually based on the extent to which
participants in the depository used its services during the previcua year.
Thus, brokers, clearireg corporations, banks, insursnce companies would
have the opportunity te own and share in the trust company.
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One mathod of creating such a central depository would be to
utilize the vaults and other facilties whick the larper banks have
already established in order to consolidate their customersg!
securitices, These dozen or so centralized vanlkis ceuld be rented

from the banks or purchasad by the depositery, perbaps in exchange for ics

ﬂﬁn.ﬁcéﬁritieé'ér'hy_féﬁﬁfed'ﬁEEgé fees, \imnder such a system, st;ufifieé
could either be placed in any wault controlled by the depeositooy or

cach depository could take custody of the securities of those companies
whopse names began with designated letters of the alphabet. Tersennel

of the banks, who presently operate these vaults, could be employed

by the depository,

In eszgence, the deposzitory could be a-computerized bookkeeping
system., .Officials of the depositery would know the number of shares
of & particular sccurity belonging Co a particular bank's customers
but not the names of these customers. For example, the depository
reaponsible for companies A through C might have the physical securities
for 100,000 sharez of the Asland Cement Co. In such & case its recorda
would show that 20,000 of those shares helomged to customers of Banesto:
40,000 to customers of Ranco Bilbao; and 40,000 to customers of Rance
Urquljo, Each bank could maintain the records of the accounty of each
of irs cusomtera, When a dividend is paid, the cospany would send &
check to the central depository for all shares it helds, the depository
would then credit each benk for its proportionate aﬁare. Each bank in
turn, utilizing its own records, would credit each customer for the

amount based on the shares that customer owned.
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Certificares would be immobilized but nene of the prerogatives
which the banks presently eajoy would be disturhed. "Each bank would
retain its trzditional role and Its traditional velationship with its

individual clicnts sugh as woting prusies and rveoceiving custeodial Eces,

There may be other 5rucessing systems Lhat con be wrilized in Spain,
Instead of desipgning a new system, it might be nure advantageous o adept
an existing system. The experience of present users and operators of the
system wonld provide better cost ectimates and the pool of expertise available
would make 2 shorter period ef inplementztionm Tikely,

We have been infarmed that the systons of immebilizing certificates
presently in vese in Pranccand in Germany have been studied hyvarious intcrested
groups and they have passed on their recommendations to the government. We are

not aware of the status of these recomendacions and becausze we have no

experience with either of these systems we cannoi comment on them, We
sugpest that, in addicion to rhe systems being developed in the Uniced
11/ '

__ Statea, the systems in those countries should also be cougidered,

115 One of the earliest snd now most nearly complete movements
toward 4 comptrehensive book entry system for transfer of
0.5, Government secuvities ig that develioped by the U.5.
Federval Reserve In cooperation with Lhe U.3, Treasury,
banks in the money mzrket and money marhet dealers. In
gegence, definitive paper governnent securities are
eliminated, and & record of ownerehip is stored in a
computer operated by & Fedesral Reserve Bank, Interest
on 4ll bookeentry securities is directly credited to
owners' accounts. In other words, the piece of paper
representing 4 Government obligation is simply recorded
on the "“bocks™ - penerally computerized - of a Federal
Regerve Bank,
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F. Intermediate Steps

Depending upon how quickly the committee studying this question
comes up with its comcluzions #nd thus pravides everyone with a goal
and & timetable and how iwmediate that timetable may be, ié mAay nok
be advisable for brokers and exchanees to make any sizeable investments
for space, equipment or doveleping new systems because those systems
may net be reguired eonce the certificate is immobilized, If it is
decided to move to immobilization on a gradual, extended baszis, a
mumber of Interim steps could be taken to reduce delays in liquidation,
Mony of these can be adopted without signiflcant disruption and with
relatively lirtle cost; others should be viewed as practical only if it
is determined that vltimate immobilizarion Iz net attainasble within the
reasonable futuref

1. BReporting System Reparding Liguldations

_The repCrting procdedures dlready instilafed Fof older Etransactione

invelving bearer ae%urities are an initizl step in redueing

the problem. Depending upon the backlog for registered sacurities, the

= ————— o ————

& formal reporting sysiem should be adopted under
which brokers would be required to report to the Liquidation Commiftee

which in turn would report to the Exchange's Poard of Governors who

would in turn teport to the govermment-formed committee, The gystem

should rcguire:
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{a) A report to be prepared at least.ns frequently as
each month-end svmmarvizing the nunber of open tranzectiops, thelr
contract price and the currapt mavket price (so as to determine the
broker's risk) on an aped Lasis of from 30 to 60, Eﬂ'to 75, and for
over 75 daye for cach trausaction, with an explanatien why each is
still nor liquidated.

(b} A report showing this information should alaso be prepared
by name of broker to enable the monitoring of the performance of
individual brokers and alsc to deceroine which customers {banks)} contribute
te the feilure to deliver the securities on settlement date,

Most of the information required foy these two reports is

prEEEntl}' ﬂ?ﬂilable as ﬂut‘Put frﬂm the coﬂ?uter Gf thE Madrid Stuf_‘k

.F_--L_'-'_' woe A - T o . - - -"—'. a - ....-._.. _l. w _.._J. - —_—— A - -
Lacnaligs ain Lad pe SULASEarl, L wolpridlel Qdes DG ¥OU privade i

" elrrent market price which is needed. Lf the markel price were included, the

_;;Ehrt cnuld highliéﬁt“¥hosé-ﬁ£cﬁs hitﬁ the greatést market risk (i.e.,vwhere

the trade price is higher than the current market price on the buy

side or comversely is lower than the current market price on the
sell side), DBecause such 1tems have the greatest putential
exposure te the individual broker if the trade is not honored the

Liguidation Committee could then require brokers to ligquidate tﬁéﬁ_ah”'é

pricricy baais,

2, Lenerh of Time Before Frerceising Repurchase Rule

In the United States, the repurchase rule is pormally

Texercised when & transacticn between two brokers is edtetafdifg”

for 30 days. Recently & new rule has been adopted



- 03 -

which requires that those customers who sell their securities hut fail
to deliver them to rheir broker within 10 days must be repurchased. Aas
the Spanish brokiersbecome familiar with the repurchase procedure, the
current lag of 2-1/2 wonths should be reduced to a chorter pEriﬂd of

Fime,

3, Artiele 138 of the Stock Txchange Repulabieons

Artiecle 139 of the Stock Exchange Regulations which relates
to "spot transsctions" permits the exchanges to require those banks
and other institutions as well as private individuals, who are continually
tzte in delivering their securities or funds,  te present such securities
or funds bLefore the broker executes a trade. This Rule should be applied

when dppivpliale and, if it cannor be applied generally, consideration

should be given to adopting a similar rule for regpular transactions,
Under it the Exchanpge would be granted the authoriey to require that

sellere have securitiee in hand befote the broker could proceed to

execute & transactionm, f_ﬂ ' ._ c s

4. Study Elimination of the Registro and Poliza

As an interim step to provide for a mere efficient syetem
for processing securities transactions, a study should be made of the
possibility of eliminating the "Registra" and the "Poliza" or, if deemed
required, of aubstitutiné more practical and efficient procedures for

completing these forms, We realize that this is a complex preblem znd
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we understand chat thess two documents are a very Important part

of the rele performed by the Spanish breoker., llowever, in light

of the need for g more efficient svstem for processing securitics
transuictiong and the gonl of eliminating the certificate, elimingtion
of these documents should be considered.

Az posaldble slternatives to the present procedures, we suggest
that 1f the Study concludes that the "Regiscro" ieg necesgary, 1t
could be adapted to a microfilm presentatiom, Brokers cuuid b
allowed to microfilm secvrity certificates as they arc processcd
through thelr offices in lieu of manuaily recording the certificate
numbers in 4 book. Such mierofiim records could be considered rhe
"Regigtro,'" As z substitute for rthe ™Poliza," the study might censider
having the broker pleece his stamp ag a guarantee of good title on the
certificate to his purchasing client, | -

5., lgennmina:inn.nf Securlcies

I{ ie readily apparent that the current practice of igsuing
cecurities in denominations as small as 500 pesetas adds to the
proceasing problem, Therefore consideration should alsa be given
to requiring & higher minimum denomination for the issuance of securiries.

f, Consplidation of Clearing llouses

A study should be made of requlring only one clearing house
system te he used by all the exchanges with the eventual posasibiliry

of consolidating the ED? operations into one place, Eueh

‘aconsolidation 6f elédring house operations can be accomplished
" without requiiring the exchanges themselves to consclidata, .

The study should detergine the preasent a&vﬁ&éﬁgé; énd-éis;&vén;;ée;
of such & consclidation and alse congider che experience to be gained
under such & consclidation end the costs invelved. 1t would seem

most loglcal that ouly one clearing house system be required if and

vhen the certificate Is immabilized,



e Adbcrtzdation cr Mocessing Svatens

The processing systerms used by the Madrid and Barceloaz
Stock Exchanges appear similar in many respecte. We recomaend that
& study be made of the economjes to be achieved of a2 uniform processing
syetem for both exchanges and the possible eventual consclidation of
their Z0F cpevations into one locaiion. This would save money and
duplication of efforc,

8, WNet Settlemsnt o Spruribics Trangasckions -

Ag indicated abovs, a major probiom with the existing settlement
system is that the broker must present securitics for each trade vhen
he is opn the sell side and receive securities [or cach trade when ke
is on the buy side, In contrast, he is allowed co settle money on

a net basis., The use of a net settlcomont system should be expanded.

In the United States most exchanpes have c¢learing corporations
which compare the trades of the buying and selling broker. T.o
systems have evolved: the "daily balance order' method used by
the New York Stock Exchange's Stock Clearing Corporation and the
“"continuous net settlement'' gystem used by several other exchanges and
in conpection with over the counter tramsactions.

Undetr the "daily balance order" mecthed, the clearing corporation
nets out on settle&ent date each day's purchases and sales submitted by
firms which are clearing members. This process preduces & daily ret
belance of shares to be delivered or received, depending upon whether
a firm that day was a net seller or a nebt buyer of a particular secu-
rity. 4sg the brokerage firms deliver or receive their designated ba1- 
ances of securities thraugh the clearing corporation, the money
balances, which have been similarly netted, are also settled. When a
firm cannot deliver it steeck, this creates g "fail."

Under the “"continuous net settlement” system, the clearing corporas

V-
tion aecs as an irrermediary rather than a keeper of accounts between
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differcnt firme. The brokerape [frm potties with the clearing corpora-
tion, which, in effccr, stands on one Ride or the otler wf every trans-
action. Thus, the firm Lecomes either a debtovr or credicor of the
clearing corporation, This sysiem provides far more effective eontrol
over vfails" because the clearing corpovation is on the oﬁbﬂsitﬂ side

of every transaction,

In Spain, individual orders are iszued {or each trans-
action. 7Tf the "Poliza" and "Registro" were elimfinacod 1t would be
posgible to offéet similar buy and sell orders and to issue balance

srders for the remainder or ultimately te shift tu a coatinuous net

settloment eystem: This change would be & very important one buf, &8
with the case for 21l of the internediate steps, it should be wéighed”

—_—--

i 1ighis wi the target date tor immobilization of the certificate.

2, Back Office Proccdurcs

A study should alsoe be made of the back office procedures
which wlil be required in the future as the exchanges and clesring
houses develop more sophisticated processing systems for handling
securities transactions, 1t ie important that efficiencies - such
@8 reducing the number of records required, eliminating manval recording,
and reducing Fhe volume of éecurities to be handled - be incorporated
inte the back office operations, If such improvementsa are not made, -
the back office operdations will etill not be eble to clear the
volume of trading even though the exchanges snd clearing house are

procesaaing the transactions more efficiencly.






PART ITI

OFERATYDN OF THE MARRETS

A. Iptreduction

The underlyving purpose of a nation's capital matkets 1is to
faqilitate the chaoneling of savings into productive investment.
This function necessarily invelves the distribution of newly issued
aecurities to public Investors and the trading of outstanding
securities in a secondatry market., A good secondarty market mechanism
is an efficient mechanise for establishing the prices at which
securities gre bought and sold and thus allocating the savings of
investors to the most efficient and productive industries and
compdnies, This part of the report is dirccted to the secondary
market - its effectfvpnag: ie Alrectly rolatad to the iiyuidity
ic provides: can securities be converted into cash, or cash into ;
12

securities, without delay and at prices which are fairly arrived at.

— ot ———

R T —

It evﬂluateé'the perfnrmance of the secondary markets T the extent

these markets are leas than effective, problems s1e ldentified ond

possible remedies suggested.

The dominant clements in the secondary markets in Spain are
the finenelal inetitutions of the country; in partiecular, the brokers, the

exchangee themselver and che banks.

12/ The quality and quentity of information available to the
public with respect to the securities traded in the secondary

paTket also hae an impartant influence on its affectivetioss.
" This is discussed in Part IV,
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B. Stock ze Bralers

The sanish srock exchanges, located in Madrid, Barcelona
and Bilbac e1ssociations of brokers (A entes de Cambio v Bolsa),
Each broke __Eeceive the approval of the Ministry of Finance for
his appoi. 't:_j The number of brokers on cach exchanpe 5; Timited
by exchan..: wu'es, which slse require the approval of the Ministry nof

Finance. Th oresent limit on the number of brekers is 63 in Madrid,
45 in Baree’ na and 30 in Bilbaa.

To beoesr a broker a person must have a university degree In
1

4
law, ecconoi o0 or some other related diseipline and he (or shz:',)__lIIIr
must pass ¢ O ficult and comprehensive examihation adminictered by
the Hindisty o7 Fingpce. Since preparation fpr the examination
CaGulzes @ -onst 2 year of study, and it is given only at infrequent
intervals, . ‘= often not pos;ible te £il11 vacancies until 2 number
of months, - =<ven years, have passed. Ferhaps for this reason, in
13/ There e also approximately A00 loecal brokers {corredores),

locatec in 34 orher cities and towns, who have offiecdal status

and hzndle brokerage transactions. With a few exceptions, however,
the amount of sccurities business which these brokers account for
1s minicml. The major portion of brokerage orders received from
cueton=srs outside the three cities in which there are stock
exchanpas is handled by the banks.

14/ Barcelona has one woman broker, who, we were told, 1s the enly
woman in Europe to heold a posicicon of this kind.



Januvary 1973, the actual sumbey of brokers was substantially
smaller than the maxinum number permitted, While Madrid, with
0, was close to the maxiwom, Barcelona with only 31 and Bilbao

with 21 hadi}nlﬁ ahout twowchirds of their alloted members.

15/

il

DBespite the fact thzt most brokers need to pazs the examination,

*

family conpecbions may aleo be a relevant consideration in thedr

dppointment. For example, we were Lold both in Madrid and Barcelona

that about 25 poercent of the brokers were sonz of brokers.

1., The Broler a5 & Hotary

The principai function of the Spaﬁish.broker, in contrast to
the situation 1in the United States and many other countries, is not
to provide brokerapge services to customers, such as research,
investment advice, and execution of transactions for the purchase or
gale of secruritfes. ERather, it is to provide an official inprimacur
in order to completé g gecurities or credit trsnmezction zod make It
valid in the eyes of the iaw. 1In this respect, his function is more
closely comparable to that of a notary rather than that of a breker.

It ig Important to understand the significance of the notarial
funetion, Although brokerage commission rates are low by the standards

of most countries (.25 percent of the value of the transaction), the

15/ A certain number of brokers are ex-clerks of the exchanga
who are appointed ot the basis of thelr seniority.

16/ On the other hand, to some extent the cholee of the brokerage
profession, like many others, may be Influenced by & natural
desire to felleow in the footsteps of one's Ffather,
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rigld limitations con the number of brokers and the notarial regulre-
ment combine to make appeintment as a broker extremely valuable.
The Spanlszh broker 1s assured of 2 good income by exercising his

functien as & public notary. As a consequence, and because of the

=

low commission rates in eifect, there appears te be litcle incentiye
for mest hrokers to encourage members of the publiec Lo purchase
securities or to make available to customers a full range of
brokerapge services.

The posicien of the broker as an essentiaslly neutral, if pnot
passive, factor In the market is reinforced by certain limitatinﬁs
which are placed upon his activities. %irst,'he iz nor permitted
to establizh or join a fimm or any other associlation, whether with
another broker or with a nen-broker, Ewery broker is thus rvequired
to act a5 an individual, independent of any sutside interest.
Second, a broker is not permitted to purchase or sell securities
for his ocwn sccount, He must act purely as sn agent for others.
These restrictions %rc strongly defended by soue brokers
and stock excliange officials, on the ground that the brokers form
a "pure," egalitarian society, independent of any pelitical or

econoric group.

There 18 & question, however, whether the Independence of brokers

13/

ia more a matter of form than substance, As described mere fully below,

many brokers appear to be dominated by banks, and one Barcelona broker

177 Ep. Eﬁhﬂﬁl infra.

—_—— -



is a "silent partner" in a {irm which acts as portfolio manager and

financial consultant. To this extent, one must guestion whether

the "purity" of brekers iz real, rather than illusory.

In any event, these wo limitations - independence, whether
nawinai or real, and the prohibition against acting as a dealer -

resule in scweral very real dlzadvantages.

2. The Reguiremest of Independenco

———————

The requireﬁﬂnt that & broker be independent of a business
gazocilaticn or firm effectively limits the acope and mature of his
activities. If he wishes to provide better services te his customers,
either with respect to resesrch, execution of transactions, or

L

handling of socoTiivies, e if forced to rely entirely on his own

.

capital resgpurces and what he, as an individual, can borrow.

economles of srale which may be avalilable to & firm in connectien
with the handling eof accounts, automation, etc, Purthermore, a
broker's business lacks continuity, since 1t lasta only until he
retires or dies. This may, over the years, prevent the growth of a
large clientele, Finally, it may also impede the development of an
effective staff. Every employee of & broker knows that, when his
employer dlea or terminates his brokerage businesa, he will need to

find a new position.
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3. The Prohibition_dpalnst Acting as a Dealer

A broker's activitiés are’ further limited by the prohibition
agalnat a broker also krading in the market as a deater for his
ewn account. This prevents him from "making a parket" in
securities, i.e., using his own capital te contribuce to the ITlguidity
anq orderliness of the markets. This is an important functilon of
"epecialists" and other broker-dealers in the United States, ano
is a major factor im providing ligquidity to those markets. Und-. the
gpecializt pystem, every listed estock is agsigned to a particular
"gpaedalise unit," which iz rthen requived Lo minimize price variacions
batween succergive transactions and add =tabilicy te the market by
purchasing stock when the market price is declining and selling
stock when the market price is rising. Since the speclalisc has
a critical role in Ehe market . Nie activicise sre clezely waodlied
gnd regulated,
Certainly the restriction against trading for their own account

han the.advantagE, at legst in theory, of preventing brokere from

#ﬁ?ﬁliing'thémﬁelves in conflicts between their own interest and the

‘interest of their customers for whom they act as agent. MNevertheless,

it seems doubtful whether forbidding breokers to trade for their own
gecount is, on balance, a positive factor In enabling the Spanish

stock markets to serve the economy of the country effectively. 1In

) the first place, ag will be indicated later, the Spanish banks and

other companies, through their affiliater, rometimes perform chis
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market-making function through purchasec and sales of their own ghares,
“To this cxtent, this dctjvity is performed without any disclosure to
“the public, the stock exchange, ar the Ministty of-Finance, and is
thercfore vulnerable to abuses such as marker manipulation.

Secondly, and of even greater importance, it may well be that 3F

such activity were permitted under careful regulation by the

exchanges and the Ministry of Tinance, it ¢ould sectually contribute

to the ligquidity of the markets, witheout adding significantly Lo

the potentiality for abuse,

C. The Stock Exchangea

18/

The Madrid and Barcelona stock exchangés are governed by
seven-man councils gf brokers which are elected by the membership
or each exchange, One of the zeven Iz elected as president. Members
of the council and the president are elected for two-year terms.
The councils do peot include any representatives of the public, the baooks,
or the companies whose securities ave traded.

The exchanges are open four days a week {Tuesday through
Friday) for trading sessions which last from 10 2.m. te 11:15 a.m,

Although several hundred securities are listed on cach exchange,

16/ The much smaller Bilbao Htock Exchange was not vigsited and will
not be especifically discussed In this report., Weverthelesa, we
undersatand that many of the observations which we make here
concerning the two larger exchanges are eqgually applicable
to Bilbao.
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only about 30 corporate stocks are traded on & daily basis. Duriug
the trading szession, particular stacks or groups of stocks are
traded for periocds lastins between 5 and 15 minutes. In Madrid, the
Tocus of acfivity moves from location to location on the trading
flooy: whitreas in Barcelona, all stocks are traded at one location
while bonde are traded at another, After the trading period has
ended for any particolar stock, trapsactions in that stock may take
place on the exchange (not necessarily within the restricted area
where cnly exchange members may go}, but only within the price range
established during the trading peried that day a2nd posted on the
wall of the exchange. .

1. The Five Percent Limitation

In ticks are traded ai only one price during
a glven tfading sesslon, but this is not always true, Under tha
tules of the exchanges, the pfice of a stock may not vary mere than
Five percent from the pfeviuus dﬁf‘s price, If the priée of stock
reaches thia limit, trading must be halted immediately, unless a
speclal tuling ca, bz obtained, for exampie, in the event that news
concerning a company suddenly changes the market value of thie stack,
This 1limit on daily price fluetatioms {(for whiech there is a
counterpart in the United States commodities markets, but not in its
cecurities marketsz) can be regarded In & pense ge 8 method of

ensuring the preservation of the fairness and orderliness of the markets

in unususl situations. As indicated above, in the major United States
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stock excﬁanges this 1a accomplished by imposing on an exchaoge
member called a "“specialiat" the responsibility for msintaining
fair and erderly markets,.

It seems guestiopable whether preventing a stotk from moving
beyound an inflexible price limit adds to rthe liguldity of the market,
0o the contrary, 1t wmay do precisely the opposite, since its effect
may tend te he to prevent investors from buylng or selling at prices
determined by the market mechanism, or, perhaps more likely, it
may actuglly divert from the floor Lransactions by investors who

desire to trade szecretly without regard to the fiVE-QEIEEHC 1imi£atiﬂn.

2. Arbitrepe in Duzlly Traded Securities

& number of stocks are-traded nﬁ hcﬁh tﬂ; Hﬁdrid and Barcelona

. 149/
exchanges, and a limited amount of arhitrage takes place in some

¢f the more active Issues, Some concern has been expressed with
respect to this practice and the existence of price differences in
Becurities traded on both exchanges has been described as a problem
resulting from the lack of good communicaci{ons links between the
exchanges., An automated system, whereby guotatiens in duslly traded
stocks could be shown simultanecusly on both exchanges and orders
dutomatically switched to achieve the best execution, would eliminate

thi=s =ituation,.

19/ Arbltrage is the simultaneous or nearly simultaneous buying and
- selling of the same security traded in two markets to reduce or
eliminate any price disparities which may arlse. TFor example,
if a atock can be purchased at 10 in one market and sold at 10-1/4
in anocther market, an srbitrageur can make a profit, without risk,
by executing these two transactions.

j— e e — .
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Undoubtedly the opportunity for a.»ictrage does axist,
However, to move to such an automated :zystem &t th' *ime meay not
be necessary. A roview of the trading dsta for o | ¥k, cheoien
at random {Januvary 9 co 12, 1%73), dees rot indic .. | &t price
varlaticns in dually traded securitics hotweer 0 ¥ ool a;d
Barcelona stock exchanges are unreasonza'y large Firy eTnore,
it does not appear thac the volume of trading at thr cozrent timme
would Justify incurring the substantial costs wh™ .- . :1d be
involved in developing such a slmultancous quetsacio vatem., In
this context, if a choice oust be made, it is cleas 2=t the
rnecessary fundamental institutional changes in ch: £y 2ish markets
should be given priority cver the extremely expencive task of
nf 3 "ccuiral market system,” which, on th: Lizis of this stody,
éEéHE'E?Eﬁ;"EEIQ marginal bgnefits within the ﬁurﬁf;eab%g Future.
. The Benks |

Frobably the most important single faet about the Spanish
securities markets is that they are dominated by the bapks. The
Influence of the banks extends to every phase of the securities
business, Banks with- thelr customers account For the g&s; ma jericy
(estimated at about 80-95 percenc) of customers' brokerage orders.
Banks retain custody of the securities of their custemers and, through

their representatives, are eble to control how:these securitier are

voted, Through control of customers' securities, together with

yE N
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their own holdings and control over available sources of credit,
banks are able to place representatives on the hoerds of directors
of a pubstantial number of companies whoee shares are publiely
traded. One large baik interwicwed had no less than 370 director-
ehipa through 1ta representatives, while another held approximetely
200. An Americaon cbserveraﬂf has statedr "Banks operate wirtuslly
g8 halding cuﬁpanies, contrelling or owning mogt Spanish industry
through a netwerk of interloeking directorates.”

Banks slsc play & leading role in the initiaztion, executiom
and sertlement of securlties traneactlons, As indicated, wost orders
to purchase or eell sacurities are placed, as a matter of course,
through their lecal barker.  Throughout the'country bank branch
managers tend to act as general financial counsclors for their
cuatomers, advising chem whether to invest thelr savings in stocks,
bonds, mutwsl funds or other securities or to leave them as bank

deposits. Thus, what fn the United States would be called the “retail"

end of the securities business i3 largely in the hands of banks,

1. The Banks and the Brokers

—— - ———

—— e —.

Although Spanish law does not permlt banks to become exchange
memhers, in practice banks also contrel the execution cof orders on the
Madrid and Barcelona stoeck exchanges. Each of the principal banks

normally maintains between one and three representatlves on the fleoor

20/ Szule, Portrait of Spaln, Wew York, 1972 (p. 225).
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of each exchanpge in order to handle brokerage orders, It appears
that these representatives normally have a high degree of discretion
as to the price and timing of the executlon of Eranzactions. Because
they are net exchange mewmbzrs, bank representatives are not permitted
to enter certzin delineated areas om the exchange floor where trading
takes place. HNevertheless, they remzin in close proximity to the
brokers and provide continueus instructions throughout the trading
sedsion.

By and large the brolkers are given little discretion by the

21/

bank representatives and tend to act on their directi instructions.
In some instances, it appears that the bank representatives on the
floor actually perform the brokerage functien by bidding for and
offering stock and that they.only go ta the broker for his efficial--
and legally necessary--authorization of a transaction after it has
been completed. In situvations where a bank does not have & repre;
sentative on the floor of the exchange, 1t may instruct a broker to
keep it continucusly informed about the marker situvacion in securities

in which 1t has an interest. This is done by a direct wire from the

bank to 1ts telephone booth on the exchange floor.

21/ It may also be observed that other institutions, particularly
idvesfment companies, 4ilso maintain representatives on the floors of

_Fbc_gxchangea for the same purpose. With only a few exceptions,
the investment cowmpanies are themselves controlled by banks.
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Through their control of rhe source of brokerage corders and

their physical presence and their activity en the exchange fleoors,

the bankﬁzddmiﬁﬁte Lhe srocx axchangrs, This domirance is

veinforced by their zbiliry to select cthe broler or hroksrs

vhog, thes use, hoth for onders to purchase and sel! sncuri;ies

and for rhoe sigalpng of rhe authorization for credit transactions,

Tinis, mogt brekers appesr to be largely dependent on the banka for

the business which they receive. Particular banks use particular

brokers, who "specialize" in particular stocks and are kpown to be

the broker to go if one wishes to buv or sell these stocks. It would

teem leogical to suppese that, vnder these circumstances, brokers will
22/

normally aer fn accordabee with the wishes of the banks,

Al

Z. The Bapks ann #he Marlorg

The role which banks play in the Spanish securities markets 1s
forther complicated by the faect that bank stocks are the most active
and imporiant group of securities traded on the stock exchanges,
Furthermore, It appears to he a commen practica for banks, through thelir

23/

subsidiaries or affiliated companies, to buy and sell their own

22/ Tm this context 1t is apparent that broker "independence™ 1s
largely numinal.

23/ Spanish companies, including banks, are prohibired by law
frem repurchasing thelr cwn securities directly. There apparently
18 no prehibition, Yowever, against making repurchases Indirectly

through an affiliate.



gecurltics and securlities of other companies 1n which they have
an futerest., Since, as indicated ahove, brokers are not permitted
to trade fer their eown account, this marketr activity by banks appears
te perform the fuuction fwhich the specialist performs in the Uniced
States}) of stabllizing, and maintaining the crderliness of, 'the
markets for the securitics of banks and, to 4 lesser extent, other
companies whose securities are traded on the exchange. In fact, it
appears to be nat at all uncommon for & bank {through an affiliate)
to purchase its own sheres for the purpose of preventing oo rapid
& decline in the market, and to sell 1ts own shares in order to
prevent too rapid a price rise. '

KWhile market operstions of thls kind can fulfill a legitimate
functicon of puevencing extrenme price fluctuatioons and thus helping
to malntaion public confidence In the markets, such pperations can
Alse be used ro manipulace the market, 1.e., to influence markef
prices for the private purposes of the persont generating the activity.
Furthermore, since this activity is entirely zecrer, there 15 no way
for the public, the sztock exchangez, or the Ministry of Flnance teo
know whether asctivity in a stock is 2 reflectlon of the free Interplay
of public buying and selling interest, or whether ir merely refleccs

the decisions to buy or sell by a bank or other company which is

dominating or perhaps manipulating the market in the stock at a

particular time.



It 1z, of course, fapossible ro Enow the extent o which
stock prices ave manipulated, particulariy on the basis of seven
days of discussion and ohusrvacion, It is notewﬂréhy, however,
that several persons whose position and hackpround merit respect,
expregsed the belief thar scock prices often are not establizher
through the meeting of public orders on the fivors of the exchanges,
but rather throvgh arrangements made In private away frowm the
exchanges., Inaccessibility of data concerning transactions does
not permit these observatione co ke verified or disproved but in
view of the dominant role of banks in the markets, the potential

for abuse certainly exists.

A number of persons indicated that 1t is pot uvnususl for banks
to "ratien' customers' orders on one side or the other of the marker
in order to affect the market price of a security. "Rationing" is
accamplished.by holding back customers' purchase or sell orders for
s period of time 1f the orders go against the direction of the market
favered by the execuiing bank, In some instances, we learned, orders
are not execnted until as Tong as three wecks after rhey are placed by the
customer. Such delays may sometimes be the result of inefficlency,

but sometlmes, apparently, they are intentional.
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Another alleged bank tactie for iaflucncing the market is to
prevent customers' orders fyom reagining the marker by taking the
shares into their oun account or selling shares from Lhelr own
gecount. In some instanrces, s¢ understand, two ordars to purchase
and sell the same secourivy placed by customers of the fame bank will
pet b ceecuted wich each other at the market price; Inscead, the
bank w11l interpose itvelf between the two orderc and thus meke a
dealer’'s profit, giving each of the customers a less favorable execubion
than he might have received 1f he had been permitted to deal directly
with the custemer gn the other side of the transaction sublect only
to a broxerage charge. ’
In additimn,~many ol the guotations on the two major stock
euthangas ere Cheoretical'; in other words, although & quotation
may be mide In good faith, it may not be possible to obtain an
execution of even a small transacrion at the price quorted, In other
instancer, a price may be established by & small tranesction on the
flocr of the exchange, to epable a bank or other fimancisl institurion
o execute 8 large transaction at that price.
These obscrvations, made by warious people who eppear to be

knowledgeable about the Svanish securlicles markets, ave repeated here

becavse they underscore substantial gquestions as Lo whether the present



u-.ﬂ, D-.-

instirurional structure of these markats ip well adapted to perform
market fumetleony. On the one band, there are the exchapge membuers,

a relatively small group, whose major occupation and source of

revenue 1g not the handliag of brokerage business but rather the
performance of an essentially minieterial function - natariéing

credit transactions and stock purchaser and sales - over which they
have what amounts to ap official menopcly. On the other hand, there
are tho banks, which appear teo domipate the securities business through
their practical control of the customers, the companier whose sacurities
are traded, snd evon the brokers. Furthermore, since the banke zre
permitted neither to be mewbers of the exchanges, nor to be renresented
en thelt governing boatds, they have little oT NG responsibility as

to how they exercise\fheir oyorihzlaiog pover.

From the viewpolnt of the indlvidual Investor, the present

dicheotomy 4n the rele of the brokera and banks in the securities
24/

markets makes 1t difficult re obtsin disinterested invesrment advice,
Az described above, most customers purchase or sell securities through
banks, which may have an interest either in discouraping purchases of
securities in order to aveld reducing the size of their deposits, or

in persuading customers to purchase the securities of the bank itself

oSl R

zg! The importance te s viable securfities market of adequate and
relisble current iefermation about the iasuers whose securlties
are traded in the market place fe discussed in Part IV below

at pp. 51-53, infra.
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or vf affiliscesd companies. 1o eicher case ., Lhe custowmer's inlerests

ran be subordinated to those of the bank. Furthermore, = customer has

ne assurance that hiz crders will bo executod promptly and efficiently

crar ot b le, Fileweliv, the “Wrokers, restricted

(N PR M SR ;

Gy 1 prohihic e goaiingg eqeaidiishing or jolcing Greokerage firme,

el Jdaicos dn their Fioaccial capabilicy L cenpete wikh vanks and are

ol dn A cedition ta proside costomers with tie rescavch and otiar brokerage
Sfalues shkis wuuid Selve Lo wncoursge broad public paciicipation
iu The Tar.ets,
I Beermrgendaticns
The infcivwzions| poohlens discussed above not only tend to
i_sxsen pozlic confidence ‘o rhe Spanish securlties markecs, Yat also

rescrict their growch amd development., The restriccions and pro-

klhitione lmpos2d upon ihese warkets, and on parctlcipancs in cthem,
nced to be re-examined. 7The followiog are preliminary and general

recormtendations {in this area intended only to serve as a starting

fqolot dn the analysls neccssary For a fundamental restruc.uring of

the markets.

1. The Role of the Broker

Serious consideration should be given to permitling brokera
to nscsoclate themselves with athers and to form brokerage firms.
Whatever the historical mwerits of the present restrietion which

prohibits brokers from scting otherwlise than as individuals, 1t

appears to be cutmoded In light of the needs today. 1t 15 -

highly-important that brokers bave enough capital:to be able

- -
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to provide thelr customers with a full range of Lrokerage services
25/
and {as dndicated below) slao to acquive positions in securities.
In order te provide this capital base and to enable hrokers to
furnish such gervices, brokevs should be permitted to associate
elther with othery exchange members or Fith non-members, subject to
restrictions ageinst allowing persons of doubtful reputation,
background, ©r competence to become mophers of a brokerage firm;
and gubject alsc tc appropriate regulatery requivemsnte applicable
to all persone engaged In sny aspect of the brokerage business. It
may be pointed out, in this connection, that ip the United Staces a

brokerage firm is permirted to be in the form of a sole proprietor-

chip, partnmership, or corporation; and that, 1n the lactter cas=, it

may even rajlse money from the public by the issuance of its own securities.

2. The Role of the Banks

{al Eeparation of Banklng and Brokeragze

p——— e ——"

- - e g

e — T T s e e o ————— -

In view of the current importance af rthe banks in the brokerage
business, rhere appear to be sound ressens for permitring these
inétitutions to ﬂwnlbrukerage firms. While connections between the
brokerage and the banking businesses give rise to difficult problems
of conflicts of interest - which in the Uniced States led to the
EnactmenE of legislatdon 40 years ago requiring the separacicn of

commercisl bapking from dnveetment banking - 1t may well be thar the

25/ See recommendation Xo.8,pp. 46-47, infra.
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present Attvation 1o Spaln Justlfies s different solution. An
Important consideration Is that A& securities indwstry, as it is
known in the United Statez, with underwriting, research and other
capabllities, does pot exist in Sp2in toe any appreciable extent,
It therefore appears desirable to Encournge banks, whieh ha;e

the needed resources and expertisc, to paviicipate in the develop-
ment of the securitvies markets, Furthermore, in view of the fact that
banks already exercice practical demination over the brokerage
business, it would seem a2 healthy thing For chem also to ascume
formal responsibility for their sctiviries as exchange membere apd
as participants in the governiong boavds of the exchanges.

(b} Access to the Fuchansze Flogr

ine practice of permitting bank representatives on the floar of
the exchanges and permitting them to operate in c¢losc proximity
to trading operations places them in a position whetre they can
exercise considerable influence on the brokers and enjovy significant
econcmic advantagesi The same problem exists to the extent rhat
any other persen or institution has acecess te the fleor, Censideration
ghould be given to limiting such access and to develeoping appropriate

regulatory controls over all persens admitied to the fleor whether or

not they are members of the exchanges.
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3. Limitations on Exchange Meobership

(a) HNumbor af Mombers

The present vestriction limiting the number of exchange
members acts as an {nhiditing factor o the growth of the merkets.
It probably would be advisable te gradually incroase the permissible
size of exchange memberghip by =tages over a period of time.” Certainly,
it would seew reasonable for rhe Madrid H;cck Exchange to have &
menbership of perhaps 200 - 230 and [or the Barcelona Stock Exch-nne
to have a total of 150-200, as opposed te the present maximums of 63
and 43, respectively., Since the floors of the Lwo exchanges already
accommedate a large nurber of reprezentatives of banks snd other
Institutions, sueh an expansien would not seem te place an undue

etrain on the facilities of these exchanges,

"

Thl fhigldfFdaardenn f

Related to the above point, the precent membership qualifications
appear to be too rigid and impractical. It is, of course, impartant
that every exchange member be 2 person of competence and integrity,
but hie or her gqualifications should be tiled to the practical needs
of the merker., It seams unrealistie and unproductive to require
prospective exchange members to take the present exhavstive examination
which covers virtually all phases of cconomics and finance. Rather,
the examination should be geered to ensuring that brokere understand
thoroughly the business as it is actually conducted and the nead
to protect the iInterests of public custeomers, Furthermore, the

examinations should be given with reasonable frequency and more
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cpportunlty should be provided for pecsons with practical experiencies=-
for exaaple, as enployees of members or of financial inscitutione--to
become nembers, 1f thelr training can properly be considered a
substitute.for part or all of the yevised exawination,

4, Comnission Rates

Serious conzideration should be given to increasing the cemmission
rates on brokerape Lransactions, as opposed to purely votarial
services, &0 as to make the brokerage business stand by {tself acs
an independent profit center for exchange members, One of the salient
facts about the present Spanish markets iz that no group of persons
appeats to rely prineipally on customers' brokerage business for its.

income, There are probably few if any countries which have lower

commigsion rates than Spain, and this anomaly must be rectified

in order to nto gacncamic incentives fov & Dodker 0
concentrate on providing sccurities brokerage services rather
than performing the notarial funetion. 1In revising the rates,
conslderation should be given to reflecting the lower unit costs

of handling larger transactions,

5. Separation of Notarial and Brokerape Functioos

Considerarion might slso be given to separating the notarisl
function of brokers from the brokerage function, 1t 18 recognized
that such a eeparation of functione would be likely to cause die-
lecations, and we are ﬁnt recommending any immediate actlion in this

direction. MNevertheless, the eventual goal should be to enable
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brokers to earn an adequate living, solely by engaping in the
business of eervicing brokerage customers. When this is achieved it may be
appropriazte to consider segrepering the notarial function from the brokerage
function to the extent thatlthe notarial funerion might still! be needed,

L Erckers and the Tavesting Public

Erokers should be enccouraged, or perhaps even reguired,-to
eerve the publie, as a condition of admission to exchange wemberohip.
They should have offices which are open and aceessible to the public
and showld he willing and able to provide custowers with a research
capability and other services necessary to a public brokerage

businese.

. ?.. Mjh}:g_;?crcc:r:t_?xjce Flucruarion Limit

The 5 percent }imit on daily price fluctuations is an artificial
vestraint on the market, end consideration should be given to ite
elimination, If a market is to provide for the bemefit of publie
investore, 1t would seem inappropriste to limit price mowements
by any arbitrary amount. On the other hand, if the price of a security
is inflpenced by unexpected events, the éxfhanges have {we understand)
autherity to halt trLding;until the information can be generslly
disseminated to the publie, Thie authority ehould be exercised to
the extent that it 1is desirable,

8. The Broker a5 & Dealer

The broker, borth individually and, a5 recommended, &8s a firm,
shouid be permitted to deal for his owm account to the extent

necesgary o contribute to the erderliness and liguidity of the



7
markets, While the prement prohibition agaiust such activity has
the advantage of avelding certain conflicts of interesr, it alse
precludes the broker from atiempting to reduce temporary fluctuations
by buying or selling for his own account,. It is not suggested thar
the United States specialist system, or the system used by eny other
par;icular coyntry, would necessarily be suitable for Spain.” In
foct, it would be advantagcous to examine the market system of
varlous countries in which brekers are permitted--or required--to
deal for their own account in order to develop a system which is
appropriate to the Spanish situatien. Such dealings by brokers--
and perhaps by other financial imstitutions, such as banks and mutual
funds-~should be disclosed to, and regulated by, the stock exchanges
uvnder the supervisory authority of the Mindstry of finance, in order

o reduce the possibility of monipulative 01 wilerwise wrongiul

activity,

9. Government of the Lxchanpesg

In view of the importance of the stock exchanges to the national
econemy and to the pYblic penerally, it is important that persons
other than brokers ehould also participate in determining the
policies of the exchanges and ensuvring that they properly perform
their publie functions. Considerstion might be given to including represent-
atives of fiﬁannia; institutions, lieted companies, and public investors,
along with exchange members on the governing boards of the stock exchanges.

Bueh representation has the additional benefit of providing exchange

menmbers with a kind of "window to the world"--access to viewpeoints



of the business comnunily and the public, which may differ significantly
from Lheir wven viewpoint. Such an organizaticaal change should be
an lmportant step in enhancing public confidenct in the markets,

10, Self-Rerulation

Fianlly, il would be clearly Cesi?&ble, in order to increase
inveslor cenfidence in the securities markets and to develop Lhe: e
markets to the naximem degree possible, [or additjonal reguiation
te be introduced over the cperation and structure of the markets
and the professionals who participate in them. A large porticn
of this fegulalinn can best be implemented znd admimistexed by the
sfock exchanges thenselwves, as is the case in the Pnited States,
whore an officially sancticoned aelf-regulator; system has operaced
for many vesrs, with. pencrzlly beneficial resulls,

Such a system of telf-rtepulation has several important advantages
over direct governmental regulatien., Those who sre involwved in
the securitles buginess on g day-to-day bagie necossorily have more
expertise and closeness fo the merkets than even the most competent
povernment regulatcr‘cf_‘-uld acquire. Furthormotre, self-regulartors,
being ¢loser Lo the scenc, can act faster, move flexibly and more
efficiently than the government =an., Perhaps wogt important, indus-
try self-regulators can hcld brokers to ethical standards of conduet

which go beyond purely legal rules imposed by a goverament agency,

It is imperative,-however, that the Ministry of Finance be in a position
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adequately to supervise the self-regulation to assura that it will be
effective. The Ministry should also have the authorify Lo Lake
action itself in case of necossity. An adequate stalf at che

Ministry should be trained te perform the self-regpulatory oversight

functioern.
| It is premature in this report Lo attempi to describe the
details of the sreas in which self-regulation ean be partieulariy
fruitful. Tt should reqiire broker:d and financial institulIond td keep
Tecards of, and periodically to report data eoncerning trading fron
" accounts in which they or their affiliates have an interest. Prohihitions
against manipulations of secyrities prices are also essential. The
.develcpmgnt of & "specialist" system would require additions] gelf-regulatory
controls to prevﬁnf conflicts of 4dntorect 33? Lo ensure LHAL
the speecialisis are properly performing their market-making
functions, As discussed in Part 1V, the stock exchanges through

‘their standards for listing, can also be instrumental in developing

standards for disclosure of financial information by listed

companies.
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PART 1¥

IMFROVING DISCLOSURE ARD ATTHRACTINMG CAPLTAL
TQ THE SECURITIES MARKETS

A, Introduction

The Spaniszh securiries markers are not reproscntative of Spanish
Indusrry, Tno January 1973, 166 of the 300 largest industrial commanies
in Spain wera not lizred. OF the 134 which were listed, many ara
closely held companies, quoted simply to reduce transfer taxes for
their small groups of owners., Only 67 had wespingful quotationa. No
more than 40 had a meaningful trading volume. In fact, a mere 107 of
Fhe comganigﬁ }Fftgd accaﬁﬁfgﬁ for 75% qi Fotal vulumg. N

With the present limited capacity for transfer of securitirs
opd liquidacion of transactions and the Impediments teo the improvement
of market mechanisms, expansion of the securitics markets has beea
difficulc., However, to the extent these problem areas are alleviated,
ag suggested in Parts II and I1I, pignificant broadening of the
murkets and increased investor participation should become possible,
Unless this breoadening ie achieved, Spanish industry will continue
to be deprived of a significant scurce of capital to finanpce further
expansion, In faee, witheut broader markets and increased investor
participation, adoption of eleetronic data processing techniquas to
clearance and liquidation problems, restructuring of the exchanges
and revision of the regulations applicable to brokers and banks,

will provide the satructure of a viable'marketplace but nor ite

gubstanca.
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Thie part of the Report firsc discusses the need to esteblish an
environment degigned to build lovestor confildence and build greater
public participation by the provision of edeguate information asbout
the compsnies whoxe securities are traded in the markets. It
then discusses steps which might be taken both to provide
& matket for securities of privately ot nﬁrr@wly-held comp&ni;s
and to encourape the companies to senk greater public ownership of their
securitlies, Conclusions and recommendations in botb respects are then

presented.

E. Improved DHzciosure

Full and complets Information is essential for evaluation of the
merits of a8 security investment. It is fundaﬁ;ntal to reach that level
of investor confidence necesssry to a hroad-based publie participation
in the markets. A wide range of financial data onm results of operations,
profitability and prospects are the raw material of the gsecurities markets,
This data can be dissesdinated ro rhe public as & basis for investment
analyeie and informed Investnent decisions in the form of statistics,
market letters, perijdic and annusl reports, compacy and Industry studies.
With very few ewceptions, hewever, pre&ent p&acticea ﬁn not

provide the inveating publlic with adequate financial {ﬁfo}mﬁglﬁﬁ:uféry.
f

1ittle information is glven to the public by most companies. and

& There are two major exceptiona: banks are required to znd do furnish
T a great deal of information te the Rank of Spain and investment
companics operate under g system of auditing and disziosure, Also,
it should be noted that in recent years several of the actively
traded companies have significantly improved the quality of their
annual reporte.
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what information there is may pot be casily understeod by an unsophiseticared
Investar., Ewen for the sophlaticated investor, sources of Informationm

are limited. Annual reporxts can be quite helpful, but If a company Ia

not listed it is not required to publish an annval report and even some
listed companies do mot provide an annual report to the exchanges despite
market repnlations which regquire them to do sofﬁL; Fecthaps ﬂé corpanles
1ssue quarterly reports. Cenerally speaking these are the same 40

whose sccurities alrcady have an adequate marker. Relatively few companies
publish complete profitc and loss statements. The tax rcils and the bank
index are also socurces of informarion for skilled analysts?g_fIronically,

in many cases, & cowmpany's published kooks are often the last place to
find dependable information, Assets, costs of goods, and sales may be
understated; dividcnds and services may have been paid but not declarced;
one set of books may be kept for the tax cellectors and anether for the
banks, As a consequence, investment informaticn, to a large degree, is
concentrated in the major banks, thereby reinforcing their dominant
position in the markets. Further, to the extent that investment informa-

tlon 1s cnncEntratedlwith the banks, a relastively =mall growp who may

tend to view matters: from the same perspective, narrowness and volatility

of the markets tend . to be maximized.

27/ Stock Exchange Regulations, Article 47,

28/ The bank index, published by the Department of Haclenda, may
indicate that a bank believes In the company's prospects becauae
it hes loaned money &t less than the prevaliling rate,
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1t is readily aﬁﬁaféﬁt that the flow of publie information about
companies is restricted by tfwoe principal factors - disclosure rogquirewments
are inadequate and not enforced and the role of the independent public

accountant has not yot been adequately defined.

1, [Existins Disclosure Requircments

{a}) Rale of the HMinistry of Pinance

RBespemsibllicy for internal Financing and regulation of

the securities markets is concentrated in the Department of ¥inancial
29/

Poidcy of the Ministry of Finance. 7This Department is also respunsible
for (1) external financing, {includine reletions with the Internarignal

Monetary Fund and the World Bamk); (2% financing enrities:{including
30/
banks) and (3) insurance companies,

Az of Tanvary 1973, the 0ffice of Internal Financing,
which had the entire staff responsibility for .enforcing the cxisting

vegulation of the securitices markets, consisted of scven professicnals

L
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fincluding the Subdirector Inr Internmal Finmancing., Williaow the &

L O Y
A d e u

two persons are assipgned to qualification of brokers and one each to
lssuos of bonde, qualification of bonds for savings banks, mufual funpds

and closed-end investment companies, the stock exchanges and other

29/ Spain does not have a separate Securities Law. Instead, ite
Code of Commerce gives the government the power to establish
stock exchanges and avthorize Lheir operations {Article 65)
and to determine what ilems will be the subject of dealing on
them{Article 67)., Under the Code public stock and securities,
and gecurities issued by private or legally constituted companias
or enterprises may not be included in "official guotations®
unless decaling in them hag been authorized. MNor may stocks
or securities of companies which are not inscribed in the
Merrantile Register be included or of those companies which
have not been issuec in aecordance with the Code or special
lawe. {Article 72) Article 73 permits regulations to fix
everything concerning the internal regime of the stock
exchange and the government to fix the brokers' cosmission
scale. Articles 95 and 96 respectively, set forth specific
obligations of brokers and restrictions on their activities.

0/ This does not inelude the Bank of Spain whiech we understand is
under the direct supervision of the Minister of Finance.
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qualified securitiecs mackers, In additien, the Department of Financial
Peolicy includes a newly created uvnit which inzpocts investment companiles
and the etock exchanges, « four man economic resvarch department, a lawyer
and administrative porsonncl, WIEh the exeeption of isevestmeat

companies, however, this Dopartfsient docs not administer any program

of required disclosures.

(h} Exchance Penorting Yequirements -

Spain does not have a requirenent that companies issue
any kind of prospectus or report te investers when they expand cheix
capitalization through the issuence of new shares. However, Chaplter ¥
of the Stock Market Regulstions (Articles 26 and 27) requires compre-
hensive disclosures and documentation to be provided with an application
for 1isting. As a consequence, the corporate public disclosure program,
to the extent it exists, is administered by ghe Exchangee.

A lisking application must include a description of the
ngture, nominal valee and class of security to be listed, numeration
and form and period of amcTtization. Among the documents required are
a notarized up-to~date copy of the company's constitutlon, by-laws, the
annual reports, balance sheets, profit and loss statements, The current
baldnce sheet ie required to be certified by a Chartered Accountant, In
addicion, Article 28 giwves the Stock Exchange's Board of Governors the
power to requirc whatever other documents appear necessary Eo establish
g sound basis for its decision on admitting the stock to official quotation
and its soltability for free trading on the stock exchange, For securities
of companies with previous issves admitted to quotation, Artiele 29 requiras
that a doszsier of admiszion be broupght up-toedate chrough an examination
which includes its legal, financial gnd economie situation, Horeower,

Article 32 permits the Board of Governmors of the Exchange to establish



miniuum conditions with respect to corborate c¢apital, number of securiries,
number of sharcholders in proportion to corporate capital and distribtution
of dividends and dietributable profits,

article 47 of the Stock Fuchange Regulations requires all
coupanies admitted to officlial quotation te submit te the Exchange an
Anmual Report aod varleus Zinancial statements certified by a Chartered
Avcpuntant, Additional infnrﬁatien to better Inform the public may be
required under Article 44, If an issuer fails to comply with the
cbligations to provide information required under the regulations, the
Exclitanges and Toard of Governoers afeer notice te the Ministry of Finance
may temporarily suspend or exclude from offirial guotation all the

gsecurities issued by the infringing party. Enforcemen® of theze

requirements iz irregular, however, and, as a consequence they are often

ignored,

{ed chgéhg Peporece to Shareholders
At present there {5 nc requirement thar shareholders
receive annual or periodic reports and ne contrel over the reports chat are

genkt,

{d) The Role of Investmernt Companies

The growth and development of investment companies has

resulted Indireetly in improved disclosure oo the part of many issuvers.

In the words of ome financial analyst, "There has been a revolvtion im the

seceurities marker gince the first murval funds appeared." The investment

¢companles' fipancial mnalysts talk in & technieal way to corporations

and have ecrested greater interest in financial scatements. The
chief financial officer of a listed company which successfully lssued
new shares ot a premium with the aid of investment companies stated

‘that a:z & consequence of Iavestment compasy interest in his
- - . -

company's shares "every year the annual report gets better."



2. The Imdepcpdent jwditar

It is axiematic that the primary responsibility for the
adequacy and accuracy of finamncial informatlon reported to the exchangzes
and to the government (In the case of investment conpanies) and dis-
geminated among investors most rest on management, Kevertheless, an
objective analysis and verifiecation of that information by an independent
third party will help to inapire public confidence in the inforwacion

provided and teand to cneourage public  ipvestment in the securities

warkcts, The present method is far short of this. Independent

verification of finazncial information is now attained through the
electinnEQF twa independent shareholders Lo audit a company's finanecial
i
statcmcﬁ;;. Ferhaps the "two sharchelder system' was a practical
approach when life and business were simpler and companies were smaller
and otmed by closely-krnit proups, but it does not seem adequate Lo meek
the need for indapenéent verification wf rhe financfal 2rstcuenis of che
large, complex corporations or af their widely dispersed groups of

atockholders.

———y—————— ——— - —

€. Developing the Primary Markef and Encoufaulif ifs Use,

To a large extent, access to the Spanish securities mactkets Is
artificially rescrained by a ;nmbinatinn of factors which tend to encourage
the businessman té seek capital for expansion thraugh means cther than
the issuance of comaon stock.

"I. The Corporate Income Tax

To the extent it 15 desized to avoid income taxes by the
maintenance of separate bocke and records for tax reporting purposes,

it may e mwore difficult to interest industrialists in tirte securitles

STy g —— T} ————

1/ There is also a p;oéedure for selection of & public accountant
T {f 10 percent of *the sharcholders do not agree on the two share-
holders, However, this is rarely used.
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mirvkets and compliance with applicable publiec disclosure requirements.
Thig factor, pacticuiarly wien combined with the pnatural reluctance of a
businessman to publish information about his businasg, which may be
NeCcassary for investors but_a]sa helpful to his competirors, can male
public fimancing an unatlralitive way Lo ralse capital. Even assuming &
busineszsman has nmothing te aide, he will s5£ill weigh the impact of the tax
strocture in deeiding whether or nat to zsell shaves to the p;blic. If, on
the one hand, the company caﬁ borrowr large sums ivom 3 bank or other private
lender interest payments will be a deductible expense, p the othar hand,
1f the company Issues addifinnal sharns 1t will be taxed on profits before
payment of dividends and stockholders also will be taxed on the dividends

33f
they receiwve.

These are considorations whaich bear-directly on the critical
decision of whether or not to raise eapital through the securities markets.
Tf the immedists diszadvanteges vubwelgh the longer term bepefiecs of
selling shares to the public, then the markets will be deprived of stock,
the public will lose what might be worthwhile investment opportumities
‘and ultimately, ro the extent that a broad-based securities matket could
provide an fmportant basgis for eccnomic expansion, induscrial developmant
wsy be retarded. Consequently, fiscal policy stromgly influences how
the sccurities markets will develop and its effects upon the securities
market should be taken into account in formulating overall tax and

economlic ptratagy.

2. Isouance of Sheres et Fer Value

Perhaps the most significant factor which may deter a busincssman

" from raising capital through the securitiesa markets is the practice of

327/ 1f listing involves conversion from a limited lisbilicy company to a
- corporation 3.4, the trapsfer Laxes and brokerapge {notarizarion) fees
invelved will also be & factor which the businessman will conaider.
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issuing shaves at par value with subscription rights to purchase addi-
tional shares at par. This is an inefficient and expensglve method of

raising capital which also ceontributes to the narrowness of the markets.

“The mﬂst'frequcﬁt explanation for the practice is Eh4L an
lgsuc at market ({,e,, "con prima") simply would rot sell, Shareholders
find rights offerings attractive because the market value of the zstock .
12 usually considerably in excess of the subscription priece, Thi:z
means that rights may be sold at a good proflt, Moreover, in contrast
to dividenda, that profit is not subject to taxacien, The Iinvesting
public has come te regard the issuance of rights zs an indication of the
issuer's strength and future prospects. They assime that issuers will
have the carnings te sustain thelr dividends even with the new shares.
In fact, because the investing public has come to expect and dewand
new issues at par and to look forward to the issuanre of rights, listed
companice come under pressure ta eipand their capitalization whether or
not they need the additional capital,

Thia situation should be changed, Expansion of capitalization
15 a decision vwhich should Test on its economlc merits not on the basis
of sharcholder demards for rights at parx vaiue, Further,_issuing new
ahares a2t par value instead of at market im poor finangial pDiiEF.
From the viewpolint of the company trying to ralse capital ic i3 wasteful
and expensive, If the company's stock is selling at a2 premium in the

market the shareholders, rather than the company, receiwve the premium,

Ieguance of righ£a under thils eystem contributes to the narrowness
of the markets in two ways- Fipgt, it is a0 expensive that it may discourage
businessmen from uesing the warkete to raise cepitai, Second, snd perhape
more impertant, hecqyse the largs majority of shereholders hold on te

their rights to prezerve their interest in the company, it perpetuates
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rencentration of holdings,

Previous efforts to re-cducate the public with respect

to the problemy involved in issuing sheres at par value have not
33/

been very successful, One reason for that lack of success may be that
atocks Ergﬁ?uoted in terms of percentages of par value rather than
in pcaeta; and dividends ave reported without respect to spares
issued, If stock prices were reported im pesetas, investors would
have a clearer idea of how wmarket values are affecred when shares are
issued ab par. Similarly, if dividepds and earnings were reported in
per share terms, it would alse help the public te upnderstand vhat
happens when shares are fssued at par instead of at market value.

3. The Absence of Financial Intcrmediaries

Another impediment te ralsing capital through the secarities

warkets har begen the scarcity of underwriters and othar finencial inter-
mediaries to assist in bripging securities to market, There is no

cetegory of financial dinsatitution in Spain whose principal activity

and source of revenue 1s the distribution of securities to the public,

This situatiom ereates problema for everyone who is concermed with

the securities business, If a privately held company wisheg to raige
capital or if a listed company wants to expand its capitalization there

are wvery few plares, other than the banks, where it can obtain professicmal
know-how or financing. D#ing-ta the absence of investment banking firms

vhich have an interest in underwriting new companies and the necessary

33/ After sllowing for the minimal increase In pald-in=capitsl, issues
at par are like stock dividends. Unlesa there is an increase in the net

warth of the company, they merely amount to the issuance of more shares,

Eif Article 148 of the Stock Exchange Regulations provides that in general,
the prices of securities should be expressed in percentage terms, unless
for given reasons the Boards of Government agrce to Indicate them in

pesetss per security.
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cxpertise and capital to perfoerm thils function, it can be particularly

diffieult for smull companlea to obtain financing by iasuing thelr
shares to public investors,

In the last few years, especially with the advent of the
investoent companles, some progross has heen wade in furnishing the
kind of gorvices necossary for bringing securities to the mg;kEt. Because
investment companies are ohligated to invest 90% of their assets and
posaibilities for investment were limited, they have provided initiativea
for the expansion of capital, They have persuaded a few impertant firms
to lasue new sghares, In some cases at market value, To do this one or
two investment companies, working with the issuer purchased rights
and distributed them to other investment companics and then, for a
ehort period, purchgsed stock te help maintain the market price, In
a aense they served as underwritcers, Much more remalns to be done to
develep a sound broad-based underwriting capability., What is needed are
private Investment bankers wha devut; at least a significant, if not all

of their activitjtth'finaucing, undetwriting and distrihﬁting“sécurities.

b, conclusions and Hecommendations

" Improved and expanded disclosure should be the foundatiom of a
broadened public participation in the securities markets, Publication
and dissemination of more financial infeormetiom about Spanish cempanies,
coupled with public confidence that such informatfon can be relied upen,
could start 8 self-generating cycle. In this context, the izsuance

of sharea at a premium cenld become more scceptable; company ownere
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and managers should bepin ko see the eccurites markets as & more
practical means of raising capital than they are today, leading, in turm,
to a preater demand for the services of intermediavies to help to bring
socurities to the market; and, as confidence that tﬂe warkefs can work
rizes, companics will have greater incentive to continevally wpgrade .
thelir disclosures which should help to broaden and strempthen the -
markets,

" 1. Disclosure

This eyele wuse start with the furnishing of investment information.

The government is in the best position to develop the total effort to obtain
and disseminate the financial informatiom ané other material needed,

{a) Tighter Enforcement of Existivng Exchange
Reporting Bules '

e ————

S (1) This is an &mrea ﬁhere self—rag&la?iﬁﬁ c;; be ﬁighly
effective but omly 1f the Exchenge Rules, which already réquire the filing
of annual reporta, are rigorously enforeced. Fallure to file a required
report within a prescribed period should result in an immediate audit

or investigation by qualified cxchange staff members or by gualified
independent auditors and in meapingful sanctions, such as temporary

35/
suspension from trading er exclusion from offieial quotation.

Eff Article 48 of the Exchange Regulations provides for such steps.
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In adéition, stoeck exchange rules gshould be expanded to aspecify the
circumgfances when it would be necessary te file mD;e current reporks;
for examle, the loss ef a substantjal contract, the development of
a significent new product, rhe sale of a substantial portiocn of che
as3ecs or a airnificant corporate merger or acguisition,
(2) Te ascure that an Exchange enforces its own rules
the Ministry should have a staff sufficient to maintain close contact
with the Exchange and to review exchange procedures znd rules and exchange

compliance with {ts own ruleg and those of the Ministry. In particular,

the Hiniét}y éhnﬁld ﬂséure if;elf that the Exchanges requi}es ¥h#£
iesuers conply with‘hrticle 47 of the S+nrk Exchanege Ramalarions
which reguires an Annual Report, balance sheet, profit and less
statement and the application of the results of each completed
financial year to be filed within cwo months from the date of their
approval and certified by a Chartered Accountant. The Ministry
should also have st its disposal a range of sanctions applicable

to the Exchanges to 465ULE that they deal with violations of their
rules,

(3 Even if the reports filed with an Exchange have
been examined by independent outside auditors they should be reviewed
for completeness by qualified members of the Exchanpe ataff. If
a8 report appears inadequaze, rfhe Exchange should make an appropriate
inquiry with a view to determining whether the security should be

suspanded from tradipg or delisted,
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- {4) The Exchanges should take the laad in.{épféﬁing
reporting reguirements, Tiere are many ways to acconplish this
on a gradual basls, Stronger reporting requirements could be
zpplicd first to all comparies over a certain size or te these with
the largest numbers of stockholders, Intially, the largest companies
or those with the largest rumbers of stockholders uight find it
easier to coumply with such vequirements. Another approach would be
to make the requircments applicable to 21! companies which listed
after a certain date, Over & period of time as the markets for
the stock of such reporting companies improve, reflecting the quality

of information available, it should encourage other companies to

115':4

(W) A Comprehorvive Repbitidy 5yetem — <= - -

3M{'L) The Ministry should require listed or publiely-
held compani;; to report to their sharcholders as well as to the
Ministzry of Finence and the exchanges, Reports to the Ministry should
be more comprehensive and more frequent than reports te shareholders,

Reports to shareholders can be more baslc, drawing upon certain key

information required in government reports. Reports to sharcholders

should be made at least ennually. _ .

requirenents for registration of securities which would be a prerequisite
to the public offer and zale of such sccurities, If an issuer fails

to provide the disclosures specified in the manner required by the govern=-
ment none of its securities should be permitted to be offered to the
public., The infeormation already regquired to accompany an application for
listing under Stock Exchauge Repulationa = amnual reporis, bﬂlaﬁce sheets,

profit and less accounts, and the applicatiom of the results of the

2y Eﬁe.Hiﬁistry shcﬁld_éﬁeii-out disclosure and other

—_— i — ——t s ———

.
3/

ronsidecatlon should be given to subjecting unlisted companies with more
than a =zpecified number of shareholders - for example, 100 - to reporting
requirements similar to those applicable te listed companies.

!



cempany fer the past year - all as approved by the company and
certified by a chartered accountant, provides the starting peint

37/
for such disclosure.

Cne approach which haz worked successfully in the
United States and other coaavries is the ruquiremzntﬁthat coTpanies
publish a prospectus when they issuc neow share=z, Such a prospectus,
which dincludes financial statemenks, is a comprehensive description
of the cowpany, 1ts operagﬁﬁns, propertica, managoment as well as

of the stock lbeinz issued, It is reviewed by the staff of the

SEC for completeness and conformity to disclesure requirements”

3?! Article 47, Stock Exchange Eegulationms.

— . ey ———

333__EEEEE_ElELr thifgs, =n toe Grited States such a praapectus must include:

(1) information sbout the distributor's compensation and the

plan of distribution;

{2} Tww ibe cupany plens Lo ouse Lhe proveeds of Lhie lssie;

(1) the capital structure of the company:

{4) = summary of earnings for the company or for the company
and its subsidiaries consolidated, or both as appropriate for each
vf the last five fiscal years or for the 1ife of the corpany 1f less,

{5} orpanization of rompanies and description of control by
parent companics, if eny;

(6) the businesgs done and intended to be done by the company
and the general development of that business during the past five
years:

{7) the location and general character of the principal
plants, mines and other materially important physical properties
of the registrant and its subeidiaries including a description of
any cncumbrances on szuch property:

{8) any material nom-routinve legal proceedings to which the
company or any of its subsidiaries is a party;

(9) 41f capital stock is being issguved -- dividend rights,

- voting righte, liquidation rights, pre-emptive rights, conversion
' rights, redemption provisions, sinkipg fund provisions, liability
to further cells or assessments; for long term debt and other
eecurities similar detailed descriptions of lnvestors righte

gre reguired;

{10} descripticas of remuneratien of directors and officera,
of any options to purchase securities from the compeny or any of
ica subsidiaries and of the Interests of manapgement in eny material
transactions,

C anles must also file additiopal, info tion with t EE
- - part c?mghﬂlr "regrotration ﬂt&tem&ntn [F] tﬁey ofter new hﬁar _

—--- to the public.




and is “cleared" Ly the SEL as to the adequacy of the disclosure,

However, the $EC docs not pass upen the investment merits of sccurities,
{3) Consideratien should be glwen te asubjecting special

types of {zsuers such as banks, financial conpglomerates and multi-natiensal

1asuers or their affiliates to special reporting requirements as circum-

stances requirtc.

{4) All corporate issuers should be required to wmaintain
q

hooks and records in a place where they are easily accesgsible to designated
government or cxchange inspeectors for o deaignated peried and dio &
specified mammer, Consideration should also be given fo requiring that

sharcholders who own a specified minimum amount of steck be permitted

to review an lesuer's books Lf Spanish law does not alreasdy provide
for such righte,
(53 1he feasibility of developing & program requiring

the distribution of. proxy materials should be explored further. The
primary reason forT a system of proxy solicitatiom is to provide for shareholder
democracy, For this to be effective the materials which accompany the
proxy should provide sufficient disclosure to permit shareholders té
intelligently exercise their proxy rights. Mereover, the scliciation
of proxies for an ahnual meeting provides an excellent meacs of channeling
inforcation te sharcholders and to the investing public especially
where there is widespread public ownership. Even for companies
where ownership is highly concentrated, proxy solicltation materials can
provide an effective methed of broadening invetor interest, Such materizls
couid be filed with the Ministry and made avsilable by it through ite
public files or the press and news media,

Requiring disclosure of transactions in proxy materials cen also

strengthen publiec confidence by protecting investors from sbusive practices.

—_—— . —_ - o . -
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Bisclosure, 1In and of it=elf, penerally has a signiificant prbphy]atic effeet.

If management has a guestion about the fairmess or wisdom of 4 cransactian,

it might decide to forego the transacticn if it would have to be fully
discloged In its proxy st;tcn:fnt‘?'gf}icrenver, the proxy statement will
provide investors with Information with which to pursue any remedies
if managopent completes tioe tranzaction,

{c) Ingpection Prasrcu ]

1t is impevative that the governoent have maxfean flexi-

bility to develop means to detect non-compliance and to impose sifective
40
sanctions ow violators,

(1) A regulsr inspection program may not he necessary
for all tvpes of issuers, However the Ministry of Finanece should have
the authority to move gQuickly when any issuer is delinguent in meeting
reporting requircnents or when information reported indicates a4 reason
for action, This meana ha%ing authority and capabiltiecy to imepos: an
iesuer’s books and to require the inmediate production of all relevant

books and records from the lasuer, its oificers, directors and euployees,

a3 well as from others.

39./ Such a gituatidn might include rhe sale of property to a corporatfion
by dan {nsider o a price substantially in excess of his cost shorcly
after acauniring the property or the diversion of & corperate
opportunity to an insider,

40/ The inspection progrem which accompanied the development of Investment
cotpanies sets a pattern for che kind of disclosure and investor pro-
tecrion which can be obtained through a vigortous regulatory program.
Drider this progrem the fund and the Ministry each name an accountant

- te inspect the investment company, All of the fund's documentation is
placed at the inspectors' disposal., They must verify fund transactions
and confirm {te sccounts,. Accountants are chosen from a preferred list
and are paid by the investment company., Violatioms discovered by the
inspecters may be mer with serions consequences, fines of between
10,000 and 1 miilion pesetas and removal of board members, For serious
violations, a furd may lose ifs tax benefits, i.e., ircedom frow
capital gains taxes,
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(Z) The Miniatry or ite desigmated Inspectors should
be ahle to take testizony from officers, divectors aud employees of
issuars as well as frow acy others (lpcluding financial fnsritutions)
which have information relevart to its inquiry,

€37 Ghe eificers and civectors ol companies required ko
Cile docweeatys with the covorment apnd the  exchanges, and even the lawyers
and gooneints W prepatoe or oxamine sech doouments, should Lave sufficient
regources  to sabtisfy any lisbilities to duvesteors resulting froo uons
conepl enoa with any meglietration or veporting requirec-snts adopted. Ome
wmeans of acecumplishing this would be for the Hinistry to have sutherity
to requlre that such persons Le bonded and to set bond limics,

{41 Sanctions for serious viglatlons should Include fines

and consideraticn might ke given to providing a wmeans whereby non-complying

bl
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ganction, the secuririez of non-complying issuersg could aither be removed

from the Mercantile Mepgister or withdrawn from quotation for a apecified

period.

{d) Infletmation Maclesed to hunks
i
Companies Wiieh seek loans from banks are requirved by

them to dizcelose comprehensive financial and other information, In some
cazes, before making a losn the bank will send two or three of its people
to the company to review ite operations, The relationship between the
company snd the bank hes neen regarded as confidentisl, at least in the

gense thai ipformetion disclesed is not avafilable outside the bank.
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However, such information circuletes freely within the bank. The

chief of the Wew Isesues wnd Investment Advice Vepartweat of one of
Spain's largest banks indicated chat his department reccives and exchanges
information with other devarements of the tank - credit, foreign, econcmie,
The reports he receivea include preduction, SEIE5: balance sheet, profics
and cash flow, Thus, a wide variety of confidential information is at

the Jdisposal of the bank's advisory deparcment, After being zoalyzed

end digested it may be sold to private clicnts in the form of invostment
advice or used to attract clients toe the benic. To this extent, such
informacion may alreaéy pass inco the public domain., Bur, bhacausc

the banks dominate the securities markets, the opportunity
for special advantage prier to such dissemination iz great. Serlous
congideracion should be given to how to deal with this situation - either
by 1dmirdng the U;E nf socn information within the banks ar by requiring
the banks or the companies to which they make loansz to file with the
Ministry of Finance certain of the basic financial reports of the company,
including Ealance Sheets and Statements of Profits and Losses, on which

such loans are based, and any modification and cerrections made by the

bank,
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(o) IMsciasure of TFortfaolio Holdines

In A heavily festitutionalized market whore a few,
Targe Inatirutions such gs banbs and investwmenl comyanies eithier hold
or have juvestuent discreticon or invostrent decision-making power over
a large perticn of the ouvstancing stock of a listed carpany, information
abour huldings end transactions of soch fnstituvions way he as important
as ivfuorniticn ahout the Lcmpauiés. With brosder public pa;ticipaticn the
sitnation mavr change buE the facf mow i that a few irstitutiens can
dominzte the marvket in & perticclazr stock,  Thig infermacicen piiga g be zn
Important consideration for am investor and this iz an arez which may
requlre futther study., Petliaps institutions should be required te dizclese
thelr holdings and transactions of portfolio stoecks and stocks 5f clients
over which they viercise investnent managemeht authority, Aos.lier alter-
native might be to eventually limit the amoynt of shares of = particular
company that an jnstitetion can own or erercise management authiority over

or, perhaps cven limit the transactions lo a securily that an institutien

can place at a particular market session or over & specified time peried.

2. DNigzeminarion of Information

RnpurtiAg toe the Ministry of Finance does not complete
tihe disclosure process, Informatien should be disseninated to the public
through a combination of Minigtry action and requirements placed upon
issuers and securities market professicnala.

(a) Prospsctus Distribution

Any consideracion of a program which would require all
i{ssuera of securities to publish prospectuses describing the secuerity

and sutmarizing the company's operations should alse consider the



requirewent that guch prospectuses be distribered to purchasers of

such gocurities when they are griginally dissced,  TFor example, in the
United States zuch a prospectus would be reguired to be distributed to
purchasers of subscription rights prior to consirenation of the transactlons,

{h) Dissemination of TIolformition Collected hv the Minlatry
of Finsne:

Public knowledze clict the Ministry is developing a compre-
hengive procram for strenzthening the securities markets and protecting
investors should stimulate public econfidence = itgelf an important pre-
requisire for breoad-based public investor participation in the markets,
Such knowledze could be disseminated by the distritutiorn of information
and the publication of articles and news stories about the efforts of the
Ministry to atreopthen the capital markets: Similariy, publi~ation cf
& dally calcndar & corporate reporis filed and repular disteibution of
information about any action taken by the Ministry whether routine or
unusual - should alss help to build investor confidence by emphasizing
the Miniastry's interest in the securities markets, Continual publication
of summaries snd reports boﬁh by the Ministry and the exchanges will also
help to siimilate interest and confidence,

The Miniztry might consider maintaining regional offices
for internal financiog in Barceiona and Balbao or smaller branch offices
in other comwercial centers in additien to ites offices in Madrid, These
offices could amslst in Inspections and investigations and make available
financlal veports and other current Information filed by izsuers and

exchanges, An expanded regional presence should tend to stimrlate interest

among investors throughoot the country.



3. Develepnent of the Accounbing Profession

fn integral part of any disclosure systom is a means of assuring
that financial inforwatlen is dependable, that the data 12 presented fairly
in aceordance with generally dccepted accounting standards, This can be
achieved by regquirineg that an indepzident public accountant express his
opinien, based upun a2a exaripavion of the finamcial statements in accordance
with generally accepied cuditing standards, that che fi;ancial sfatements
present fairly the financial position and results of gperecions in con-
formity with pgenerally accepied accounting principles applierd on a conslatent
bagis, The independeace of the apditer is decigned to zassure the detached

ohjectivi&ijnnﬁ skill of a knowledgeable professional not connected with

mansigement,

T e . . . .
41/ The question of the independence of an auditor will »lways be one of
fact to Le determined inn the light of all pertinent eircumseances

& d e - - ksl . T -
in o given cezse. Tho Miniatzy mny wizh 0 mooorvp o ftrmalf rha wals

of final arditer in determining independence in a parcicular situvation,
However, the minimal guidelines for what comstitutes independence could
be get by the Miajatry in cooperation with the accounting profession,
the exchanges and other intcrested parties, Among the factora it

may wilsh teo take into account in any guidelines in this area are:

(1} Absence of managerial respensibility, The accountant should
not become, or appear Lo become so identified witk the client's management
to be indistinguishanle from it,

{2} [n accountant c2anot ohjectively audit bocks and records which
he has mairtained for a c¢lient, He should uot be placed in the position
of evaluating and attesting to his own record-keeping.

{3 The accountant should not have any direct or indireck
financial interest in a client. This wenld include the situation where
fees for an apdit or other professional service temain unpaid over an
extended pericod of time aud becowme material in relation to the current
audit fee,

{4) Family relacicnships: Where the fewily relaticonship existing
between an asccountant or wmember of his flrm and the client 15 such that,
because of the strong bond which {48 custromary among family memkers, an
ocutside party could reasomahly question the accountant's impartial
examtination he may not be considered independent,

{5} Occupatlons with conflicting interests., Certain concurrent
occupations of the wuditer involve relationships with clients which
lecpardize the anditors' objectivity., These would include acting as
counsel for or actively engaging in direct competition with the client

in a commtrcial enterprise,



Epaln has made s start toward reporting and independent auditing
regquirencnts in its rvegulation of Investnent cunpanles and mtual funds,
However, this iz only a beginuing., 9here is a nced for many more quali-
fied sccountantrs and auditors in the coentry, They oust develop the
experience, hackgrouvnd and even the size to corplete a sophisticated
audit of 2 larpe industria?! enterprisc, Further & eniform auditing
syeton, generally eccepied accounting priuciples and uniform industry
repovting reguirerments do not vat exlsc in Spain., Nor is there a require-
ment for jrmedlate disclosure of material chazages in a cownony's buainess,

Forturnately, the need for zecovnting stendaids has bheen recognized
end a General Accounting Flan has been developed by the "Commission
Central de Planificaciopn Ccntahle" and approved by the government, The
development of the accouncing profession and continugl dpgrading of
accounting stgndards should receive a high prierity, Tt is zn essential
partr of the progran to promote gisclosure an& grrenprhen the aarkets,

(a) petailed récomumendations for uniform industry reporting
requirements and 2 uniform audiring standards are beyond the scope of
this document, but work on them should proceed directly, perhaps in
cooperation with prefessionzl socleties and ocher interested parties.
One helpful referenmce for such a project would be the SECTs Repularion
3-X, This iz a zeries of rules promulgated the 3EC which state the
requirements applicable to the form and content of financial statemsnts

required to be filed with the SEC under rhe U. 8, securities laws.



-~ 73 -

{LY The governmzat choweld have fne suthoricy to Irpoze gancclons
apciinst seccuntants ond ochey prefessionales who rail to meet standards
provided, poch sanciions could teacpe from citecicns and fines to barring

vieioc e from praatios herore the poczvrrgnl or Vot oEemining any

varuo it Taoel Tl sl wiluhe Dha o 2ueriaiio .
coo Mare dmdepeodent ceo miants wi!l Lo reeded n oo dor to

pri. ko tiw andlglsy copsbkiliiny and depeneeable informastion the securities
mIvHelE Deguiie. T enepurags fhe davelapsarr of the decounting pro-
fession and ewher protossions necessary to the cperation of the securicies
mati :ts the govermowni should [astver educational prograns and curriculum
chaugea in the univarsities In orvder fo especifically cover the securities
market., corporste laws, finance and aéditing. Students snould be
encouraged tecfellow such a program with the poetential for responsible

and well-opoying vosivlons in public accountivg [irms, other parts of

the private sectes atd in the povernment and at the Dxchanges,

4. Pinangial Advispry Services

Clearly, one goal of the repulatory progran shoueld be to brosaden
the sovrces of investment information by promocinz and developing a
systzw which produces & conastant stream of information which can be
digested aud analyieo by a var%ety of gualified professicnals. This
Information should be relaved to the public through wany chanmels in

a relatively simple comprehensive form,



As more finarc.zl and other informacion about companivs becomes

availahble 1t will becoma freaibic to zenieve this goal, Individueals
could be encourpred Lo orgapnlze private {nvestipent counseling and
advisory services, ro publish marier letters and financial anmglyses.
In additivm, brozess, 1 permitted to aSEﬂEiat;: would have the
canpaciliy (o provice =uch services or could be required to provide
tuee,  fxchanges canid e reouired £o pubklish sommaries obf gata
thair files.and finaseiel publications, the vross, other nawe nedia
and scononists could be encouraged £0 publish newsof financial
developoents and ¢ven some finaneial analyses, Te the fullest esxtent,
disacmination of informztiot end analyses should be encouraged,

At the same time it might also be well to explore che fea=sibilicy
of establishing minirum gualification stendards for these who would act

L]

i thila capacity. Irokera are alveady avhiact to wigorsoe tezke,  Others

T
-

"

vhe wirh te provide odvitory szervices mighi be subject to licensing
bascd upon professiecral training and examinaticns or enenuraged to
develop their oun professional codes of conduct.

5. Figecal Longiderations

1
) _
Application of the tax laws can strongly influence the decision of

whether or not to list & company's stock znd thus directly affect the
development of the securities marketz. For thisz reason, implications for
the securitles markets should be taken into account In develeping fiscal
poelicy. However, we realize that these must be wefghed against competing
spcial and economie considerations, This area is beyond the zcope of this

report and no recomncndations on the kind of fiscal program necessary to aid



in the dovelopment of the sccuritics market are offered, We merely
point out that the options availahle to ercate positive incentives
42/

or eliminate inbibicions o Misring include:

1, Lowerlng corporatre taxes for lisced companles;

2, Lowering or eliminating tawxes on dividends for ]listed companios;

3. HReducing transfer taxes in conpection with new listings;

4%, Imastitoting tax forgiveness for newlf listed companics;

5, Increasing enforcement of khe tax laws to assure that the desire
to avold raxes does not influenece the dacigion whether o: not to sell
shares to the public, To the extent that this could be accomplished it would
mike the choice between expanding operations privately or through the securi-
ties markets hinge upon the economic merirs of each type of financing ratner

than en the exiranccus faecter of paintaining secret operations.

_——— - ———— ——r——— — - -

N 3+_ Discourasing Issuance of Shares at Par Value

Serieus consideration should also be given ro changing the
existing syétem of cubseription rizhﬁa. Although the nreminm which
Investors recelive on the digposition of subseription rights - and the
tax treatment of the gain derived from sale of rights - constitute a
principal incentive for investment in seecurities, rthe existing system
g extremely disadvantageovs to publicly held companies,

The isauance of sharee at par value is an expensive way to raise
capital through the securities marketa, Whenever a company Ilasues
additional gecurities, any premium in the market price of the securities
over their par value accrues to the benefit of the investora rather

- than to the issuing company. This eyetem &lso comtributes to the
narrowness of the markets because It perpetuates the concentration of

- heldings. Because the underlying purpose of developing the capital

42¢ Brazil has recently developed a comprehensive system of fisesl

" ineentives which way be of interest in this respect. See David M.
Trubel; Law, Planning and the Development of the Braziliap
Capltal MaTkets, NYU Craduate Schoal of Business Administration

Bulletin, Apxril, 1971.
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markeca in the firstv ploce 15 to facilitate the channeling of [unds
to corpantes whilech require financdng, it scems important thig system be
re-examined fn the ligbt of the present poliey of the Ministry of
Finance to further the devclopment of the cepital marketa,

There are a nurber cf ways to discourage or to end this practice,

1, The quickest way would bz to rax sharcholders om all or a
portion of the amonat of any premiwrs involved, sSuch taxes could be
imposed either on the =ale of the rights or upen thelr conversion Into
stock af par wvalue,

2. Another way would he to attospt to reeducate the publie.
Such a reeducational efflort would be substantially aided if stock
vzlues were required to be shown in all official exchange pgg}icatinns
in terms of pesetas rather than as percentage of par value._- At
present the continueus focus on the relationship of prices to par value
givez an vnd;e ermhoeic to 4his basicelly weaningiess figure ond distorts
the real value - the ampunt of pesetas which will be paid or recelved
vhen a share ie bought or seld, If share values were shown in terms
of pesetras and dividends were shown Iin pesetas per Qhare, the public
would have a clearer {dea of the effects of issuing shares at par
ingtead atd ar market walue, Here is another area where changes could

be made gradually. First, by publishing guotes simmultaneously in

percentaged and pesctas and then by dropping the percentages,

43/ cf. Article 148 of the Stock Exchange Regulatioms which, as a
general matter, requires securitica prices to be expressed in
percentage terms, unless for given reasons the Boards of Covermors
agrees to Iindicate them In pesetas per security, If this regula-
tlon prevents eyprecsion of pricea in pesetas eomsideration should
be given to ancnding 1e.



3. A third possibility could be to requirve an increasing
percentage of the premiwm to be included as part of the offering
price over a period of time,

7. Financinsl Twnrpormedisrieg

Finaneicl intermediaries « underwriters, private investment
bankers, ckilled prolassicenal aralysts - ave needed to provide the
financial wsaaistance aud technieal acimen tequired to distribute
ghares to the public, GSanks already provide soie of these services,
and outual funds, in &n indirset way, have hielped te hricg some coopanies
Lo the market, A fow indepetndent consultants and advisory firms are now
beginning to provide these serviges. Bubt the need for them will increase
sharply as disclosure and regulatory reguirements are strengthened and
the markets becowe more acrive and atérautive. If and .lien brokers
are permitted to arsociate they can he expocted to enteyr this field
1f etock exchange -ules are amended to allow them to do 50, Further
encouragement toe become underwriters ecould be provided throwgh direct
fiacal incentives such as adventzzeous tax treatment of underwriting
profita and ;Educed transaction taxes in comnection with original issues

and stghiliring transactions.

a. The Rewulatery Capability of the Ministry of Finance

The development of a viable program designed to improwve
the functioning of the securities markets and a broadened public partiei-
pation depends to a large degrec upon the assumptlon of significant

gelf-regulatory respongitility by the Exchanges and voluntary activity
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by istuers, banksa, brokers, and professionals, MNevertheless, the
Ministry of Finance must be the galvenizing force behind reform aed
tmprovement, 1ts rale will be te develop an appropriate regulatory
framework and also to prod others into necessary action. To meet

this rwesponsibility, it is iugperative chat the Minisfry pe provided with
an adguate staff,

Although the Ministry is alle Lo draw upon the services of accountants
and lawvyers in addition to {ts staff clearly its relatively small scaff
must be aignificantly exponded if it is to keep abreast of the growth
af the securitles marketz wweh less meet the challenge of 2 program
sach as that eutlined in this report.

As i= recormonded in Part I1I1, ab;ve, & large part of our program
may he sccommlished by the exchanges themzelwves through an expanded
program of gelf-regulatioin, However, to be fully effecrive, self-
regulation depends upon an ocutside authority, the government, assurting
that the exchanges enforce their own rules and vpon the govermment
ultimately Eeing gble to change those rules after consultarion with
the exchangé if ic feel: that improvements are ACCE8sATY, Hith
the recent establishment of a unit in the Difice of Financial Policy

to  inspect the exchanges and investment companies, a start has

already been made Iin this directiom.

b4
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GOHEHAT. CESARVATIONS.

Al Dovelopnant 0f 8 Ceptral Marber
In Fart II1 it is suppested that the wolume of trading at
the present time does nol appear o jus:ify the substantial costs
involvad in developing & central narkai system. Such & system misht
bring only varginal benefite withia the foresecable future. MNevertheless,
asegumiqar A sipniffcant growth in the szcurities marksts, a centralized
gysten ghould Be an impertant long-term posl for Spain both because
of the afficiencies it could mean and because of the depth and liquidity
it ecould add to the market, Steps should be taken now to plan for this geal

before listings incresge and any preat expansion of trading volume cccurs.
Inauguraticon of such a proprem while market development is still at
a fairly early st;ge wiild invelve mach less disloecatinon amd wonld
Flace the markets in & better positien ultimately to unite. Therefore,
particular attentien should be paid to those recommendatione in this
report which would tend to integrate the mrkets,

One of the principal recommendations contained in Pare 11 e

that serious zcnzideration should he piven to permitting brokers

to associate with others to form brokerage firms, 7The implications

for the dovelopment of & unified eentral market of permitbing

brokare from different axchanges to associate with eacn other could

be immense, Efficiency and competiticon. could lead such
combined brokerape firms to Introdure modern communications networks
and other electronic fechnology to link their offices in varicus

cities and to provide jmproved customer facilities as indicated
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previnusly.__ Support fer prester ceasolidation of the exchanges
epuld be expected Po inereass as broders from different ezchanges
unify their operations.
Another intermediate step which might help teo knit the

exchapges ropether would he to provide greater'appartunities and
lncentives fur the coryredores to bring their customer!s tredes to
the exchangos, One wey to accomplish this would be for the corredores
to follow the example of the banks and pit operators on the Tioors of
theaxchanges who would represent their intorests,  l1nstaad of
being atomlzed as they are st present, this step would pive the
corredores greater market leverage. With rheir orders conzolidated,
they mipht achiewe better executions., Theoretieally, at least,

thig could make them more ccmnpetitive and enable them to attraet

v

more customers,
At present, the corredores are reluctant to use tha exchanges,

1f they da, they must share the brokerage commission with an exchange member,

plgmprpyy —_— = e —

44y It ehould iwmprove clearing and back office services, lead to

+h brokers providing advisory and underwriting services and a
epecialist system which, throuplh the use of the broker's own
capital, e¢~vld contribute significantly te the stability and
orderliness of the markets,



- 81 =-

Tn additicn, using the exchanpe now'tunds'tﬂ weaken their relationship with
their customers becausa it 1g Lhe cxchnngﬁ moaizrs who izsue the poliza. 1% 3
exchange commission rates were raised and corredores were entitled to
recoive A larger percentuze of such enlarged cummissions, perhaps

thay would have greater incentives to bring their customers' trans-
actions to ghe gxchanpe and this wotld stimulate greater regional
participation in them, #&n allerndtive to this recommendal i

would be for the corredores to establish correspondent relaticnships

with exchange brokeragé firms under which they would be

acsured of receiving a4 larper portion of the fee on customer

trades referred to that firm by them, This would give corredores

a grester identity of interest with the brokers and make ic

economically atiractive for them to channel erders to the exchange,

A further step toward the integration of the markets
_wnuld be to permit the corredores to become members of
the same brokerage firms ae the exchange brokers. 1In a sense, this
could flow naturally from permilting brokers to associate and raising
incentives to build up exchange Lusiness gince, as a competitive matter,
it may be expacied that some firvims will consider copening repional
offices in the smaller cities.

Action taken wilh respact to the principsl recommendation in
Fart I3, that & commitlee study the feasibility of fwmobilizing the
certificate in & central-depoeiiory should hawe styong bearing on
other ateps for consolidation of market opersticns, If certificates
are immobilized in a central depository only one clearing houkse system

will be necessary,

- -



Part IF recrencios that studies be pdde of consolidibing

clesring booscs foto oo syslen ond exclunie procersing oparabions into another,

Saviags froam the elimiaation ol duplieation shmld ue considerable,

[EE
However, noandapfual soordings =heald e atcabnalile even without conselidation
L
of exchieanes, Roiihirs & siasle oSaclyvenie dava provessing operstion

for Lo mlesciap aoadsd nnr @ odpzuciddied data prncggsjﬁg ovparation
i 0or 1eadbian pyzon:ror e eavbrpes to conselidats.

Az Do gwanolidativo, 7t showld be nuied thag iatopration, and
cuasnlidetior of the rartkens ncsd pob resull in cbhandeanent of
najo. exchunge {acilivdies, A single narket ecan exist with two
trading floprs if &r imst=sntincues coomnicatjons svsters is

55/
get op, T DBeocauss of the exncenzo involeed din ereating such a
system 16 is ot recoomended at this time, This matter g.ould be
Lho: mubieel ol fertuers siwvdy by exchange ang government offieials
and perhaps by others such as banks, isvestmeat ecompanjes and

major issuers who have a stske in the efficiency of the markets.

B. Iuplications of iank Pover - .

In & hEﬂltF? vepulatory envirenpent vesponsibility accompanies
power, In ¢be Spanish securitics markets, however, the oanks exert graat

power without  conccmitant respansihility. They are not held acrountable

for the pifcets of tlicir sctivities on the securities marksets
generally and the exchanges in perticular, This report suggests a

number of steps for dealing with this anomaly. Banks would p}ay

45/ 15 the United $tates the Pacific Coast Stock Exchange consists
of two facjilities, ocne in Los Angeles and the other 1in San
Francisco, 500 wiles away.
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a lecding rele in the creation and operation of a central depository,
hut thet cdeposicvory siould e cubject 1o direct governmental
repulalion by the department responsible for market oporations
and phus tue depositor, would be d;rectly agcountable fer delavs in
Liguidevleons o otbher malfunzbious. .

Wieh regavd to bank puwers over Fhe exchanses, two mnpruache s
wire eongidered, e the ong hendl, a3z supngested din Pari 117, hanks
coulg b broaght inio the exehenpgee as owers of browerage firms
and mads direccly resvonsitle wnder exchange roles. Gn the other
hand, benks coutd be srecleded {rom association with bronkerage firms and
exchange weaobership, The report recomoendsd placing responsibiliky
on the hanks begause of the enormous financial resoureces they would
brian to the cxéﬁan;c and becauso realistically it seems impossible,
regerdless of a1l the regulatory cffarts that might be dewised, to
significantly curtail the banks' tremendous power and influence
over the markets. Howover,in theory, 1t might be preferable to
1imit the banks! ipfluence,

I is luperative, in an? event, if bank ownership of brokerage firms
is peyrmitted, that steps be taken to diminish confliers of interest
under fthe prosent system, to build up incentives for other brokers
to concentrate on axcheage related actdvicties and to increase the
nugber of suell brukers who derive their principal income from
market activities. The objective of such a8 program would e to

reduce the depnndecey ¢f che matiets and the brolkers oa the banks.



Even I it ds detervuined that lacks sghould nob be

permitdad v ewn heckornoe fitms, certein of tbeir mavket related
actaviides soowld Gwe subhieet to divect repulatic:. AL 8 rinicum

baaks wheuls be vequired to keep recerdes of theic own Becurities

bugiaese and Cransaor_onz. The recards seould irnclude the date any

ol T we ey b s e g saen e deut s e Lype of

AT TaEione oo wlon v el Do onerurion (oo, whether a

V00 prlce war Juliiewcd aF whtiher cnivolice wils to be it market),

The covornmesi shoenid ave rthe right te inspect tiiose records and

chouil B oGe tepntosly . LSoctiuons should e fypliled ouf fto assure
canplicace with the recorg koeping requiveacnts and o prevent

varnicidng and inicrpositiceing by the bank at a price which is

Tronmactisss by Dacl affiliates in the stock of the bank gheuld

i reporied Lo the goecrment and reviewed (o prevent manipularion,
Cous:derarica ghould alse be piven to requiring bhanks bo reporl

Lransact ions in stocks ia which the ordexs placed by a particular bank
and its affiliates acoount Tor a stated percentage of trading, The
government should have repulatrory power £o assure Lhat such hanks
and thelr afiiliates or any broker ur other person  tvading for
bis cwn ageount as a prolfessionsal In the naerkets dees 20 in a way.

thhat contributes Lo Lue ordesliness of Liue morkets,  5Such repulatory
power sHould include the suthoriey to prevent trading on.the exchange fleor by
such persons for thedr own accounts ot for discreticnary acecounts as may
be apprepriate in the public interest and for the protection of investors.

'The government shouid alse have the authority to restrict dealings so

" far as practicable, Lo those necessary to permit such persons to maintain

a fair and m:de:.:ly markat.
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While ic 15 true that banks occupy sonritive positicns in the
gecurdties mirkets, their resource: and exprrtise slro provide a

preat potentis]l fer meoting the needs of tliose markets=. The contribution

of their abilities and streagtins eould be an intcgral part of the

succcss of any progpran for che improvemsni of "the securities markets.

This undertaking will roguire the cooperstion net Dnlyvnf the

hanks, Lot of the cxchanges and brokers and all of the ccaganies whose stocks
ave traded as well, The probless of securities markets de not lend

themselves to guick zolutions, Hopefully, howsver, this repstt

will help to set the direcrion wich which & firm start can be made.
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Madrid, detober, 14, 1972,

Fra Allan 5. Mostoff,

Ligociate Dircctar

Szcuritics and Lichanpe Conmission,
WASHINGTON, D.C. 20549

Dearr Mr. Mosteff,

1 am sending you a note on the problems that I think
your analysis should cover. Obviously, this is only a tentative
list to be completbed during the preliminary contacts of our -—

. teamn,
e

' Enclasged you will find Alse a leaflet describing the
main features of the Spanish securitiii/mﬂrket.

L]

Sincercliy,

Josk ilaraﬁau Salat,



MAIN EROTLIME IN SPANISH SECURITIES MARKET

1. settlenant of trensactions

It is Lthe mors urgent techaical prublea te solve In the
Spanizh marker, -

in the Madrid Stock Excliange, in ten years, the nominal
velumwe of trensactions has been npuliiplied by four and the adeisegions
to official quotation have been oQuintupled, The seeurities nowinal
value has remained practically invariable,

In spite of m=asures tsken by eompanies and Stock Exchanges
to reduee it (nultiple bonds, seftlement services, ete.), the problem
rensing and the final solution has been postponed,.

The pro%lem becumnns preater hecause of rwo faete:

~ The obligatory intervention of a publie agent in any
securities transaction, meaning in practice that all

Elnds of securities are reglstered bonds,

= The transactions in banks securities represent in Madrid
stoek e%chunge gpproximately a 50 per 100 of total
tyvansactions, snd this kind of eecurities are all
registered, in asccordance to legal precept.

2. A narrow market

In Madrid Stock Exchange the nominal wvalue of transactions
represents the following percentages upen the nominal velue of

gecurities adoitted to official quotation:



Public bonds 1,8 per 100
Privatce bonds 2,2 per 100
Sharee 2,1 psy 100
Total 2,1 per 100

In other Stocks Exchanges, these percentages ave =:bstantially
lower,

It must be said that there is not a real market in private
bonds because almost all issues are qualified to be aguived by institutional
investors {savings banks, Social Security institutions, ete.) forced
to buy them in order to cover officially iwposed reservee and
coefficients. Most of the transactions actually miade are due to
portfalic adjusfments of thesn inetitutions, or o declings lu
vnqualiified bonds.

Abont shares, in Madrid Stock Exchange, appruximatgly a 10
per 100 of companies whose shares are guoted represent three-
guarters of the total shares tramsactions., On the other hand,
there ate several important cumpanies whose shares are not quoted
in the Stock Exchange.

Institutional investors own nearly & 15 per 100 of gquoted
shares and &8 25,2 per 100 of shares and private bonds issued., They
hold alse an 89,5 per 100 of publie bonds.

The relatively scarce volume of operdtions in the Stock
Exchange ig probably due mzinly to the nature of the securities
investment in Spain, However, it would be interesting to invastigate
if there ara othar inctitutional problems such as legal or cuatomary

checks to the portfelio adjustwent of institutional investors,
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excegsive cost of the rransactions, fiscal inducements to delay the
sale of gecurities, ete,, which speravate the situation,

A problem related Lo the narrowness of the market ie the
difficulty in defining a guctetion whieh ig not foo srratic and,
ctt the other hand, does not depend on the dealevs' or financial
“authoritics's personal eriteria. So, & further f£ield of'inquiry
should be the market procedures to fix guotations, the convanience
or not of dealing through four regular markets (Madrid, Barcelons,
Yalencia, Bilbkao) and a number of authoriced dealers operating out
of them, the possibility of pooling in the market most of the over-
theacounter transactions, etc.

3. Centralization and decontralization ©of markets

A major problem due to the multiplication of markets is
the different regularions of securities transactions in each market.
Securities officially quoted in a Stock Exchange can be unofficially
deelt in other stock exchange, without observing the established
rules about making or changing quotation prices {(minimum veolume of
operatione to cﬁange it, maximum day-to-day changee and so on;.

4, ¥alture and functione of the securities market dealers

Both the Stock Exchange brokers and the licensed dealers
not working in & place with Stock Exchange perfora a number of
different functions in the meorcantile trade, being wost in the
nature of a public notary than a investment adviser or market
intermediary., It 15 felt that the diversity of their funetiens,
coupled with some leizal limitations to their securities business,
has somewhat distracted them of the organization and improvement of
the securities ﬁhrket; the existing wacuum with regard to

gecurities advice and mindpgewent is being filled by the commercial
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banke and szeveral privite entities {(depondent or not of the banks),
both of which are not Qubjnc: to any kiad of contrel 11 this respect.
Howawer, the Stock Excianges theoselves arve totally wanapged aad
contrielled by the licensed brokers,

It woulc ba interesting to have an EVHiuatiGu of the
C2ctual performance of the dealers, the possililities to lmprove
it in order to activate the securites mavket, and the convenience
of extending the basis of the diveccory of the Stoek Exchanze,
reflecting the transformations operated by the warket and the role

played by the insrdtutional investors and the husiness community.
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Persons Interviewsd

(& Partial Lisre)



Minisiry of Fiucnee

Sr. Juin Rovivde Terazong Undersecretary of Finatice

8r. Josgd VWilarasau General Director Financial FPolicy

Sr. Antonioc Rua Aggistant birectur

Sr. Raimunde Foveds Chief of Reozearch Department .
Sr. Joagquin Pulido Chief of Stock Eschanpes Division

Sr. Dionis{io Martinez Figral Law Specialiet

Madrid Etock Exchanse

Sr. Fedro Kodriquez Fonga Fresident

Sr. Antonio Sanz de Bremond Yice President

Sr. Jaime Aguilar Broker

Sr. Adolfo Prics Brukér

S5r. Javier Oyarzabel Broker and Dealings Manager
Sr., Manuel De La Conmcha Broker and Clearing Mandger

Hank of Spain
Er. Angel Rojo General Director Research Department

S5r, Martinez Mgndez

Sr. Antonic Sanchez Pedreillo

Bank Urqui jo -

Sr. Francisco Ruiz Jarabe Vice Dirvector, Chief Securitics Division



Bank of Bilboa

Sr. Jase Manuel MeRioz Cortds Subdirector
Sr. Joaquin Cayusla Verges
5r. Jose Luis Eadiola Vige

St. Fermin Lacanda

Benoe Espanol de Credito

Er, Jorge bBrosa Falan Director Genersl

Sr. Pelix Muelas Medrano Divector of Foreign Departsent

Sy. Jog€ Antonio Sudrez F.-Eguia Director Geaerzl

Sr. Julian Tiemblo Associate Cepeval HManager

Relations

Hispanibee, S.A. « Crecinco

Sr, Joaquin del Castille Montalve Member of the Board
Sr. Alejandro Uriarte Pied Director Of iInvestments
8r. Jorne Camio General Manaper

Sr, Castillo Serfige

ChTGSLaY Gt Sobzinw Direcror [or Internacional rinancial
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Spaniesh Fodorntion of Savines Banks (Ahorrofoad)

Sr. Marceling Poo Ceneral Vice Director

Er. Eusebic Morales Financial Analyst

University of Madrid

Sr. Josd Mariz de la Cuesta Prafeszor of Commercial Law

Banif, S5.A,

r, Juan Antonic Ruiz de Alda Mamlber of the Board

Sr. Carles de lz Crus -”Hénaging Director

o ]
Compania Tolefdpica

Sr, Luis Garcia Velarde - Financial Manager

Sr. Fernando Asin

Gestinbao—Geshancaya

Sr. Eduarde de Aguirre Alonso-Allende Financial Director
Sr, F€lix Herrecro Suazo ST Hecretary General
8r. Alvaro G, de la Rasilla y Pimeda  Subdirector

5r. Dupla

Corredores de Commercio

Sr, Joaquin Maldonado’ Almenar President
8r. Aveline Moya Torres : Vice President
Sr. Ernesto Machin Sanchez Correder
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Asland Cement Co.

Sr, Joaquin Zueras Ablzands Directer of Finance

Catalun Gas & Electric Coppany 5.4,

§r, Jond Cervera Bardera Directar General

Catalyns = Oceldente Inourince Corp.

5r. Jesug Serra General Manager

Sr. Javier Villavaecchia de Delds Pirecror General

Bank Moa Sardd

8r. Jogd Maris Mas-Sardd Sells ’ President

Sr. Juan Ballent Rosich : Director Securities Dept.

Inversiones Mobillarias de Calas de Ahorros

S5r. Enrlque Cagany Cortada Director General

Industriz]l Bank of Cataluna

Sr. Enrique Bonmati Director of Public Relations
Sr. Amadeu Juan Gomez Borss

5r. Constantirc. Gomez . Tuaresz

Gesfondo S .4,

Sr. Ramon Trias Fargas Hewber of Board
8r. Jorge Fetit Fontsere Director Generzal
Sr. Ramon DeOlano Moliner Subdirecter of Investments

8r. Jesvs Lladd F-Urrutia Counsel



Barcelena Stock Lxchanae

S5r. Javier Garcon

Sr. Javier Ride Ruis

Sr. Franciseon Fermander Flores

Sra, M2 Angeles Valiwve Ribera

Sr., Jorge Flapaszdemunt
Tabanca

5r. Haximo Fetnandez

Sr. Carlos Grag Petit

Saeco

§r.8aturnine Asloso Borrell
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S5r. Blanco

Presidoent
Broker
Brﬂqu

Broker

Secretary General

Couns=elor

Directar

- Director General



