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NOMINATION OF JOHN S. R. SHAD 

MONDAY, APRIL 6, 1981 

U.S. SE~ATE, 
Co:.nnTTEE ox BAxKIXG, Hocsrxa, 

AXD URBAN' AFFAIRS, 
Washington, D.C. 

The committee met at 2 :30 p.m. in room 5302, Dirksen Senate 
Office Building, Senator Jake Garn (chairman of the committee) 
presiding. 

Present: Senators Garn, D'.Amato, and Sarbanes. 
Also present: Senator Daniel Patrick ),foynihan. 

OPENING STATEMENT OF CHAIRMAN GARN 

The CnArn~.rAx. The Committee will come to order. 
~1r. Shad, we 1~re happy to welcome you before the Senate Bunking 

Committee today for your confirmation hearing,.;. I am very pleased, 
personally, with the President's nc"'irrntion. I think he has mndc an 
excellent choice for you to be ChnirL.. n of the Securities and Exchange 
Commission. 

I must admit I am proud that you are from my State, although 
I must be truthful and admi\ that I did not know that until your nom• 
i.oation came up, so I can't take credit ior getting a fellow Utahfl.n 
a nomination from the President. I guess I have to take it off my list 
of successes down at the \Yhite House though .. Although I can't take 
credit for it, I am proud of the fact that you are from our great State. 

. Before we start with your statement and testimony, if you stand, 
- I will swear you in. · · 

[Witness sworn.} · 
The CHAIR:\IAX. I am so used to being here alone today, I sat right 

next to Senator D' Amato and was going to igncre him completely. 
I will correct that oversight and turn time over to him .. 

OPENING STATEMENT OF SENATOR D'AMATO 

Senator D' A:.rATO. Mr. Chairman, I am partic~ularly delighted 
to have the opportunity to introduce John Shad us a nominee to the 
Commission .• John is a friend, although someone I met only recently. 
But to know John Shad is to know a person of quality, integrity, some­
one who exudes confidence, and something· that we need so much in 
this Nation, the ability to give of himself. · 

For the record, Mr. Chairman, Mr: Shad makes a great, great fi­
n.imcial sacrifice in seeking this· position. He epitoi:n~es excellence in 
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citizenship, not j11st rhetoric, \Vhen he mnkes the kind of fiI\ancial 
sacrifice, not only in terms of income loss on an annual busis, but in 
terms of the consequences of the divestiture that is required of him. 

It is certainly a pleasure to know John Shad nnd to consiJer him 
a friend. I nm sure he i,.- going to bring to the Conimission, as il result 
of his experience, ability nnd, reln ted responsibilities, great credit. 

This commii tee has been f iirnished ,,.it h det nile<l information 
nbout John's credC'ntial,.;. }.n<l I do not intend to list them nil. 

In summary, his di,-tinguishe<l career include,.; extensive experience 
in the securities industry, with concentration in the mobilization of 
~apitnl nn<l n wide variety of busine,.:ses,~ us well as service on the 
boards of directors of publicly owned corporation,;. I believe this 
experience will serve ~fr. Shad 11nd the Commi,.-,.-ion \H·ll. 

Of course, I nm delighted that ,John had the good sen,;e to move 
from a great State to a Stnte thnt has its own pride. "'e nre delighted 
that he hns become one of our ~rent resources. 

The CHAIR:\fA::\. 'We try to infiltrnte other States. !L,rnµ-hter.] 
Senator D'A::\IATO. John i,; a grnduate of the Uni\·ei::ity of Southern 

Cnlifomin, I-forvnrd Bu~iness School, nnd Xew York Uni,·en;ity Lu.w 
School. Ile will be dealing with nnd lending the Commission in a 
number of very controversial m1tttHs, not the len::'t of which is the 
nat~onal mnrket system, nnd ib implementation. I know it \\ill 
require H person with a great deal of wisdom nnd j11dgment. I nm 
confluent that .fohn Shnd is a good choice to head the SEC, bnse<l on 
his experience, his competence, and 1tbove all, his integrity. 

I know he will approach the,.;e issues with temperance, and will 
use nll of the resources nvai!nble to him to in,;ure that these contro­
versial issues will be resol,:ed in n manner tlrnt will reconcile the 
difl'erences and protect the national interest. 

I look forward to working closf'ly with :\Ir. Shnd on thi,; 11nd many 
vther issues. I nm proud to introduce him. . 

The CHAIR::\IA::-<. Pat, your tim.ing is perfect. 
Senator :\foY::-<IHAX. ~Ir. Chnirmnn, it gives me another opportunity 

to remind you that Xew York i8 where those people in Utah came 
from [Laughter.} 

It is a pleasure to welcome bnck--
The CHAIR~IAX. Kot all of them. Some of them came from 

Pennsylvania. 
Senator ~1oYXIHA: . The leadership. 
[Laughter.] 

STATEMENT OF SENATOR MOYNIBAN 

Set '~or ~foYXIHAX. :\fr. Chairman, I have heard my distinguished 
colleague, who hns spoken so wonderfully of John Shad, and we 
soon \\ill be calling him :\fr. Chairman us well. 

I \vould not detain you except to add that I think one of the special 
qualities that he brings to this work is a small-I have taken the 
liberty of asking about it-n. distinguished body <.·' writings in this 
field. Mr. Shud has not only been an irivestment bunker, but he 
has been part of the academic cornrriit'nity that seeks to understand 
the process ard to set it forth in wnys that are more accessible to the 
people. The kinds of things which in fact he will be doing as Chairman 
of the SEC. · · 
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The only question I hope somebody will ask about-he has a vi.ta 
that is startling in thnt he has been able to do so many things. It is 
disturbing in only one respect. The nominee, Mr. Chairrnim, is a 
member of something culled the N utional Republican Senatorial 
Trust. 

Has the Justice Dep11rtment Antitrust Division been advised of 
this? I didn't know there ,.,·us one. Does the Senator from ::\Iuryland 
know thnt there is one? I think I hud better leave that to your delib­
erations. It has been un honor to huve this opportunity to introduce . 
Mr. Shad. We look forward to working with you. 

Thank you, ~fr. Chairnian. ~ 
The CttAIR:.IAX. ';'hank you, Senator ~loynihan. 
~1r. SttAD. Senator ~foynihnn, I would like to express my sincere 

appreciation for your tmd Senat::r D'Amato's generous introductions. 
~~y.t1dopted home, New York State, is indeed fortunate to have such 
d1stmgmshed senators. · 

The CHAIR~IAX. Senator Sarbanes, do you have anything you would 
like to suy? 

Senator SARBAXES. No. 
The CttArn:-.1.As. Please proceed. 
Mr. SHAD. ).fay I make a few opening remarks? 
The CHAIR:-.lAX. You certainly may. 

STATEMENT OF JOHN S. R. SHAD, NOMINEE, CHAIRMAN, SECURI· 
TIES ANL EXCHANGE COMMISSION 

Mr. SHAD. In addition to the two <listingui::-hed Senators fror.i New 
York, I woul<l also like to express my nppreciation to Chairman 
Garn, the members of the committee, nn<l the staff for the courtesies 
extended to me in the preparatory period for the confirmation pro­
ceedings. 

My qualifications are set forth in attachment E of the Senate 
questionnai e. Senator D'.Amato has already summarized some of 
them. I would only add that over the past 30 years as un investment 
banker I have assisted me!:l.y companies in consummating billions of 
dollars of corporate financings, mergers, and acquisitions. I have also 
served on the boards of 17 publicly owned corporations which have 
ranged from small domestic to multinational concerns. Thus, I have 
some experience with the disclosure and corporate governance issues 
that confront both industry and the SEC. 

In this liti~ous a~e, I feel fortunate in not having been the s11bject 
of any securities litigation or proceeding by a Federal, State er self­
regulatory authority. 

In the course of recent meetings at the SEC, I requested the staff 
to review the Commission's files on the 17 publicly O\vned corporations 
of which I have been a director. There have been a few instances ir. 
which entities with which I have been flSsociated have been the subject 
of proceedings. However, I had no prior knowledge of the matters 
in question and neither I nor anyone under my supervision was 
involved. 

I -understand the SEC's General Counsel and the Enforcement 
Director have similarly so advised this committee. 

The CHAIR:-.IAN. If I could interrupt you at th11t point, Mr. Shad. 
May I compliment you on your forthrightness in bringing this 



not only to the committee's nttcntion, but requesting this ·yourself 
from the SEC. Let me re:1d pnrt of the text of n letter from the General 
Counsel of the SEC, nri<l then include it in ib entirety in the record: 

Dear Chairman Garn: In co\l!H'Ction with the nomination of John :0:. R. Shad, to 
be Commissioner :md Clrnirman of th1• Seeuriti<'" awi Exchange 'Commi,-sion, 
your ,;taff h:-.s n•qucstPd that I advbe yo11 cul!Cerning ComrnLc~ion ('1tforcement 
proceedings again::;t entities with which :\Ir. :::-had had ::orne relationships. 

They list them, and then: 
From a revh~w of the avaiJal,\e docum('nt;;: ir. th('s(' ca;;:e;;:, it app<'ar;;: that ~fr. 

Sha<!';; comluct was llPVPr a rnattPr of qu(',;tion ill an~· l•f tlw:<(' prnceNlings. 
l\lnreov('r it app('flr:< that 11011f, of th(':<P pr<•ct•1'di11g" fll\·olv"d p('r~nn:< und!"'r :'.I.Ir. 
Sh:ul';; :'Up!·rvi:<inti. :'I ir. :-:had L< 11flt 11ow th•' :<u lijl'ef of any Co111 tni""inn i nquir:i:, 
nor C'nfnrcP11wnt proCP('di11g. I h:1Y1· cor1..;11ltt-d with ~tanlr··; :0-:porkin, thP Dirc·ctor of 
the Divi<im1 of Enforcernpnt, who cnnc11r:< i11 th«:'<' C<nclu.'iNh If I can be of 
furth<'r ussbtanc<', do not h(•:<itate to enntaet hl<'. 

That will be mnde a mntter of record, nrnl tlrnt letter came as 
a request from the committee, nnd we appreciate this. (Seep. SS.) 

Please continue. 
!\Ir. SHAD. Thank you. In con<'lusion, I woulcl like> to nd<l that 

my present detnilf>d knowlNl~e of mim~· of the complex iss11es hefore 
the Commission is limited. I lrnve much to lenrn, bnt I bring to 
the position for whi<·h I have been proposell, :)0 ye:lrs of experience 
in the seeurities industry, nn honC>st, opm mind, and :1 dC>sire to 
properly disclrnrge the rl~sponsibilities of the office. Th:mk you. 

The CnAlR'.\!A~. I am impressed th11t you could be in business 
:)Q yenrs and .not be sued for sonwthirn!. [Lnu!!hter.l · 

1fr. Shnd, the committee hih received from .Fred Fielding, Counsel 
to President Hengnn, n letter ,concerning the terms of office to which 
you hnve been nppointed. I 'rnuld like to r<.'ad that letter into the 
record and make certnin that we understand that this is comistent 
with your intentions: 

Mr. Chairman, thi,; is to rxplain and confirm th<' Pr('~i<1 nht's intention;; with 
fC'gurd to thP nomination of John 8. IL Shad tt1 be a lll('IJ1hl· of the Securitic:< and 
Exchange Cnmrnis,;ion. lfo has l>ePn uominntNI to fill th!' f('Jl1:tindPr nf the un­
expired term of Harold William,; and on June ;), Hl81, to ;;ucce<'d intn the term 
expiring June 5, 198H. :\Ir. 81tad ha,.; no-red to re,.;ign on JunP 5th, 1981, the term 
expiring June 5th, 1982. It b the Prc•"ident',.; intentinu to uccrpt that 1·p~ign::ition, 
thereby allowing :=-.lr. Shad to i;ucceed into the full 5-year term expiring June 5, 
198G. 

Not only for your nnd my understanding, but the understnnding 
of the committee, of cxnctly what the President's nominntion means 
in terms of these two different situations, is that con:;istent ,~·ith your 
understanding? 

Mr. SHAD. Yeg, I nm being nominated to be confirmed to serve as 
Chairman of the SEC until June 5, 1986. I will serve until June 5, 1981, 
under Hnroid .. Williams' unexpired term and then succeed into the 
term expiring on June 5, 1986. 

The CHAIRMAN. We will also include that letter from :\fr. Fielding, 
Counsel to the President, in the record. 

[The document follows:] 
THE Wan.:: HousE, 

Wa8hington, April 1, 1981. 
Hon. JAKE GARN, 
Chairman. Cnmmitft'e nn l/a11l.-ii1g, l!o11si11g, and llrban.. Affairs, TJ.S. Senate, 

Washington, D.C. 
DEAR MR. CHAIRMAN: This is to explain and confirm the President's intention.<; 

with regard to the nomination of John S. R. Shad to be a Member of the Securities 
and Exchange Commission. 



~r. Sharl has hecn nominated to fill the remainder of the unexpired term of 
Harold Williams, and on June 5, 1981, to :;uccccd into the term expiring June 5, 
1986. 

Mr. Sharl ha;;: agreed to rcsig:1 on June 5, 1981, the term expiring June 5, 1982. 
It is the l'r•!:'idt·nt'5 intention to acoept that rc~iguation, thereby allowing Mr. 
Shad to :-;uccced into the full five-year term expiring June 5, 1986. 

Sincerely, 
FRED F. FtELorno, 
Coumel to the President. 

The CHAIR\!AX. 11r. Shad, in your stntement filed v.-ith the com­
mittee, it is my understanding that you will resign from all positions 
which might conflict with your responsibilities at the SEC; is that 
correct? 

!\fr. SHAD. That is correct. 
The CHAIR!\IAX. Additionally, I understand that you have agreed 

to sell all of your finn11cial interest in E. F .. Hutton within 120 <lays of 
taking the oath of office mid transfer the balance of the securities 
owned by you mul your "ife into qualified diversified trusts and 
qualified blind trusts; is that correct? 

Mr. SHAD. That is co1Tect. 
The CnAIR:'.rAx. Will your dependent children's shur.·s be disposed 

of in E. F. Hutton'? 
Mr. SHAD. Yes. 
The CHAIR;\L~~. You \'.·ill recuse yourself from all matte;-.s which 

directly affect E. F. Hutton until you have completely diverted your 
holdings? 

Mr. SHAD. Yes; as set forth in attachment G to the Senate 
questionnaire which is included in the record. 

The CHAIR::'.IAX. And you will recuse from companies that you are 
presently serving as a board member? 

Mr. SHAD. Yes; us set forth in attachment G to the Senate 
questionnaire. 

The CHAIR::'.IAX. You own securities in at least two, but possibly 
three companies which represent too high a percentage of your r.ort­
folio to be ir..cluded in the qunlified diversified trust. Are you willing 
to place those securities in the blind trust or reduce the holdings to 
the required level in order to avoid the appearance of conflict? 

Mr. SHAD. Yes. 
The CHAIRMAN. Additionally, when nppropri.::.te, are you willing 

to recuse yourself from any decisio11s which would directly affect any 
of the companies whose securities will be placed in the qualified 
blind trust until you are notified by the trustee the market value of 
the holdings in the particular company is below the acceptable 
statutory level? . 

Mr. SHAD. Yes; as set forth in attachment G to.the Senate question-
naire. . 

The CHAIR::'.tAN. It is also my understanding that you and your 
wile \vill b2 resigning from the positions as trustees of previously 
established trusts and that independent trustees will be appointed 
and be given tLe power to manage and control the trust assets. Is 
that correct? 

Mr. SHAD. Yes. 
The CHAIRMAN. It is my further understanding that you will 

receive a waiver of disqualification "\\'ith respect to certain holdings 
of these trusts; is that correct? · 
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Mr. SHAD. The waiver has· been re:iuested. I do not know the 
status of it. I will comply. 

The CHAIR~IAX. You ·will not retain your affiliation with any 
grvup or organization which would create an appearance of conflict 
of interest? 

Mr. SHAD. Yes; I will not engage in nctivities which I viev.· to pose a 
possible conflict of interest. · 

The CHAim.IA:'.'{. Do you presently have any arrangements under 
which you will receive compensation niter y<)ur confirmation'? 

}.fr. ShAD. I ·will re(;eive tennination compen;:;atiC\n in conformity 
with mv firm's practices. 

The CHAIR:.\TAX. No ongoing? · 
Mr. SHAD. I will be entitled to a pensio11, whieh i:; fully vested and 

.independently administered. It ,Joes not start unti: I reach 65. 
The CH~IR~L.\X. So you're saying you will not continue to be ~1ctive 

or directly hold nsscts thnt migh~ be in cvnflict with your position 11t 
the SEC', nnd thnt \\·hen nppropnate you will recuse yourself from all 
matters which \\·ould !111\·e the nppeimmce of conflict? 

Mr. SHAD. Thnt is con-ect. 
The CHAIR~rAx. And if confirmed, you would ll).!Tee to appenr before 

this committee nnd any other committees of Cougress thnt requested 
your uppearnnce? 

Mr. SHAD. Y r.s. 
The CHAIR~IAX. Senator Sarbnnes? Senntor D'Amato? 
Senator D'.A.:\IATO. ,John, nt the present time the Securities and 

Exchange Commission has in existence nn advisory committee to deal 
with corpornte 1.:ommunicntions questions. I hope' tlwt you \•·ill under­
take to see that that advisory. eommitteC' :tddresses that question 
promptly. Are you familiar with that? 

:Mr. SHAD. I am not very familiar with it. It is my impression that 
it deals with the problem posed by share's thnt are held by securities 
firms for the beneficial owners. Does the question concern beneficial 
owners' receipt of ann~rnl reports nnd proxy statements? 

Senator D1A~1.HO. That is correct. I would ask .that you address 
yourself to that question ns it hns begun to pose it.self ns a problem in 
two ways. Xo. 1, the inability oi the vurious corporations to communi­
cate quickiy and expeditiously with the stockholders, and second, 
the fnct that a great deal of money might be saved by the corporations 
without jeopnrdizing anybody's rights. 

Mr. SHAD. I appreciate the problem. It should receive prompt 
attention. 

Senator D' A~rATO. Presentlv there is before the Subcommittee on 
Securities S. 289, which woulcfimpose margin requirements on foreign 
investors using borrowed funds if they were purchasing significant 
quantities of stock in U.S. companies. The foreign investors would 
thus have the same margin requirements as American investors. What 
are your views on that subject? 

Mr. SHAD. I have nrit studied it, but it seems to fue that fairness 
suggests that foreign acquirers of U.S. companies should not have 
competitive advantages over U.S. citizens. 

Senator D'A:.rATO. One of the matters that the Commission has 
indicated should be reviewed, and I concur, and again there is pending 
legislation, is the matter of the Foreign Corrupt Practices Act, an·d 
this proposed legislation attempts to be more definitive concerning 
the kinds of allowable actions by American companies doing business 
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abroad. The current statute and how they should be- treated. has· 
begun to create and pose quite a problem to the American businessman· 
,,broad, as to whether or not certnin actions might some day be inter­
preted us criminal. Do you have nny views in that area? 

~1r. SHAD. As /OU have said, the business community is con- · 
cerned over these issues. I understand the General Accounting Office 
has also recently issued a report endorsing some of these concerns. 
I um also aware. of legislation proposed by Senator Chafee to clarify 
and limit the scope of the antibribery prohibition :md to commit 
its enforcement exclusively to the Jw;tice Department. The accounting 
provisions hnve nlso caused industry concern. The requirement to 
account in st;ch grent detail, they say could require the expenditure 
of $1 million to find a $1,000 qi.lestionnble payment. I do not know 
the extent of this problem. As mentioned by the General Accounting 
Office and others, I do feel the FCPA poses competitive problems 
abroad for American industry Translated into economic terms, 
thut means problems for American investors and workers, in terms 
of our abilit.y to conpete in the world economy. 

Senator D'A:'.\IATO. :\fr. Sha<l, it seems that the registration state­
ments and prospectuses used in the sale of securities today are get­
ting more nnd more complex, given to more detail, more minutiae, 
and the avernge investor is in mnny cases coming out more confused 
than ever before. 

I won't ask if you agree or not, but there have been a number 
of sugg~stions put forth to streamline these procedures. I am wonder­
ing if you would agree that maybe it is about time that we take a com­
prehensivP look in terms of simplifying registration procedures and 
disclosure stat.ements. Is that one of your concerns'? 

Mr. SHAD. I agree with the observation. Voluminous proxies, 
prospectuses and Iok's, carded with disclaimer statements and boiler­
plate, are of limited help to investors. Even security analysts and 
professionals find it difficult to sift through such material and form 
sound conclusions. 

I do not think it is entirely due to the regulations. I think it is 
in part due to the concerns of corporate attorneys, which cause 
some to more than comply with the regulations in order to protect. 
their clients. 

I view registration statements and Iok's as exceptionally us.eful 
documents, if they are well prepared; if they not only make full 
disclosure of material negatives, but also characterize the compacy 
in terms of its :(JOsitioil within its industry and also provide affirmative 
facts; so that mvestors can obtain a balanced vie\\'. This is an area 
that requires some work. The question is how to simplify and make 
disclosure documents 1nore informative and effective. . 

Senator D'.:brATO. Mr. Chairman, I would just like to conclude 
by saying that the more you speak to John Shad the more impressed 
you are with the fllct that he has the ability to handle a very sensitive 
area. I am delighted to have had the opportunity to exchange some of 
these thoughts with you, )fr. Shad. 

The CHAIR~UN. Thank you. Senn.tor Sur.banes? 
Senator SARBANES. Thank you, ).i:Ir. Chairman. . 
Mr. Shad, I wanted to touch on a couple of things in your personal 

statereent. Did you grow up in Utah? I say this for the benefit of 
the Chair. {Laughter.] · 
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Mr. SHAD. I wns born in Brighnm City, Utah. At nn early n!!e, my 
parents moved to southern Ctdifornin, b11t I spent my sum~ners in 
Utah for mnny yeiirs. I have a lnrge number of very clo,:e relatives 
that live there .. \month or ,:r ago, I vb;:ted a denr uncle there who \\·ns 
in a terrible ntttomobile acr~dent. Yes; I have clo:-;e ties to Uu1h. 

Senator SARBAXES. Yo•t were in the x.1vy in the war, I take it? 
::\Ir. SHAD. Yes. . 
Senator SARRAXES .. Arni then \OU W<'nt on to the IInrv11rd Busin~s 

School and from there to Xe\\" York, nnd thu.t i~ where you ha•e been 
since? 

Mr. SHAD. That is correct. 
Senn tor SARBAXES. I note t hn t Ht one point in your career, you went 

buck to l1rn· school. I tnke it you \\·ere in la\\· srhool nt tlw same time 
you were engaged in fall-time employment. Is that correct? 

).Ir. SHAD. Yes. 
Senator SARBAXES. \Vhat prompted that? 
::\fr. SHAD. \Yell, the other participant in that activity ;s here to,fo.y, 

my wife, Pat. We decided it wns more interesting to go to law school 
together in the evening, thim to watch television. [Laughter.} 

.As ft young investment banker on \Vall Street, I often found financ­
ings find merger,;; 1 hnd negotinted were not closing because of 
legal nnd tnx problei.·J. In order to recognize such problems earlier 
and solicit expert nclvice, my wife nnd I ntt~nded li1 w school together 
in the evening, while I w11s ,,·orking durin~ the day. It ha:. proven 
very helpful. I have not prncticed li1w, but I have eng11ged and 
worked closely with leading lnw firms. 

Senator SARDANES. New~\\·Pck, in its is::me of ~forch 9, had a. column 
headed "Serving up Shad for the SEC." It shows the lengths to which 
you go to get n cntchy headline, but anyhow, I wnnt to quote that a 
little bit, and it will lend me to some que::;tions. 
. A \Vashington securitiPs expert was appall<:d, by a surprisingly har;;h analysis 
in a report hy the Reagan adminbtra.tion'ic. transition team that advocat-ed a 
drastic rNluction of the ;;taff and enforcement activities of the Securities and 
Exchange Commission. If the recommendations ai·e followed, the skeptics fear 
the most highly regarded regulatory agency in W a;;hington might be undermined. 

It was with considerable relief that securities experts greeted the news last 
week that the administration nominated investment banker, John S. R. Shad, 57, 
to become SEC Chairman. In part, the appointment was a reward for Shad's 
service as Chairman of Reagan's campaign finance committee in New York State, 
but his credentials are impre>'!"ive. As Viee Chairman of the E. F. Hutton Group, 
Inc., he has built a reputation as a hard-work!n11:, straight,laced bu5inessman 
devoted to maintaining the integrity of Wall Street with tough-minded enforce­
ment \vhen neces;;ary. Given Shad's background as one of Wall Street's own, 
says Ralph D'Nunzio, President of Kidder, Peabody & .Comp:my: "John will 
have to work overtime to a.void the appearance of favoritism toward the industry." 

l\1y first question is, How much of a problem for you do vou think 
this question of. the appearance of favoritism toward the industry 
v-ill be? 

Mr. SHAD. I do not think it is a problem. I intend to do what r 
think is right-to discharge the responsibilities of the position for 
which I am being considered. 

The press may say, whenever there is an issue that involves H.e in-· 
dustry-and there will be m:my-"He is acting in behalf of the in­
dusfry," or some mig-ht say I am acting in the other direction. That 
cannot be prevented, but I intend to do what I think is in the national 
interest. 
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Senato. S.mB.\XEs. I noticed in response to the series of questions 
put to you by the dmirman t.hat you ':·ill! in effect._ in every :vay pos­
sible terminate vour eo11nect1011s or dtn.'st y<m~·self of your interests. 
To that extent. ·You will eli1uinutt>-both the rPulity and the appear­
ance cf nnv cont.i!lued im·ol n·ment. ls that correct? 

:'.\fr. :;11,\0. That is correct. 
Senator SARBAxi::s. ls the pension plan to which you alluded a 

separatelv administer:.-d pension fund? 
:Mr. S1iAD. Yes. It is not administered by my nrn1! but by the Bank 

of Xcw York. It is fully funded, and my interest, is fully vested. It 
does not start until I n:~ach n !!f: 65. 

Senator S.\HH.\XI·::-;. It would not start until aft~r your tenure as 
Chairman. unl(>S:'i you wC>re to hP back before a~ for further tenure. 
I <lon~t want to paint that blPak picture for yc:.i. but in any event it is 
beyond the length of term contC>mplated herC>. You wi11 not be serving 
ns Chairman of th<> SEC on the basis of this confirmr.tinn and at the 
same time he- drawin~ n pen::;ion from your former employment. even 
thongh that pension would be a fully vested and separately admin­
istered one. 

~fr. Stl.\D. That is correct. 
Senator SARBA~Es. I also note, with reference back to this artich;, 

and also to your statement, your extended invoh-ement in political 
contributions and political f undraising. I noted your reference-let 
me j~"t f.nd it-to this participation where you \Wnt on to state that 
nll thebe contributions \\-ere in complinnce ''ith the Federal Election 
Cnmpnign ~\ct. I simply wnnt to say th11t I think your participation 
in this sense politicnllv is to be commended und is not a basis for 
criticism. v 

I say that even though it is participation on the othP;· side of the 
aisle, as far ns I nm concerned. If highly responsible citizens such as 
y<;urself don't tnke part in the politicnl process, I don't know who is 
going to do it. Therefore, I do not preceive this nomination as a reward 
f~r doing that, and in nny event, it seems to me the important ques­
tions are the other aspects of your career and service. I ,~.ranted to 
make that point. 

Mr. SHAD. Thank you, Senator. 
Senator SARBAxEs. ;\ow 011e of the questions raised here _that I 

guess you will have to ivldress is foe question of tbe national market 
system. I wonder whether you want to make any comments on that 
question. 

Mr. SnAD. I could make an extensive comment or n very brief on'J. 
Whicr. would you prefer? · 

Senator SARBANES. \\hy don't you <lo the brief one to start ·with, 
and then we "ill see? [Laughter.} · 

Mr. SHAD. Well it is a very complicated subject to which I have had 
little personal exposure, but at the risk of oversimplification, I will 
summarize some of the iss..ies, ns I presently understand them. 

America has by far the most efficient securities markets the world 
has ever known. They are more efficient today than they were yester­
day. Billions of dollars of securities change hands daily and at ex­
tremely low execution costs, lower than in virtually any other area 
of the economy. 
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The nutionnl mnrket system is the linknge of all of the exchanges 
anrl the over-the-counter market, with the objective of creati.ri.g even 
more efficient miirket!:; for the benefit of the investing public. 

The 1i.sk i,; that this svstem will frnctionalizc the cmtrul mnrkct bv, 
among other thin~"'• di ... =erting ii substilntinl volume of trnnsnctions io 
upstuirs execution by major brokeruFe firms. This potential problem 
hns not ns yet been resolved, to my kno\\·ledge. 

I think some nre concerned oYrr the pos,.;iblity of such internaliza­
tion of brokernge trnn,.;action:-; nn<l nlso the lack of equality of regula­
tion. The specinlists nfilrmntiYe and negative obligations to maintain 
orderly markets nre not fully shnre<l by off-thc-bonrd mnrket maken;. 
If you re<luee the depth of the market and nlso do not have as broad 
respom;ibilities for rnll.inlt1ining orderly markets, us at prr;ent the 
question is: "Will it result in greater volatilitv, to the detriment of the 
investing public'? ~ 

Senator SARBA::\ES. You have been in ?\ew York for more than 
30 yeurs. What cttn the people in the industry who are regionally 
bused expert from you as SEC Chuirmun? 

:\Ir. Sm\D. There ure mnny strengths in the regional securities 
industry. They rnnge from the services rendered within local com­
munities to their role in economy. It is a broad question. If you 
would, amplify it. · . 

Senator SARBAXES. Do they have uny ret1son to think that they 
need fenr your chairmanship since fh.·:r might foel that you come 
with a very strong X ew York perspective or X ew York bins? 

Mr. SHAD. I would hope that the facts will demonstrate other­
wise in the course of my tenure. 

Senator SAR BA::"< ES. You would nnticip11te being sensitive to 
their concerns, though? How important do you see the role which 
they pluy in the overntion of our financial system? 

Mr. SHAD. I thmk they piny u ver_v important role, It ranges from 
small secmi.ty dealers throu~hout the ::\ation to the mnjor regional 
and nutionui exchanges. It is a total fabric of facilities to serve the 
investing public and industry. 

Senator SARBA::\ES. Sometimes they express a concern tnat they 
do11't have us much or feel that they don't hnve as much access 
to express their views and to be heurd out, und of course that concern 
is likely to be comrounded when thev see a Chairman who has come 
right out of Kew )' ork. ~ · 

'\\ ould you make a special effort to address that question of listen­
ing and of seeing the regional houses hicve access to the Chairman 
of the Commission to express their vie\\·s? · 

Mr. SHAD. I think thev should. 
Semttor SARBANES. ~fr. Shad, we have worked closely here with 

the Commission for a number of years now in their effort to con­
solidate their location here in Washington. And after considerable 
debate, a number of feasibility studies, it seems that that problem 
is on its way to being resolved. 

How important do you regard it in terms of the internal operations 
of the Commission? .And can we expect. that you will carry forward 
the effort to bring about a satisfactory resolu:ion of this mutter? 

Mr. SHAD. It is my understaridinf! that the four prior Chairmen, 
who include both Democrats and Republicans, have endorsed a 

• 
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new office building for the Commission because its present operations 
out of four disperse<l location'> nre inefficient. 

I understltnd u studv demonstrates that there would be about a 
$500,000 a yen.r direct 'cost saving nnd a multiple of that in indirect 
cost savings through greater efficiency, I do not know the new occu­
Rancy 1rnd other co~ts, but I hin:e seen t.i~e. be~efits of co!tsoli<lation. 
E. F. Hutton & Co. hud multiple foc1ht1es m lower ~lunhattan. 
Bringing them together in a single location dramatically improved 
our efficiency. · 

Senutor SARB .... :>:Es. You would agree that it is probably desirable 
on principle to group it all together, if thu.t makes economic sense, 
wouldn't you? 

~fr. SHAD. Yes. 
Senator S.rnBA~Es. What is your view on how we should proceed 

on the Federnl Securities Code, prepiued under the auspices of the 
American Law Institute-Professor Loss' formulation. 

).fr. SHAD. I hnve been impressed with the monumental accomplish­
ment of Professor Louis Loss of the Harvard Law School. He has 
consolidated into t\\·o volumes a virtual library of securities laws, 
re~lations and decisions. 

I understand thnt in its present form, the code has been endorsed, 
not only by the American Law Institute, which sponsored it, but also 
the American Bar Association, the SEC, and a cross section of State 
securities administrators. 

I have heard groans fro;n the 8EC bur over the necessity to relearn 
the citations with which they are so fomili11r. ~1y understanding is 
that there are few major substantive changes; that it is principally a 
codification of existing decisions nn<l reguh1tions, that it simplifies 
definitions and eliminat<'s conflicts nn<l overlapping ureas. 

It will take nn enorrr.ous amount of Congress time, congressional 
and staff time, to go through it. I do not know what will emerge 
from such a revie•,,·, but I believe it warrants serious consideration 
by Congress. 

Senator SARBA:-tES. Do vou think that the Commission, under your 
chnirmanship, should bebrl'n a review of the code and its position on 
it? Or so you think the position it has heretofore taken is acceptable 
and should remain the Commission's position? 

Mr. SHAD. ~1y impression is that it has been given great deliberation 
at the Commission. I know of no materiitl opposition from those who 
have spent considerable time revie,ving it. That suggests to me that 
it should be pursued in its present form. 

Senator SARBANEs. What is your view on the question of jurisdiction 
over options and futures trading as far as Federal regulatory agencies 
are concerned? 

Mr. SHAD. Between the SEC and the Commodity Futures Trading 
Commission? · · 

Senator SARBANES. That is the one that leaps to mind, obviously. 
[Laughter.} 

!vlr. SHAD. It is an area in which I have hnd no direct involvement, 
but it seems to me that if you are charged with regulating the cash 
market, you should have some responsibility for the derivative market. 
One is a function of the other. It is an.area in which I have to learn 
more. I have not dealt in options or futures, as such. Nor have I had 
administrative responsibilities in this area. · · 



12 

Senntor SAHBA:-:E,.;. :-'o vou wo'!ld approaf'h it with 11n imJh>riant 
unalvtital dist i1H't i<>n ,\·it!; respef't to what tlH' hasi1· 1m( !Prh·in!.!' mar­
k~t fs~ is thut correct? 

>.Ir. :-:iHA 11. Yes. 
Senator'SAIWA'>:E:-". Lnst Year tl11· ('ornmission transmitted sonw 

leg-isl:ttion to thP ( 'on!.!'rcs~; d(•alin!,! with t lw <plPstion of tt>ndPr oli'<'rs. 
\Yhat is your yjp"· on that issue? \Yo11ld ~-011 rx 1H•d tlw ( 'ommi::-..,ion 
to <'ontimu• to p1trs11e tlH• rnattN'! "'hat do yon think is nN·Pssarv, if 
um·t hin!!'? · · 

';-.Ir. ~llAI>. I am familiar with tlw \Yi1liaim: "\<'!, of f'.f'1tr,.;(', hut not 
with thP proposed lc!.!'islation. 

:--~nator SAHBAXE:-:.. ~ly time has ('Xpin·d on this round. I will d<·fr1 
for Just a moment. · 

Tl1c> <'11AIH\!AX. >.Ir. Shad, motwy market funds hn\·e he('onw a 
signifi<·ant factor i11 the finatwi:il system. It hns lieen S\l!.!l!ested th,•y 
should lw su Ljett to more n•).!11!:1 t ion than is now t !1<' r',t: <'. \\" e disf'ussNi 
this at great l<'n;rth this mornin!.! \\"ith Di<'k Pr.1tt, tlw nominee for 
the Federal IIonl(' Loan Bank Bo;!f!I. 

I don't want to !.!N into thP wholt• rc>petition of this mornin~'s henr­
ing hut many of thesP i..:.:-;tl('s :iris<> "·ith rt>spPct to money mnrket funds. 
They are really lwyond t\1(' SE( ··s jurisdiction. Tlw fnnd:-; n:·e n•gnbt­
cd hY the ~E< ·. Do \'<Jll helieYe the rno1H'Y markt•t funds ar<' now ad­
equt1tely rc>7ulatc>d ·from the stawlr:>int' of in,·estor protection'? 

~Ir. SHAD. I do. l nppl'e(·i<tte thnt some ha\·p rai:-ed qut>stions ahout 
reserYes anti other requirenwnts, hut I \\'onde1· if tlll'se are not efforts 
to balnn<·e the <:om pet it in• :tsper·t:-; of the funds with 1 hose of the say-
ings and loans and st1\·ings b:mks. · 

The CHAIH\L\'.\, That is why I asked ~·011 t lw question nbout pro­
tection. It i;.; :mother issue on wlwt lwr t lwY are im·ol n•d in banking 
function,.; or not, whid1 is not within the ~E< ''s jurisdiction. But i't 
follows then, the que:-:.tion: \Yhat i:-:. yo11r opinion ahoui the appro­
pri:1tc degrer of reg11lation C1f mo1wy market fnrnls and <"Ompeting 
financial prod11et,-, ,-uf'h :1,- the thrifts that yon j1,st mrntioned·? 

~Ir. SHA 1>. Could you plensP amplif:v t lw question'? 
The ( 'HAIH\L\:'\. Thrre are olH"ionsly two wavs you can solve the 

problem. And I :im sprcifically iooking :tt theni getting involved. in 
third-party, checkwrit ing transaction accounts nnd things of that. 
nature. 

There nre oln·icusly two \\'ttys to do it. You can pli1ce reserves, 
regulntions of one sort or another that nrc similar to the financial 
institutions, 0n money market funds. Or you can rPclnce regulation 
on· the existing finnr11.:ial institutions, the thrift;:;, so thnt you are 
redressing the competiti,·e in balnncc thnt is caused by Government 
regulation. 

~Ir. SHAD. I fornr reducing the burdens on the thrift institutions, 
but I think the rwoblem is that there is not enough time. I think the 
se\·erity of the problems with which the thrift industry is confronted 
necessitnte fairly immediate response. 

The CnAIR'.\IAX. You ,,·oul<l feel in the longer run that derc!!ulution 
is the better answer, but in the short run it would be necessary to 
place some ndditionnl restrictions on money market funds? 

Mr. SttAD. I would not go in thnt direction yet, th11t is, to put re­
strictions on the competitive ability of the money market funds. 
There nre other alternatives. 



From n broad perspective, some fmanci.11 irstitntions nre in difficult 
circumstances today, in \>art btc:rnse of the regulatory bunlens under 
which they have had to ahor. 

Xow, are you <~oic;; to impose ndditionul burdens in another area 
to deal with tl1c problems ciiused by previous hunlen:;;? How long: does 
this go on'? Is more and more reguli1tion the solution to problems 
created hy past regulations'? 

Resen·es an~ a possibility, but I note that some money mnrket 
fun<ls nrc increasini.dy investing in smallu CD's that ure ·covered 
under FDIC insur .. nce. They n:-e also directing money into regional 
banks nnd nre n source of l:1rge deposits, certificates of deposit. to the 
thrifts. In some cases, they are direeting money out of the money 
mnrk~t centers into the regional banks around the country. 

The CHAIR:\IAX. I won't press you furth<~r on it, because basically 
what I am talking about is without the jurisdiction of the SEC. Ar..<l 
us I announced this morning, we will be holding some wry detilile<l 
hearint,'S within a month on this nnd 0ther regulatory problems 
within the whole financial communitv. 

Do vou belie,·e thu t the Federnl Government should set stundar<ls 
for determining the kinds of peoples who serve ns directors of publicly 
held corporations'? 

).1r. SHAD. I have a problem in the corporate go-:emnnce area. 
The Supreme Court hus held that n breneh of fiduciary duty by t1 

director is a matter of State law, not. Federal. In tbis urea, the SEC's 
authority, i~ . .;enernlly limited lo requit-ing disclosure. Some qtiestion 
whether the res:ilts to date have been n1ore form than substance, 
and whnt the longer term conseqnenee,,; will be. Perhups there v.ill 
be long-term benefits. I um not snre about thut toduy. I have more 
to leaxn about corpornte governance. 

I um on seven Kew York Stoc:k Exchange-listed companies boards. 
I know that bo:i.nls do not function well its debating societies. I 
know you need ,..,·ell-informed men w·ho nre willing to devote their 
efforts to 11ssisting u company in a keenly competitive environment. 
I know that in some cases board committees nre "make-work" 
groups thn,t accomplish little. 

The CRAIR~1A::-;. I nm speaking in general. There hM been a lot 
more interest, obviou,,;ly, in directorships and how they are con­
trolled, more Government looking nt it. Certainly in the banking 
field we hnve the Bert Lnnce bill, which I happen to think was a 
great overreaction to the Bert Lnnle problem nnd interlocking direc­
torships nnd all that sort of thing. _\ml so, really, the question is 
Governmer.t hns looked ut it more cnrefully the lust few years. 
Do you think that has resulted in better corpornte directorship? 
Is there better performnnee us a result of Government taking a · 
closer look? 

Mr. SHAD. I have not seen n broad objective analysis of the con­
sequences of the Government's greater involvement. The opinion 
has been expressed that if we keep expnnding the time and the ex­
posure of dm.>ctors, we nre going to end up with judgr.1ent-proof 
boards of junior people of limited means. 

If we v.re going to keep demimding more and more time, more 
ar..<l more legal exposure, very successful men who have some- · 
thing to bring to companies are not going to be willing to serve 
on boards. · 
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There nre trndeoffs. Xothing is free. Where there nre benefits on 
one side of corporate goYernanc<', there nre priees that have to be 
pnitl on the other :-;ide. I haYe not asse:;sed the ri:.;ks nnd t'.1e rewards 
of thi.; effort. 

The CHAIR'.\L-\:'\. I would ugree with you. I remember several years 
ugo, before I eYer got into the Senntf', I agreed bec1111se I had ha<l 
a numlwr of yenr:-; of experience in the life ir..:-;unmce business to 
become 11 director of it :-mall !if e insurance company thnt wn:-. hnving 
some difficulties, to -take adnmtHg-e of mv back!!round and ex­
pertise in that area. The very first l»onrd meeting- I 1\itended I foun<l 
out we were bPing- sued, nm! I was one of tho,;.e being sued. I hnve 
not been on a corporate honrd :-cince. !Laughter.] 

The CH.-\IH'.\J.A '.'.. I \\ alkt>d in tlH'n' and wiis subject to exen1tion the 
fin;t duv :-comethin!! I had llf1thinl! to do with anti did not know nnv­
thing about, but f happened to he one of the· hoard members at the 
time. So, I agree in a very small way from that personal experience. 
You'll h:n-e to he -careful of wht-re tlw balance occ11rs or we ,;.enre 
some good people nway who could contribute to the succe:-;s of mnny 
busine-;ses. 

The Commi..:sion has taken sevf'rul :-cteps reeently to ense the burden 
of regulation on smaller businesse,;. :-;eeking to rai:-ce cnpitul. I pre 
vioush· have dise11s,.;ed on n number of ocea:-ions in this committee 
one of those initinti\·es, and that wa,.; tlw ere:\tion of form S--18. I 
have done thi,- with other members 0f the Comrnis-..ion. Form S-18 
crnnot be used for :-ecuritirs i:-;s11Pd by limited partnershin:->. 

As I nm sure you know, many is,11ers in \\'estern States lire in 
limitPd par ner..:hip form and are oq!ar.iz •d for energy nnd real e,;.tnte 
development projeeb. Should a mea,ure lik(• form S-1~, whi<·h ;._ 
designed to streamline tlie scrurities registrntion proees:-, be avnilabie 
to nll kinds of is:-cue,.; ruther than ,.;ettil'i! out a guideline t illl says vou 
crnnot do it with limited pnrtnershipA • w 

Mr. SHAD. I urn not familiar with the rationale thnt would ju;;;tify 
not making the equivnlent benefits nvnilnble to limited pnrtnerships 
as to compnrnble compnnies. 

The CHAIR~IAX •• \fter you beeorne Chnirmnn, I would appreciate 
it if you would look into thnt. I have mude the same request of every 
SEC Commissioner thut hns come before this committee, so I assume 
all of~ ou will be looking into it, and !-Omeday I v;ill get nn nnswer of 
why limited pnrtnerships cnnnot u,;;e the abbreviated form, I suppose. 

Senittor D'.:\mnto? 
Senator D' .b1ATO. I httVP a number of questions, nnd I'm wondering 

if I might submit them to :\Ir. Shad, und he would have nn opportunity 
to answer them in writing nt n li1ter date. 

The CH.-UR~IAX. We \\Onld be happy to do that. Do you have 
another question? 

Senator D' .:btATo. Just one ros;;;ibly on the question of market 
oversight, nnd the surveillanee system. 

Mr. Shad, if you would have nn opportu~ity to give us in the 
future-mnvbe nut even no,.,_--vour observutions ns to whether or 
not to go ahead. There are those~critics that sny of the system that it 
is duplicntive kind of effort, that the industry should be called upon 
to do this, we should utilize indu:-:try as opposed to hnving the Com­
mission, the taxpayers resources, to be the extent of some $12 million 
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thnt it will cost. I nm wondering, nfter you ure there for awhile, if 
you woul1l fo<"u" in on thnt and let us know \t;hitt your thoughts· nre. 

Mr. SHAD. I will. Thnnk vou. · 

The CHAm:-1..\:-.-. Senator Snrbanes? 
Senator S.\HBA'.'\Es. ).lr. Chnirmirn, perhaps I will proceed first 

to follow up Senntor D'"\mato's que,.;tion. It wa,.; not n subject that 
I had thouµ-ht of l!etting mto, but l will in view of ib being rnised. This 
committee nnd the ( 'ommission and the industry eng11ged i11 nn ex­
tended discussion, dinloi,! I think one mig-ht even c:itll it, on the ques­
tion of ).10~~. As t1 f'On:'equen<'e of all of thnt, the .mth1Jriz11tion 
requc•st of the Commi,..sion was reduced, on the premise thnt the Com­
mission would pro('eed \\·ith the tlevelopment of ~IOSS "·ith the stages 
tlwt tlrnt permitted, that that would give both the Conuni:--.,.;ion un<l 
the industry nn opportunity to better nsse,.;s the impact on the cnpa­
bilities of ~lOSS. I think there is an extended di,cu-;sion of tl111t in the 
legi,;lntive hi--tory on the at1thorizution legi:<lation thnt wa,.; an effort 
to re,; pond to all of the varioi1,.; cmH·ern,; that were expres,;ed. 

In view of that, 1 wondered whnt your po,.;ition is with the de­
velopment and implPmentntion of the ~lOSS ,-ystem rs ngreed upon 
in th(• e0ur,.;e of thnt 1tuthorization lcgi,.;lntion, by, I think it fair to 
sny, nil of the relevant pnrties. 

:\Ir. SHAD. I am not familiar with the nren,; that were re\·iewed und 
ngreed upon. I think the que,;tions 11i:e whether it is required for the 
SEC to fulfill it,.; cont-rressional mundnte; whether it j,; cost effective; 
nnd whether it i,; n <luplieation of the ~ew York Sto(.:k Exchange 
nnd other self-reg11lntory organizations' capabilities. 

If these que,;tion,; have alrrndy been re,;olve<l, I :".hould be nble to 
bring rnyst'lf up to date on them quickly. 

Senator SAHBA'.'\Es. You're not familiar with the modificnticns tlu1t 
were made to take into account ,;ome of the eoncerns that were mi,.;ed? 

~lr. SHAD. Xo; I nm not. 
Senntor SARBAC\Es. ""hntjs your view on ndj11sting the fee schedules 

of the SEC in a way desii,,rned to produce suffieient revenues to, in 
eff eet, off set the SEC budget? 

\Ir. SHAD. The SEC i,- pre,.;ently self-supporting, ns I understnnd it, 
to the extent of about 58 percent of its budget. The question is whether 
its fees shoukl be increasetl so thnt it will be more self-sufficient. 

The SEC's function,.; inufe to the benefit of more thun just those who 
are being charged. The SEC functions in broiul iireus of national in­
terest. It would seem to me nppropriute that some portion of the 
SEC budget be borne by other than just those who file registration 
stntements nnd execute securities transactions. 

Senator SARHA'.'\ES. Do you think the Commission's 'budget is· 
udeq uate to its 1 e,;ponsibilities? 

~lr. SHAD. Thut is n big que,;tion that would require a lot of work 
to iench a me1min!.('.ful conclusion. The SEC hns es::::entH functions 
in .the ntens of <li;-;closure, nntifrnud enforcement, nnd regulntory 
oversight. I have looked nt the expenditure,; for these activities, but 
I cannot say whether resources are being efficiently utilized or whether 
they should be ine1eased. I nm a totnl outsider at this point. 

Senntor SARilAXES. I wunt to nsk a c.ouple of general questions. The 
first is, whut is your genernl vie'\ uni\ evnluntion of the agency of which 
you,are about to become the Co.airman? 
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Mr. SirAI>. ! think it cnjo:rs great respect within the business, 
financial, and legnl communities. It is a proud agency. I also believe 
the vnst mnjority of busines,;men belieYe in compliance, not only 
w1th the letter, hut the spirit of the securities l1n1;s. Thev wimt to see 
those who lie, thc11t nnd steal exposed and pro . .-ecutcd. 't'hcv wiint to 
compete in n fnir enYiromnent in which the re·wurds go to those who 
deserve them. 

Senator SARBAXES. >.Iy second-first n specific question. \Vere you 
involved in or n part of the tt'nm that put togt'ther the trnnsition report 
on the Securities and Exchange Commission? 

~Ir. SHAD. i\o; I was not. 
Senntor SARIL~::\ES. >.ly genernl question then is, \\'hat is your view 

of that report? 
Mr. SHAD. I hnve rend the report. I mn looking forward to review­

ing carefully the con<:lu,;ions und rernrnmendations with the Commis­
sioners, the stnff, mid others who are thoroughly familiar with tli<.! 
issues posed. 

Senutor SARHAXES. \Vould it he fnir to sav that vou do not re~nrd 
tbe re1l0rt US providing H guideline or ll pat}l 01' H nlllp ns to how'you 
shoul< approach the Commission und its uctivities. 

Mr. SHAD. Yes. 
Senntor SAHBA::\ES. Cnn I enrrv that a ;,tpp furthrr and nsk 

wt.ether it is fair to sav that ,-ou hi;ve n sufficienth· detaehetl vie\V of 
the report so that it is i10t nt'('~'ssary to SJH'C'ifically <·!uestion you about 
va1ious aspects of its proposals tlrnt might have euu,.;f'd some concern, 
not only among )!embers of the Congress, but I think generally 
in the indu,;trv? 

!\fr. SHAD. Yes. 
Senator SAHHA::\ES. So 1rn1ddor the report. !Laughter.] 
What do you see is the relution,.;hip between the Commission rnd 

the States' authorities? 
:Mr. SHAD. )1y impression is tlwt they hnve had u generally favor­

able working relutionship. 
SenatorSAnBA:\ES. The legislation on venture enpital tlrnt w' passed 

lust yenr which involved a grent denl of the time and nttn1t on of tho 
Subecrnmittee on ~ecurities called for a Commission-sponsored <'on­
f.erence with both the small busine . ..;s nnd with the State securities 

. people. I wonder how importnnt n part of the Commission's responsi­
bilities you regard thn.t? 

Mr. SHAD. My impression it thnt i:-; wns not ndequntely provided 
for in the budget. Is that correct'? 

Senn tor SA RH AXES. You hnve ,;uffered budget cuts, und you are 
being given ndditionnl resronsibilities. That is one of tl:e problems I 
think the Commission has faced over a con,.;idernble period of time. 

Its budget and its manpower hns probably not been sufficiently 
adjusted, in vie,,· of the ndditionnl responsibilities placed upon it, 
something I frequently hnve commented to industry people. They 
should be as much concerned about this as Government, if not more so, 
because often it is the industry that cannot g-et a decision within u 
reasonable period of time in which to carry out their own activities. 
I think this goes to discharge the Commission's responsibilities. 
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Mr. Sn:Ao. You o.sk~d my '\'ie\\-s earlier concerning the budget. 
It L<; going to tnke n good der..l of time, in consul ation 'With the mem­
bef8 of the Commis,-ion, the stnff, und others, to determine how 
best to ui.i.lize the resources of the Commission todnv. 

Sen:i.tGf'SARBA:\ES. Tlw article I r~ferred to t•nrJier say:-;, in t11lking 
nbout you, dose associates say he want;-; to ease the reporting burden:-; 
the SEC imp<be,.; on publicly held companies, and thut he will support 
the Enfor<·i>nwnt DiYi ... ion zenlou:-> pursuit of corporate wrong-<loi11g. 1 
uss11me that i ... an accurate :-;tatemt>nt of your ohje<:tives, umong others. 

~tr. SHAD. I do not know the :-;ources of those quote:-;. I avoided 
discussions with the pre,,:s in anticipation of the,,:e hearini,,rs. How­
ever 1 would like to see the di:-;clo: .. t1re burdens reduced. 

Senntor b:\Rll:\:\Es. I assume you--
~1r. SHAD. By th:1t I meiln, I would like to :-0ee more effective 

disclosure. Di,.;dnimer registration statements, proxib, and lOK's 
are not ver\· illuminating to inve,.;tor,.;. I would like to see the dis­
closme mechuni,.;m lL.;e«I , to more eff eetivelv inform investors. I 
WOU)d IlOt S\H!;:?:est "Zell Jo11s" enforcement. Ze;t!ou,,:ness is not lleCes­
SUriJy good, bttt I think effective enforeernent is essential. 

Senator SARBA:'\ES •• \strong pursuit? 
l\lr. SHAD. I would like to use the word "effective." There .--hould 

be effective nntiframl enforcement. 
Sen11tor SARHA:"\ES. Do you reg'nrd, by nnd laq,:e, thr, enforcement 

activities of the Cormnissiun to have been effective? 
~Ir. SHAD. I have not hut! an adequate opportunity to form an 

opinion its to whether the enforcement activities could be more 
effective than thev have been. 

Senntor SARHA~Es. Genernlly spenking, would you :-;ay it commnnds 
respect, though, in terms of its enforcement in the protection of 
investors? 

Mr. SHAn. Ye . .-. The 0nforC'enwnt activities of the Commission 
hnve been widely refe!Ted to in the press nnd elsewhere ns the most. 
effective in Go,·ernnH?nt. But ,;ome have criticized such activities 
as henvvhnnded nnd overzenlous. 

Senutor SAHBA'.'>E:< ~lr. Chnirmnn, I come back to' the comment 
that ~1r. Shnd hus huilt n reputation as n hnrdwo1·king, strnitlnced 
busines,;mnn devoted to nrnintaining the integ-rity of \Ynll Street with 
tough-minded enforcement when neces.-ary. I also note, they quote 
you here, but mnybe that is not uccurnte either: 

Shad ill"i"t:< that hi,: goal" in lif<• arc le:irni11g, Parnilll!, and ~Prving. H(, has 
accompli:-lwd tll<' fir:-t two rath<'r neatly, and ht> had better lie preparNI for the 
third-namely, the ,;t•rving. 

This opportunity i,.; now here, nm! we look forw.ml to a wi,.;e and 
eft:ec~ive, Jt11lieious exercise of your powers a:-; Chairmnn of the Com­
mission. 

Mr. SHAD. Thunk you very much, Senator Sinbimes. 
The CHAIR~tAX. Thut's the kind of people we produce in Utah to 

Hend to :'\ew York to get things squared 11wny. We will sen<l you some 
more, too .. \J. 

I iust hnve two or three more que,-.tions, ~Ir. Shu<l. The Small 
Business Investment Incentive Act. was passed last yenr. It cont-tins 
provisions designed to ussure close cooperution between the SEC 
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and State seciirity regulntors in order to foster capitnl formllt.iqn nnd 
reduce nny unneces,;nry d11plication in Stnte nnd Federnl inw. 

Do you ni:,,rree that this is an important objective? 
Mr. SHAD. Yes. 
The CHAllntAX. I under;-;fancl that the Commission has adopted n 

type of exchnnge prol!fam !n order to enhunce the coonlinntio1i between 
Feclernl nnd Stnte regulntions. Do you support that activity? 

!\fr. SHAD. I nm not fumilinr with thnt nctivity, Senlltor. 
The> CHAIR~IAX. According to your nn..;wer to my first question, you 

proh:1bl~ would support th:1t in trying to.,, cut down the. overlnp nnd 
duphcnhon to coordmnte with State and F edernl regulations? 

~fr. SHAD. Yes. · 
The CHAIR~iAX. There hns been controvt;>rsv recentlv about the 

ability of the SEC to discipline nttonwy,; and iicco1mtnnt,.;. The SEC 
has a rule, rule 2(e), which permits it to ce>n;;ure or disqualify lnwyers 
who engnge in unlnwful conduct involving securities trnns11ctions . 

.Are yon fomilinr with the concerns which have been expres!Ord by 
some nbout the SEC''s rnle 2(e) which is used to di,;cipline attorneys, 
accountnnts, and other professionnJ,; prncticing before the Commission? 

;\fr. SnAD. Yes; I nm familiar with it. 
The CHAIR~!AS. ·what nre your general views nbout the relationship 

between nccountnnts, nttcrneys, nnd the SEC? 
Mr. SHAD. I understnnd the Commis,.;ion':-; stnff hns petitioned for 

reconsideration of the Carta/.Jolrnson case. I probably should not 
comment on mntte~ the petition mises since I m11y be involved in the 
rehenring of that cnse. · 

The CnAIRC\!AX. The Commission mnintnins nn office called the 
Directornfe of Fconomic nn<I PQlicy .\nnlysis which is responsible for 
advising the Commission on economic H"-sue,;. -

Have you had an opportunity to fnmilinrize yourself "ith that 
office? • 

Mr. SHAD. I have seen some of its reports. 
The C'HAIR~L.\.!1.·. You believe that mnjor Commission actions can 

be imrroved by wenter 11se of that kind of n re;:ource? 
~fr. SHAD. Yes. ~f y feeling is thnt it should be contributory to a 

broader perspective. An nnalvtical facility to develop brouc1 per­
spectives on the economy and 'the consequences of the Connnission's 
activities, is very de~irable. . 

The CnAIR)tAs. Mr. Shnd, even if you were not from Utah,. you hwe 
been 1m impressive witness todav, und I think the President has rr.aJe 
an excellent choice for this particular office. 

Unless you hnve something to add to the hearing, there wi I be 
some questions submitted to you for your response in writing. Is 
there rmything else vou woul<l like to udd? 

Mr. SttAD. Ko. Thank you, Senntor Garn. 
The CHAIRC\fAX. Thunk you very much. The Senate Banking 

Committee is ndjourned. . 
(Whereupon, nt :5 :45 p.rn., the hearing was ndjoumed.] 
[.Additional muteriul for the record follows:] 

• 
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STATEMENT FOR cor.1PLETION BY PRESlDENTIAt NOMINEES 

Name: ______ s_h~a-d ___ _ 
t...-...'T. 

John 
1r:u':J 

LR. 

Position 10 w~ch 
OC'.":":;i.ated: 

Chai:-::-.ao 1 Securi~1es and E~change Co=:: is Si g~~.~~~n,!ion: ---------
Date o~ birt~: 27 Jc:ne 1923 P1a=eoib1rth·____G-ir:Oa::: Cin· 1.':a:O 

•'"'"'"'"--,,-c_,co,..,o-. ..,--=~"°"'=- ·~--------
1/.aritai status· __ !"_,a_r_r_1_· _e_d ___ Full name of !>?O:.: ... e: ?z:::-i cia Pr;,.:.r: Shad 

Name a~= ages 
ol chilOren: Leslie Anne Shad (2.3), Rees ::d ... ·ard Shad (16> 

[duca~ion: Jr:s!i!ution 

Unive:-sitv of 
l':t.:.3-.:.4 

Southe~n Cali!c~nia 19~6-..::..L_ 

Ha:-\~a~C Ecsiness 

Schoo: 

U...: S~hocl :?55-59 

D!'~rees.' 
ffCfttve-:: 

LL.Er. 

021es O! 
der,r~ 

1959 

Honors and awards: Lis! belo"'· zt! scholars.hips~ fo'lows.,ips, honorary oe6rtw:-s, mil;ta:-y r'ledols, hono:.!ry scde~ 
memOe~hips.. and any o!her $pecia! recognitions tor O).'~s!a;i:fr1E; serv1ce m a-chievem~11t. 

Invest::"en}: 'Banker rf the Year f!972). F:.na:-ice Mas;~zine 

Feta Ga:;:";',a Sig~a (acade~ic hcnorarv) 

Phi 'Kappa Phi (academic honorary ... ) ____________ _ 

Uniyersit"· cf Southern~l:i fQrni a - Ct:.~ Laude 
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list be-tcw all memoe:-s":ips and c~ices held l"l profe><>iona!. fraternal. business, :K.hofarly, 
civl,. charita~le anC ether -organ•zations. 

See Attaci':::-:ent .~A.__ __ _ 

c..-:::" tietd 
(1~ .. "'t)f) 

Em;;-loyment recorc: L.is.t bel~ alt pcs:!iC'1S held smce ccllege, inc..ludinb !he ti~ie or descri?tio:1 cf joO. name- of 
e~.?lcy:r.ent. loca~io.-. cf .,..:orlt. and dates ot fnctus•ve er.:?loyment. 

!9E3 !:O ca:e 

1957-63 

T~e E. F. Hutton G~ou~ I~c., ~l"C~ investment 
Oar',~e:-s and C:-cke:-s; \'ice Presid€ntT"q63-
'" 0t. "'." .. <=eoic""' tr.:,..e ?>-psjrje.-.'" 10'-'--kC; 

Sh-.:arson, Ha ...... i 11 & Co., ?.:Ye; inves-:ment 
bankers and ~:-0;.-.e:-s: co:-pc'.:"a::e finance 
Associate 1$57-59; General ?a=tner 196n-62. 

_1._<l .......... _.Sc:•c..5 .. 7._ __ ......,.......:~~-jj:-.clcini; corc2~ corporate 
ac(!·~:. sit ions. 

Re..,,.nolds & Co-., !~·:; investment bankers and 
brokers; ccr?orate financings. 

1950-53 Shields & Co. , ::ye: investt:ient bankers and 
'""'""""-"--"-''"-----"""'~o~r~o~K~·ers; Acccun: ~xecutive 19)0-5!; 

Institutional Accou~t Executive 1951-53. 

1949-50 Arnold Bernhard & Co •• NYC; investment 
------"----.,,..,atlvi.'"S"e'r'S"~ec ... r ity Aualysi::. 

2. 
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lis1 any exp~rience in o:- Ctre:-:- ass.~::1at1on vdh recer2!. $!a!e. Or iocz.t g~oi;e:-n!T'e:o;!s. in­
cluding any advisory. c:>:-is.u 1 ta:1~. hcncrary or c:.'1t-r ~art·:ime ser.·rce o..- ?Cs.1t1ons. 

See A~rach.~ent B 

List t~e titles.. pubhs,!"H!~ a:--~~ ca~es. o~ tioc..~s.. articie~. repo'1s er O~he'." :;..:b:!st.fod r"'lateriab. 
you ~a ... e wntten. 

Co:::nerciai & ::~a~c~al Cn~oni~ie, 1962. 
+:::!..;_.ir;_a!J.Q~.$.!_£~:-.a.: ~ .-.:-:-;~ ___ ,fc.r (.c~;-~;;ies Gc-iA..?-;':;, ic. 

Cc==:ercial & ::~a~cial Ch~0nic1e, 196~ . 
..B.l..:.s...L'lees anC ~..- .... ?~.-.: E" 0:-_:•...-.,.;""l...,t:z:..Z...:S_n_f ~c--,·c.-

?ract:::..si.nt;. ..A·..: ... r-.s::.:.:.cte, l'1t'::1 • 
.!he ~a.:J.Cial......? .. e..:l i.; ::::...~.;; .cf_ "'-'{!.=;:€::.S 

Harvard s~si~ess ;e~iew, 196~. 
_s~~d~ "';(e~c.c;. .. .: s_:..._::.c:l_-?:-~;;::?;;~s 

List "!I memb-ershr;lS and otfit:es held in 2nd service!> rendered tc .an poi1ttca! ~rties or 
eiec.t1on committees Oi;nr.t: !!if" !a.st 10 yea~s 

See Artachoent C 

3 
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1tem1ze au pohtic.al tontricutions of S500 or more to a~y ,-.j,,.,i:::>:.;at campai€n organiU· 
tion. poirt1tat party. political actio:"l ccrnmi~tee er s.,~.1 .. ar e~My Curi .. ; 'he last eight 
years ano identify ~,-.e specific amo-u;.ts. Cates~ and r~;-:-.~s o~ t~e re-:ipients. 

See Attach~ent D 

State 1u:ty your Qualifo:2~ions to serve i:; the pos.1ti:m tc .... ~n:h yo;.; have been nameC. 
(1'1'11C:h s.htttj 

See At~8chrnent E 

rela!1onsh:;..::.: l. Indicate whether you .,...,11 ~ever alt c:~:-.nf:C!1.;r.s w1~:- y:. ... r :;.;e~e~t em;>toyer, business 
f1rrr._ as.sociation or crgan1;a!1vn f~ y~;; are co!"lflrmt:j ~t 10e $€.:-.att:. 

!! cc~f:.:-=eci, I t..:ill sev-e:- a!l cc1:!':ec:;!ons ~ith ::1v·present. 
em;:;loyer, exce;::it ::y ir.:.e:-es: ;i.r. a ::.:l}y \:es:.ed, qualitied 
.pe':'lsion fund aC..:-.iniste:-ed by the :Sank of :--:e;..· York. 

2. A~ tar es c..an be- foreseer., s~a~t ont-ie:::-t~r yo ... t-.ave- Ct",'f ~;a~.s af:~r comp~et1or go·,ern. 
ment $e~1:e to tPSt.:"!1e em!)loyr::ent. ;::~d1at1on o· ;:·a:t1:e ""1~~ your pre-viou~ em· 
p!oyt::r, tusmess f1 :n. atsoc12~iC'1 c~ o .. gani~a!t!>t\. 

3. Has anyboCy made you a comr- itme:-:t to a ice after you lea\!e t:o-wemment? 

No!'le 

4. Do you ex~c:~ to serve- the !uH term for which you ha1'e been a;;c;>ofnted? 

Yes 

4 
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1. Describe any financial arrar.ge;;,en~s o-r Ccferred co~p'!r.s.atfon acreements o~ o!her 
co:::tinving dealincs wi!h b~~rr.t::.s ass.o;iates, clients or -cus1omers wh:; .... a; bt' af· 
fected by policies w.~1c.h yotJ ..... ;di tr.flue-n,e in tr1e ;;-osition to wh1ch yo~ r:ave been 
nominated. 

None except an ince~est in a fullv ves:ed oualified 

pension fund. 

2. lis.t any investments. cbli~a:10:--s. i!a~1tit1es. or othe-r refatici'lships which might involve 
poten!ial confiicts c.! .r.-!erest II'>·:!:< tne posit.on to w~1ch you t.ave" beer. nominated. 

See Accach,~ent F 

3. Describe any busin.4!s:s re!atiO:"':S!i:;:., dea!ing er ftn2!'1c1a1 tr?nsaction (other t!'-.an tax· 
paymg) which ~·ou ha"e had Cv .. 1ng t~e le-st l 0 ~ears with the Fe-::er.;I G,:'iivernment. 
whe\her ior yours.cl~. en be~.a:~ e a cile"":!. o~ ac:t1n£ Ct$ an are-:-:.!, t:.at m;g~t i.1 any 
way constitute or "e5ult i"l a ~-?~s.»~ie cot">'hct o! interest w:!ti tta~ pos;!icn tc which you 
have been norn1r1a!eCL 

s 
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4. list any lobbying activity durinc the past 10 years in which yo~ ha~~ e:igaged for l~ 
purpose of directly or indtreclly 1nfh.1-encing !he p3ss.are. defeat er modification ·of 
any leg:isla~fon at the n·atioi-.al le,,,e: o~ governmr nt or a':e-=tin& ihe a:jministration and 
execution cf national Jaw or public poGcy. 

None 

5. LI;::itarn how you w~il tes.ol"e any oc:er:tsal conflict of m1erest t~a: r..ay be disclosed by 
your rtspo;,~es to the aoove ner.-:s. 

l. Give the ft;;; Cf':c.ts. of any civ1t or cr1rnin2l ProceeC1n.g in whrc~ yo.- wero-: a- defen:;far:t 
or any inq;.nry or invest1,;-zt1on ti"! a Fe-a~ra!, S!ato;, or IOC:i:s1 C!en"Cy in which you were 
t,"'Jf' s:.:b1e-=: cf tne inquiry or inves:1gation. 

She::>pan:l-?cJ:a.;:k ''· S':-.a:! a,-,.-'. 535 ?~~Ji "':.".: ~<'r:> • ., c:,·il 
Court c:: t:ne--clt\• c: :~e;..; ;o:--r:, C-\-!. :·..--;---;.-'", l~1E,, 

~-'~n~•~1~?--•~~~'_..c~1.a~i~-~·-~~y-,c~~-?~·~-~a~c-•~c~-~~---c~e~r-·~ . .i.:..C-:..O.Z'~~~~~ 
S3,300. . 

E!:"istcl t•. S!-iad_,_Distr:.ct Cot:rt of Dcn·:er, 1979· SlO 000 
clait:i for allegec da::iages to a re'1tec w;·. icie. Disr:.issed. 

2. Give the fun details of any proceeCir.g, l:'lquiry or- tr1ol'es.t1gat1on ':t any profe!.~ional 
as~otiation Jnet.uchng any bar z.~s.oc1at1on in ····mi::h you were !he subject o~ the prer 
ceeding. inQu1ry or investigation. 

6 
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List belo~ all ~e~berships and o~~ices held in ?~cfessional, 
fraternal, business, scholarly, civ~c. charitable and 
other organizations. 

Or£anization 

Invest::.ent Club (U.S.C.) 
Beta Gru::::ia Sig;:na 
Phi ¥..apF"a ?hi 
Alp~a KGp?a ?si 
Finance Club (P..3.S.) 
Ha~varC 3~siness Schoel C!~~ 
Ba:rvarc Club of ~.Y. 
Invest~enr Asscc. cf ~.Y. 
!;ew Par~ ~ining Cc::?any 
La\.."ye:-s Club 
:\.Y .~. Grad. Bi1s .. Schoo: 
Shea:rson Ba::::::ill Assets Cc:r?. 
K:'..:1.E;'s De?a:-t=ent Stc:-es 
B~:-t;::as~er Corp. 
Crip?leC & DisableG I~s~. 
inves~=e~t hanker$ Asscc. 
~l~in ~ational ~atch Cc. 
~o~isiana & Sou~he:-r. ~~:e !ns. 
\'ol';ts<;.;at.;en Insurance Co. 
Firth Sterling Inc. 
535 ?ark Cooperative 
Fair:ielC ?a=tne=s 
Defen~c O:rientaticn Con~. Asscc. 
Scudder D:io-Vcst, Inc. 
i;a vy l cague 
Pr~~t-Shac Foundation 
~-,11 St. Cl.ub 
l nive:rsit:v Club of i;ew York 
J:aufu.an a~d Broad, Inc. 
l'irsr. Liberty lnvestc.1 s 
Second Libertv Investors 
VICO lorp. • 
SS? Industries, Inc. 
Trian&le Pacific Corp. 
Katy Industries Inc. 
N.Y. Pla;a Cl1::.. 
American Ho•:,; ing l'artn, rs 
Elect1·0 Audio Dynamics 
Economlc Club of New York 
General Housewares Corp. 

Of!'~ce Hele 
(' & an'-) 

?:resident 
~er:-::Jer 

!-~e:=::.er 

~e=~er 
?~esident 
~:e:::':>i:::­

~e:=;?er 

~e=.":>e:-

Me:=:':ter 
Fac:.:.1ty 
:

1:..:-ec:cr 

l9t.6 to 1947 · 
1'14 7 to date 
19!.7 to care 
1<;~7 to date 
1948 to 1949 
19!.9 to 
1950 to 
:9s: 
1956 
1'160 
1961 
1%1 to 

to 
to 
to 

cat.:: 
1967 

to 1955 
1961 
1967 
1962 
1962 
1963 
1965 
1969 
1964 
1965 

)ir~ctcr 1961 to 
)~rec:cr 1951 to 
J..C•.·.. Cct:nse 1 196 2 to 
Co::::::entary Di:r. :965 to 
:i:.:-ectcr 
:r:.rec:.or 
Ji recto:­
~:.:-ec~cr 

·?res :dent 
Ge:-;.. ?art ner 
!·!e~·:>e::­

Ji:-ector 
~!e::~ber 

:::=ecto::-
!~e::?:>e:.• 

?>1ec:!:>er 
Director 
Gen. Part:ne:r 
Gen. Partner 
Directer 
Di.'!"e"':tcr 
Director 
Directer 
Member 
Director 
Di:::-ector 
Member 
Director 

1 S-64 to 
:~t.: 

196t. 
to 1968 

1971 to 
1965 to 1968 
1965 to 1977 
1965 to 1973 
19£-6 to 1968 
:%6 to date 
1966 to date 
1%7 to date 
~967 to 1971 
1967 t:o date 
1968 to cate 
1965 to 1977 
1969 to 1977 
1969 to 1977 
1969 to 1978 
1969 t:o date 
1970 to date 
1971 to 1977 
1971 to 1972 
197<. c:o 1979 
19.72 to date 
1973 to 1974 

(Continued) 
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(Con:: inued) 

N.:·.r. -:..a~ Alu=..~i Assn .. 
S::oc:-:h:-irlge Count=y Clt.:b · 
:Send Ch:b of :;ew Yo:-'..: 

o:::.cc Held 
(i:' a:w) 

Exec. C:or:;. 
nc:::~er 

~e=~er 

A-T-O Inc. Jirectcr 
Xe~ro?oli~a~ ~useuo of A~t ~e=~e!" 
U .. S .. !;a val 1:-:s::it:c~e ?~e=:,er 
!;.: .t' .. :A\.: Sch. Sect!"!'ities !ns::. Ad· .. ·"isc:-y F~C. 
!~ .. !". Cc::nty She:-if:'s j:::-y 
ScudCe:- Duo-Ves: Exc!"-.ange Fund 
lndia House (luncheon club) 
Shelle!"-Glo~e c~=?c=a~!cn 
G:-een~~ch Count:-y Club 

Director 
~e~Oe:-

Di. rec tor 
~e-;;!:>er 

Dat:Es 

ic-~ 
,,. .. J,J to 1977 
, c.-• _,,, [..,,; to 1979 
1 s ;~ ::o da::e 
:975 t.o date 
1975 to date 
1975 ::o 1977 
1S75 to 1978 
!975 ::o 1979 
197S t.o date 
1975 to date 
ic-o ..._.,/., to date 
1979 to date 



Ccve:T?:::"le:"l!. 

£>:;:e:-icnce: 

?ol:.. ical 
af i1iat:i_c:-!::-

List a~y experience in or direc: associari0n ~ith Fede:-al. 
S:at~, o~ local gcve!"'~ments, incl~ei~g 2~y a~vi~cry, 
ccnst~!tative, hc':':O!".?..ry o:- ct!-.e:- ~l.!rt ... t.i:::e se-!"'\."ice or 

pcsiticns. 

1956 

1967 

t;.S. Na·:;·; 
I'aci:ic 

se~~e~ to :ietuenanc 
anc ch:.o..c. 

(j.g.) in the 

Depart~ent cf ~cf~~se; Jcint Civilia~ o:-:entat~on 
C0nfe=enoe (one wee~); 

t;.S. A-:=.y i..~.!7 Co!:t.,:;c: :;.1:i0!1al S~ra:.et;y· Se::::.a:­
(ont weeJ.·.). 

L.S. A:::::y ~·a: CC"l:•.:~e; :;i?ticn.s.l ::-~:r 1_egy Sc-::i::a:­
(one ;.;~ef.:.1 • 

Depa=t:en~ of T~an~?C·r:a:io~; 
Passen;e::- Cc:-p. (";_":';t::-c(r.;'J), 

Acd so=:: ?anc,l. 

~a::c~al Rail=ca~ 
Fi:J.·a:t~ !.a: J.!1vrst:;er::. 

·c.S. ~;rtvy :..:ar Cc:~et;e: C·.;:-:-~:-:~ ~:.:-ate;~: Fc:-t:::. 
(3 Ca;·s) .. 

an ac~:_.,.-:- ies: !..5st all me::.be:-s:-:i':)S a:;!: !~:::ces he1d in and !i-~r\·ices 
rend~~~d ro ~11 ~~litic~1 ;a~:ies or elect~on 
co~~i::tees d-..:::-ing ~he last :o yea1s. 

Registe~ed Republican. 
S;:.ea'.<.er, Ne..- Yo=k Yocng Rept:'t:>!ican~, 19.48-52. 
Contributions ar.:i ft:nds solicitations fc~ Presidential 

c2nclitlates: De\..'.'e:·, Eise:J.hc·..;er, Gold~a~er, !~i>:on, ForC 
and Reagan. 

T=ustee, Republican Senatorial Trust, 1978 to date. 
Chair::ian, Reagan ~e~ York Finance Cor.imittP.e, 1979-80. 

BEST COPY AVAILABLE 
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A77AC:-~:::-- D 

:Al=ing the last eig~t years~ cc~~ri~utions ranging frcm 
$500 t:o SS,000 have Leen mad'= tc.: 

~ic~arC ?-!. r;ixon 
Geralc R. Ford 
Ronalc Reagai. 
t;c;.:ard H. Baker 
Ja:;:es Buckley 

Al!"onse D'Ai:iato 
Jaco'!:> K. Jal.'its 
Robert Pack*ood 
Jo!in G. To~er 
Ja::.es R. Thoc?son 

:;atic:-.al Repub1::ca!1 Sena~o:-ia1 7:-:Jst 
A-~-o. Inc. Political Ac~io~ Cc:=:.ittee 
Rep~~lican Senatorial !n~e= C!=~le 
?eCe~al Reo~~lica~ C~~~ 
rastside cCnser~a:ive Club 
tni:ec Re?ublicans 

!;one of :he ic:-e;c:~t: ccnt:-:.~:..::::_o~s \..'ere '!.n ':!.cla~ion 
c: ~~e FeCe=-al E:~c~:~~ Ca:::pai£n Act. 
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~~alifications: State :~11y your qua~ifications to serve in the positien to 
\.:?lich ycu have been named. 

As a!\ in·.:estt:Jent bafu.~er, a di:-e:ctor of seven New York Stock 
Exchange listed corporations (inch:cing a securities fir::i 
a:id an i~vestment cc:::?a~r), a =:.anager of sub;;tantial 
portfolios and a fo=e:r secc:-it:y analyst, retail and 
institutional account executive, l have had 30 years of 
experience in the principal incustries regulated directly 
by the Securities ar,d Exd":an;;e Co-:.ission, and '"'ith broad 
c:-oss sec!:ions of inves~ors anC issuers of securi:ies. 

As a re3ult ~f ha~in~ str~ctu=ed a~C cons~ated billions of 
dollars o: co~po:ate fina~~i~gs, ne=gers a<ld acquisitions 
and having served on the boards of seventeen putlicly owned 
co~pc~a~i~ns (ra~~ing f~c~ s~all dc~estic to large multi~ 
national concerns), l a= also fa=iliar l.o:ith O?erational, 
~ina91cia'!. and :regulatory proble:::s in a n~!JP.r cf industries. 

1 a':n a g:-aduate of t.:ie L'~i\·ersity cf Southern Califcrnia, the 
H.Z!."'\.~a:-C 'S:!s:.ness Scbo.:>l anC !;e-..: York University La~~ School; 
have aCC:-esseci legal, b~sines5:, iinaccial and academic groups; 
~=~~~e~ a~ticles on ~e:eva~t s~~j~cts; anG participated in 
fina~cia~ a~C frcono~:c·~eetings he~e and in eastern anC 
weste::-:-i ::~rope, La~:r. 1-..-:;-,e:-ica, Af:-ica~ the ?-!iddle and Far 
East. 

The icret;cin£ experien~es have ·CC'~\·inced me t,hat in orde:- to 
oair.::ain c~r cc::::pet~::ive ?cs:::.c~ in the wcrlrl C0:::cunity 
and icpro\.·e ot=:- sta:rdard c: li·:i~g, ,.,.-e ·me.st accelera!:.e oi:r 
rate of ca?i~al fo'"r=.at:ic·n by: r:-o\·iCing t;reater incen::ives 
to sa\~e a!'lc! invest; :-ec!ucing ot!r r~gulatory burdens; a':lc! 
caintai'1irig investors' co:.fidence in.our oublic carkets 
throubh effective disclosure and anti-fra~d enforcecent • 

• 
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2. List any inves~~en~s. c~l: 
relaticnships ~~~ch ~:g~ 
of interesr ~~~h t~e ?OS 

no:uinated. 

a~ic~s, lia~~:ities or othi? 
-;.~,,~ pot€:-ttial conflicts·~ 

:~o:-. to ;;hich you have been 

! a~ an officer or Cirec~or of: 

Vice Chairman anc a DO.recto::: c: the E. F. Hutto:i 
Gro~p lnc. z:id !:. ?. H·.::tc~ &. Compa!1y Inc. 

Director, A-7-0 !:ic. · 
Directer, Katy lnC~st~!es, !nc. 
Di~cctor, Ka~f=aD a~c B7caC :~c. 
Director, ?ra~:-s~aC :o~:ica~ion 
D:.=ect:c:-., Scud~e:- ::·..:o-':es: I:ic. 
Directer, Sc·..:dcer D-..:c-\'est Exchange ru:id 
Di:-ecto::-, 57;e11e-=-G;.::-:,e Ccr?. 
Directc~, T::a~&~e ?a=~:ic Ccr?. 

A-T-O Inc. 
A::ierican Rous~~b ?ar~. 
A~lantic Rich:ie:C 
B~o~71ing ?e~~is :~cs. 

Cash Reserve ?-'-6: ~ =~:1·= 
C!'ir:Js !.e:- ~i:'lc :. 
Cha?a::-::-al L;:d. 
Citico::-;o 
Clar~ E~~i?~ent C~. 

Craig Ccr?. 
Crow,. De:~·..:are r.ssc.:.~ 

Data Genp~al Co~~. 
De Ll!>:e C:-.ecl-:. ?:-i:i't£::-s =---· 
Eastoan Koda~ Co. 
East S~roccisbet'~ r.ssc,c. 
F~ench Apa~~~ents 

£y.xon Ccr;>. 
Fraoingp=i=te hssoc. 
Gen'l Relns. Co::-p. 
Georgia ?aci:ic Ccrp. 
E. F. Rut:t:on Groc? Inc. 
Hyste::- Co. 
Indian ~ells Drilling 
Intel Cor;>. 
I.B.M. 

t:aty !nC. 
Kz-.;:::.an & ?..:"oaC Inc. 
Last Chane~ Fund 
:.eve=nge ::-:le! Bost.on 
E!i Lilly Cc. 
~:a::- :ier:-a ~nc. 
!-:::;; Ci l Co::-?. 
:: .. ·:·. ~!~ni. Asst .. Corp. 
~.Y.S. Jax A~ticipation Ne~~ 
~.r.s. Gen'! Obligs. 
o yracuse :>.! bonds 
r:o~thga:e Real~y Inv. 
O~ic:-on F~l~s !nc. 
?avless Cas~wa~s Inc • 
.Pfizer Inc. , 
?utna=. Ir.le Fund 
Rayche::i Cc:::p. 
Ravthecn Co. 
SSP lnc!. Inc. 
Schlu:nberger Ltd. 
Scusider D-.:o-Vest 
Sheller-Globe Corp. 
Sigma Aldrich Corp. 
7e:npe Apa::-~~ents 
Triangle Pacifi= Corp. 

(Continued) 
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~H:{Et-.'T ~ 
(Continued) 

Tvmshare Inc. 
.::i.ng Labs. 
~'heelabrator Frve Inc. 
Scudde= cash InVestoe7.t :~. 
Fidelity Daily Incmoe 7rust 
Canada Southern Petro. 
Lawson Products 
Xerchants Natl. Bank 

Bethlehc::i Steel 
CSX C<Jr;:. 
Caterpi~lar 7rac~or 

Do:::e Pet:-olc= 
General Xot:c=s 
In:erna:icnal Paper 
Kennecott Co:-;>. 
?-:obile Oil 

N.Y. St. Power Au:h. National Det:-oit 
S;:eer Hardware Co. Phillips Petroleu:::1 
United Canso Oil & Gas Ltd. Texas Utilities 
/...!nerican Cvana:id Vi:-binia E.iec. & P1o.T. Co. 
~-~erican H~oe ?roduc::s 
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5. Explain !iow you )"ill resolve any potential ccr.flict of inte:-est 
that may be discloseC by your responses to the abo.ve it:e::-.s. 

a. lf confirmed, I ~ill resign as an officer anC Cirec:or cf :~e 
E. F, Hutton Group lnc. and its subsidiaries ("ih.:non'·). 1 
have no unders:andin2 to ret~rn to ~utton and have elected 
to retire and receiv; ~etirement pay at age 65 fro~ a ~~lly 
vested and funded pension fund aC:::inistered by the Eank cf 
New York. 

b. \:'nile divesting my P.utton shares (~~:.ch w~ll be co=~leted "it~in 
120 cays afte::- taking o:!'fice), I will recuse :::yself fr= ail 
specific rr~tters involving Hutton. Thereafter I ~~"1 ::-ecuse 
t:lyself f:-om ¢Xe=t?t:ive orCe:-s t:'OP-:e:-r.ing transa-::io=:~ ·:c ;.;!':ic":: 
Hutton is a party or pa:-t:.c ipr...nt anC enfo:-ce:;£nt F!"C·ceeC.i-:1gs 
agair.st or relating to Hutton co~cerning za~te~s which 
occu::-red during rey tenure ~i~h Hutton. 

c. ! \.;ill resign cy directc·rships anC recuse rr.yself f:-o=. =a:~e=s 
concf:!rni.ng acticns tai<en by such boa:-cis -~-hi1e 1 was a ~~:,er 
and on a case ... by-case basis !!"o:n ot-he:- mat~e:-s conce~ni::g 
such c:;)=?anies ~·:tic!'i o.c-ct::-!'ed '\<:h:.. le : v.~as ·a Ci:-ecto!". 

d. I \oiill recus~ cyself on a case-by-case basis fro:r. c:he:- =:a~r-e!"'s 
as necessa:-v to avoid the a::vearance of i:::?!"C?:-iety,, Ces?i:e 
the lack of. actual co~flict~. 

e. The .securities hel~ bv c\· lo:ife and :r,c-- wi11 be ;-!ace6 i:-: O:=elifieC. 
Tru5tS. To the exte;t ~equired by t~e SEC's ~eg~lat!c~~ c= 
applicable la\.:, I i;i11 Y"ecuse myself frre: r..2::te:-s i~.\Tl::-:.::6 
con:pa!1ies whose securities a:-e helC for the :.t~~efi.t: of ::::.·sc:.:, 
oy ~:.:e or de?endent er.Uc, exce?t to the ex: en: t~.at: s':.1::::-: 
secu=ities are not co~side~ed to raise con!licts of i~:e=esz 
because they have bee:-i placeC in t::·usts qua!.if:.ed cnrler ~;-.e 
Ethics in Government Act, er ~aivers of disqualificario~ ~~Ce= 
the law hav~ been received or neither· my wife, depende:i;: c::.:.::.d 
nor I have knowledge of them. 

f. In order to discharge effectively the obligations of =: of!'ice, 
I will not recuse myself fro~ Co:::n:ission delibe::-ations involving 
general policy issues, legislation or rule-making proceedings • 

• 
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SECURITIES AND EXCHANGE COMMISSION 

WASHINGTON. 0.C. 20549 

ci:.':~ ~::a_ Ap~il 6, 1981 

'!be Hooorable Edwin Garn 
Olairman 
Cotrnittee on Banking, Hoosing, and Urban Affairs 
United States Senate 
Washington, D.C, 20510 

Dear Olairmari Garn: 

In connection with the nanination of .Jdm s. R. Shad to be a Ccrrmis­
sioner and Chairman of the Securities and Exchange Ccmni.ssion, your staff has 
requested that I advise yoo concerning Ccmnission enforcerrent proceedings 
against entities with which Mr. Shad had some relationship. 'lbose actions 
and Mr. Shad's relatiO!".ship to the narred entity were: 

l. In the Matter of E. F. Hutton & Co.c Inc., 
Mninistrative Proceedings file No. 3-5637 
(Findings and Order, 1979) 

In the l'~tter of E. f, HJtfun & Co., Inc.! 
Administrative Proceeding File No. 3-5579 
(Findings and Order, 1979) 

In the Matter of E. F. Hutton & Co., Inc., 
Administrative Proceeding File No. 3-1822 
{Order, 1969) 

Mr. Shad has been a director of E. F. Hutton & Co., 
Inc. , from 1965 to the present; and a director of 
its parent, '!be E. F. Hutton Group, since 1974. 
None of these matters involved Hutton senior management. 

2. SEC v. Katy Industries, Inc., et al., Civ. Action 
No. 78C-3476 (S.D. Ill. 1978) 

Mr. Shad has been a director of Katy Industries 
from 1970 to the presen•~· 

3. fil£ v. ~. Civ. Action No. 77-1324 (o.o.c. 1978) 

Mr. Shad has been a director of A-'I'-0 from 1975 to 
the present. 
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4. In the Matter of Merrill Lynch, ?ierce, Fenner & 
Smith, Inc., et al., Jl.dministrative Proce€ding 
File No. 3-1680 (Fi.n:'lings, Opinion and Order, 1968) 

Fairfield Partners was one of the institutional 
respondents in this action. Mr. Shad was a 
non-managing general partner of Fairfi~ld Partners 
fran 1965-:-1969, and a limited partner frau 1969-1973. 

From a review of the available documents in these cases, it appears 
that Mr. Shad's conduct ;,ras never a matter of question in any of these pro­
ceedings. Moreover, it. appears that:. none of these proceedings involved 
persons urrler Mr. Shad's supervision. Mr. Shad is not na.t the subject of 
a..'ly c.cmnission inquiry or enforcerrent proceeding. 

I have consulted with Stanley Sporkin, Director of the Ccmnission's 
Division of Enforcement, who concurs in these representations. If I can 
be of any further assistance, please do not hesi e to ccntact me. 

0 



THE WHITE HOUSE 

WASHINGTON 

May 29, 1984 

MEMORANDUM FOR FRED F. FIELDING 

FROM: 

SUBJECT: 

JOHN G. ROBERTS~ 
Legality of Nominations for the Unexpired 
Remainder of a Term and the Next Subsequent 
Full Term 

John Herrington has asked for an opinion on the legality of 
the practice of submitting nominations to the Senate for the 
unexpired remainder of a term and next subsequent full term. 
Senators Cranston and Metzenbaum have objected to a floor 
vote on the eleven pending nominations to the Board of 
Directors of the Legal Services Corporation, on the ground 
that six of the nominations are for the remainder of terms 
expiring on July 13, 1984, and for the full terms commencing 
on that date and expiring on July 13, 1987. Senator Baker 
has requested Senate Legislative Counsel to prepare an 
opinion on the issue, and Herrington has asked our office to 
do so as well. According to Herrington, Baker will bring 
the nominations to the floor after these opinions are 
completed. 

Pursuant to 42 U.S.C. § 2996c(b), "[a]ny member appointed 
[to the Board of Directors of the Legal Services Corpor­
ation} to fill a vacancy occurring prior to the expiration 
of the term for which such member's predecessor was appointed 
shall be appointed for the remainder of such term." This 
provision, which has counterparts throughout the U.S. Code, 
is designed to preserve "staggering" in the expiration of 
terms of service. On March 19, 1984, the President submitted 
nominations for the Board of Directors of the Legal Services 
Corporation, separately listing six individuals for the 
remainder of terms expiring on July 13, 1984, and the same 
individuals of the full three-year terms beginning on that 
day (Tab A). 

The legality of this practice was specifically addressed and 
approved by the Office of Legal Counsel in 1960 (Tab B). 
The question addressed in the OLC opinion was precisely the 
one before us, viz., "whether the President may without 
legal objection--SU:bmit a nomination, for confirmation by the 
Senate, of the appointment of an individual to a vacancy for 
an unexpired term of office and at the same time to the 
vacancy for the full term which immediately follows." The 
opinion noted that there could be no objection to the 
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nomination for an unexpired remainder of a term, so the 
issue was simply whether the President could submit a 
nomination for an office that will not become vacant until a 
future date (in this case, July 13, 1984). The opinion 
concluded that the President possessed such power, provided 
that the full term began during his own period of office. 
The President regularly submits nominations for the 
reappointment of incumbents prior to the expiration of their 
terms, the opinion noted, and: 

Consistently with the foregoing it must bee concluded 
that a nomination may be made at the same time for an 
unexpired term and a full term of office to follow upon 
each other. The fact that the nominee is an individual 
not theretofore appointed, rather than an incumbent in 
office, may be an element for the consideration of the 
Congress, but it cannot be said to affect the applica­
tion of the principle which has become established; 
i.e., that in the absence of a specific law to forbid 
it, the President may make appointments to offices 
which will become vacant within the time when he has 
the power to fill them. 

The President's power to submit nominations for prospective 
vacancies was also thoroughly reviewed by the Department of 
Justice in the course of the ill-fated nominations of 
Justice Fortas to succeed Earl Warren as Chief Justice and 
of Homer Thornberry to succeed Fortas. Warren resigned 
effective upon the qualification of a successor, and Presi­
dent Johnson nominated Fortas to be Chief Justice and 
Thornberry to succeed Fortas. Senator Ervin objected that 
neither vacancy yet existed, since Warren still held office, 
as did Fortas. A lengthy Justice Department memorandum 
submitted for the record at the Judiciary Committee con­
firmation hearings concluded that "it is well established 
that the President has power to nominate, and the Senate 
power to confirm, in anticipation of a vacancy.n The 
memorandum reviewed many of the instances from the earliest 
days of the Republic when this occurred, and noted that the 
practice avoided continual gaps in the holding of important 
offices. According to the memorandum, "[t]here is nothing 
inconsistent with the Constitution in the practice of 
anticipatory nomination and confirmation .••. To the 
contrary, this practice is sanctioned by the Constitution 
and the experience under it throughout our history." 
Hearings Before the Senate Committee on the Judiciary on the 
Nominations of Abe Fortas and Homer Thornberry, 90th Cong., 
2d Sess. 365, 381 (1968). 

The question of the President's power to nominate an indivi­
dual for an unexpired remainder of a term and a subsequent 
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full term was prominently presented at the beginning of this 
Administration, with the nomination of John Shad to the 
Securities and Exchange Administration. You will recall 
that Shad was nominated on April 1, 1981, for the remainder 
of a term expiring on June 5, 1982, and the full term 
running from June 5, 1981 to June 5, 1986. Shad agreed to 
resign the term expiring June 5, 1982, on June 5, 1981, and 
succeed into the full five-year term commencing that day. 
On April 8, the Senate confirmed Shad both for the unexpired 
remainder and the full term opening up on June 5, 1981. 

The Shad case presented an unusual wrinkle, in that Shad 
resigned his unexpired remainder term before it expired to 
succeed into the next full term vacancy on the SEC, rather 
than the full term succeeding his unexpired remainder term. 
This procedure was considered advisable in light of the 
length of the unexpired remainder term, some 15 months. The 
Shad case, however, clearly demonstrates Senate consideration 
and acceptance of the practice in question. 

Indeed, it has been fairly common over the course of several 
Administrations for nominations to be submitted and approved 
for the unexpired remainder of a term and the next subsequent 
full term. A random sampling of 23 such instances compiled 
by the Executive Clerk's office (Tab C) indicates that the 
practice dates at least from 1930. The average length of 
the unexpired remainder term in the sampling (excluding the 
unusual Shad case) is about three months. The unexpired 
remainder term in the instant case was just under four 
months at the time of nomination, and is now only six weeks. 

In sum, logic, documented past practice accepted by the 
Senate, and prior opinions by the Department of Justice all 
establish beyond doubt that it is proper for the President 
to submit nominations for the unexpired remainder of a term 
and the next subsequent full term. The only legal limitation 
is that the subsequent full term must commence during the 
President's tenure in office (and, although the question has 
not come up, perhaps during the same Congress), and as a 
policy matter it seems best to avoid the practice when the 
unexpired remainder term is longer than a few months. None 
of these potential problems are present in this case. The 
Senate is, of course, completely free to confirm a nominee 
for the unexpired remainder term and not the subsequent full 
term, although I am aware of no instance in which it has 
done so. 

A memorandum for Herrington is attached for your review and 
signature. 

Attachment 



The following are some exampleF of the President having nominated 
an indiVidual twice on the same day, for the remainder of a term and 
for a 'full term: 

CIVIL AERONAUTICS BOARD 

Barbara E. McConnell -- nominated 8/31/83, for the remainder 
of the term expi_ring 12/31/83, and for the full term 
expiring 12/31/89. · 

James Robert Smith -- nominated 7/25/80, for the remainder 
of the term expiring 12/31/80, and for the full term 
expiring 12/31/86. -·· 

Elizabeth E. Bailey -- nominated 7/8/77, for the remainder 
of the term expiring 12/31/77, and for the full term 
expiring 12/31/83. 

Gloria Schaffer -- nominated 7/13/78, for the remainder 
of the term expiring 12/31/78, and for the full 
term expiring 12/31/84. 

CONSUMER PRODUCT SAFETY COMMISSION 

Samuel D. Zagoria -- nominated 9/29/78, for the remainder 
of the term expiring 10/26/78, and for the full term 
expiring 10/26/85. 

Stuart M. Statler -- nominated 6/14/79, for the remainder 
of the term expiring 10/26/79, and for the full term 
expiring 10/26/86. 

FEDERAL HOME LOAN BANK BOARD 

Anita Miller -- nominated 4/7/78, for the remainder of the 
term expiring 6/30/78, and for the full term expiring 
6/30/82. 

Andrew A. DiPrete -- nominated 6/1/79, for the remainder of 
the term expiring 6/30/79, and for the f~ll term expiring 
6/30/83. 

Richard T. Pratt -- nominated 4/1/81, for the remainder of the 
term expiring 6/30/Bl, and for the full term expiring 
6/30/85. 

FEDERAL TRADE COMMISSION 

David A. Clanton -- nominated 7/20/76, for the remainder of the 
term expiring 9/25/76, and for the full term expiring 
9/25/83. 

INTERSTATE COMMERCE COMMISSION 

Charles D. Mahaffie -- nominated 12/3/30, for the remainder of 
the term expiring 12/31/30, and for the full term expiring 
12/31/37. 

Willard Deason -- nominated 8/18/65, for the remainder of the 
term expiring 12/31/65, and for the full term expiring 
12/31/72. 
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NATIONAL CORPORATION FOR HOUSING PARTNERSHIPS 

Herman J. Russell -- nominated 9/6/78, for the remainder of 
the term expiring 10/27/78, and for the full term 
expiring 10/27/81. 

Alfred J. Fleischer, Sr. -- nominated 9/8/82, for the remainder 
of the term expiring 10/27/82, and for the full term 
expiring 10/27/85. 

NATIONAL COUNCIL ON EDUCATIONAL RESEARCH 

Paul Copperman -- nominated 8/20/82, for the remainder of the 
term expiring 9/30/82, and for the full term expiring 
9/30/85. 

Donald Barr -- nominated 6/2/82, for the remainder of the 
term expiring 9/30/82, and for the full term expiring 
9/30/85. 

NATIONAL COUNCIL ON THE HANDICAPPED 

Robert V. Bush -- nominated 8/17/82, for the remainder of the 
term expiring 9/17/82, and for the full term expiring 
9/17/85. 

NUCLEAR REGULATORY COMMISSION 

John Francis Ahearne -- nominated 5/19/78, for the remainder of 
the term expiring 6/30/78, and for the full term expiring 
6/30/83. 

SECURITIES AND EXCHANGE COMMISSION 

Richard B. Smith -- nominated 3/14/67, for the remainder 
of the term expiring 6/5/67, and for the full term 
expiring 6/5/72. 

William Lucius Cary -- nominated 2/28/61, for the remainder 
of the term expiring 6/5/61, and for the full term 
expiring 6/5/66. 

Harold Marvin Williams nominated 3/30/77, for the remainder 
of the term expiring 6/5/77, and for the full term 
expiring 6/5/82. 

John S. R. Shad -- nominated 4/1/81, for the remainder of the 
term expiring 6/5/82, and for the full term expiring 
6/5/86. 

SECURITIES INVESTOR PROTECTION CORPORATION 

Adolph Philip Schuman -- nominated 9/1/78, for the remainder of 
the term expiring 12/31/78, and for the full term expiring 
12/31/81. 



THE WHITE HOUSE 

WASHINGTON 

May 29, 1984 

MEMORANDUM FOR JOHN S. HERRINGTON 

FROM: 

SUBJECT: 

ASSISTANT TO THE PRESIDENT 
FOR PRESIDENTIAL PERSONNEL 

FRED F. FIELDING Orftl' , l!'d 
COUNSEL TO THE PR'i~~:~rtn'E~T 

Legality of Nominations for the Unexpired 
Remainder of a Term and the Next Subsequent 
Full Term 

You have asked for an opinion on the legality of the practice 
of submitting nominations for· the unexpired remainder of a 
term and the next subsequent full term. On March 19, 1984, 
the President nominated six individuals to be members of the 
Board of Directors of the Legal Services Corporation, for 
the remainder of terms expiring July 13, 1984, and for full 
three-year terms expiring July 13, 1987. You have advised 
this office that Senators Cranston and Metzenbaum have 
objected to this procedure as improper .• 

There is no doubt that the President may submit nominations 
for the unexpired remainder of a term and the next subsequent 
full term, so long as the full term commences during the 
President's term of office. The Justice Department Office 
of Legal Counsel considered this precise question in 1960, 
and concluded that "a nomination may be made at the same 
time for an unexpired term and a full term of off ice to 
follow upon each other." There is no question concerning 
the President's authority to submit a nomination for the 
unexpired term, so the legal issue is simply whether the 
President may submit a nomination prior to the commencement 
of the full term. It has generally been accepted that the 
President possesses such power. The only instance in which 
it was seriously questioned was in 1968, when Chief Justice 
Earl Warren announced his resignation, effective on the 
confirmation of a successor, and President Johnson nominated 
Justice Fortas to be Chief Justice and Judge Thornberry to 
succeed Justice Fortas. The Department of Justice submitted 
a 30-page memorandum for the record of the hearings on these 
nominations, establishing that the President may submit 
nominations in anticipation of a vacancy. As the memorandum 
noted, a contrary conclusion would result in continual gaps 
in the holding of important offices. The Justice Department 
memorandum concluded that the practice of submitting nominations 
before a vacancy actually exists "is sanctioned by the 
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Cons ti tut ion and the exper,ience under it throughout our 
history." Hearings Before the Senate Committee on the 
Judiciary on the Nominations of Abe Fortas and Horner Thornberry, 
90th Cong., 2d Sess. 365, 381 (1968). 

As noted, the practice of submitting a nomination for the 
unexpired remainder of a term and the subsequent full term 
is nothing more than a combination of the clear authority to 
submit a nomination for the unexpired remainder of a term 
and the equally unobjectionable authority to submit a 
nomination -- in these cases, of the same individual -- for 
the anticipated vacancy that will occur upon the expiration 
of that remainder. The practice of simultaneously 
nominating an individual for the unexpired remainder of a 
term and the succeeding full term has been fairly common 
over the years through different administrations, as 
evidenced by the attached compilation of examples. In sum, 
logic, documented past practice dating from at least 1930, 
prior Justice Department opinions, and Senate acceptance all 
establish beyond any doubt that the President may nominate 
an individual for the unexpired remainder of a term and the 
succeeding full term. In this case, there is no doubt that 
the nominations for the Board of Directors of the Legal 
Services Corporation submitted by the President on March 19, 
1984, were proper. 

Attachrrent 

FFF:JGR:aea 5/29/84 
cc: FFFielding/JGRoberts/Subj/Chron 
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THE WHITE HOUSE 

WASHINGTON 

May 24, 1984 2~385G8 «<.--

MEMORANDUM FOR DICK HAUSER 

FROM: 

THROUGH: 

SUBJECT: 

JOHN S. HERRINGTON 

ROBERT C. MacKICHAN, JR. 

LEGAL SERVICES CORPORATION - CONFIRMATION OF 
BOARD OF DIRECTORS 

All eleven nominees have been polled out of committee. However, 
Senators Cranston and Metzenbaum have objected to a floor vote, 
arguing that the nomination of 6 of the members for the remainder 
of the unexpired term and the subsequent term is improper. 

Prior to the hearings of the last four nominees, we asked the 
Clerk's Office to prepare the attached list of circumstances when 
this was done. It was introduced into the record during the 
hearings. Senator Baker has now asked Legislative Counsel to 
prepare an opinion regarding the legality of this practice, and 
our Legislative Affairs Office has asked Presidential Personnel 
to ask your office to do the same. 

Senator Baker is prepared to bring all eleven nominees to the 
floor as soon as these opinions are completed. 
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office the term of ~~~ aft.er h!.11 own t.era and power 
to appoint have up1..nd r 

f. The practice currmtly followed, with n~ to 
the ~e.l of appoh~ts t:o in~• ia of fieaa with 
stated teD:at. eonfonu rith the f~tng. 7be PresideDt 
regularly sumita to the Congrus prl.or to the expiratioc 
of t:be ~·· um a J:KDiutioc for hU appo!.D~ 
to the full tam ~ch. foll.Olin ~iration of the um be u 
currently filling. For nem;>le.- thGre i• pres.er.atly peadina 
be!ore the Senate the DOM!nat!m of JU.chard A. Qlappell 
t:o the t..o.ard of Pucle. &Ubaittod cm Y.ardi n. 1960, the 
~tiCM.l is for the td.x·year term end:h~ Se~ 30, 
1966. Mr. ~ppe~~' ~t term will not expire uat.11 
Se-p~r 30, l96'Jf 
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State V• !._ul._ll.V$!l,. 90 & .. !.,. 146 (Ohio~ 19v9); ~rle y. 
£1-~rk, 87 Conn. 537. 89 Atl. 111. 
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b ~ist:ently with the foregoing it must 'be concluded. 
that a ~ aa.1 be ma.de e.t the. a.sme t:l.t::le for en w­
e.xptred tom aa4 a full um o! office to foll.ow Upon eadl 
other. n. fact that the ~ 1• a 1nd!vidua1 not t.be.re­
t.ofore appointed• rather than an ~t in office, may 
be an el~ for the ccn1iderat1.cm of the Congrua, 'bu.t 
it cannot ~ add to Affect thct app1tcattoo of the prlDcl.ple 
'4deh hat be~ e1ta.blisbed; i.e., that in the absence of 
a specific law to forbid it, the President may make appoi.rtt• 
ment:s to offices which will become vacant within the time 
when be has the power to fill them. l 



MAR 19 1984 /._~ 

The following-named persons to be Members 

of the Board of Directors of the Legal Services Corporation for the 

terms indicated: 

For the remainder of the terms expiring July 13, 1984: 

William Clark Durant III, of Michigan, vice 
William J. Olson. 

Paul B. Eaglin, of North Carolina, vice 
Robert Sherwood Stubbs, II. 

Pepe J. Mendez,, of Colorado, vice 
Peter Joseph Ferrara. 

Thomas F. Smegal, Jr., of California, vice 
David E. Satterfield, Ill. 

Basile Joseph Uddo, of Louisiana, vice 
Howard H. Dana, Jr. 

Michael B. Wallace, of Mississippi, vice 
George E. Paras. 

For the remainder of the terms expiring July 13, 1986: 

Hortencia Benavides, of Texas, vice 
Ronald B. Frankum. 

Leaanne Bernstein, of Maryland, vice 
Albert Angrisani, 

For t_.he terms expiring July 13, 1986: 

Lorain Miller, of Michigan, vice 
Milton M. Masson, Jr. 

Claude Galbreath Swafford, of Tennessee, vice 
Robert E. McCarthy. 

Robert A, Valois, of North Carolina, vice 
Donald Euge!le Santarelli. 

17 
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For the terms expiring July 13, 1987: 

William Clark Durant III, of Michigan. {Reappointment) 
Paul B. Eaglin, of North Carolina. (Reappointment) 
Pepe J. Mende21, of Colorado. (Reappointment) 
Thomas F. Smegal, Jr,, of California. (Reappointment) 
Basile Joseph Uddo, of Louisiana. (Reappointment) 
Michael B. Wallac;e, of Mississippi. (Reappointment) 


