
 
 

Chair Mary Jo White
Before the United States Senate Committee on Banking, Housing, and Urban Affairs

Sept. 9, 2014

Chairman Johnson, Ranking Member Crapo, and members of the Committee:

Thank you for inviting me to testify about the Securities and Exchange Commission’s (“SEC” or
“Commission”) ongoing implementation of the Dodd-Frank Wall Street Reform and Consumer Protection Act
(“Dodd-Frank Act” or “Act”) to reduce systemic risks, enhance transparency and better protect investors, as
well as other steps taken to improve financial stability, close regulatory gaps, and better coordinate with
domestic and international regulators.[1]

The Dodd-Frank Act gave the SEC significant new responsibilities, requiring the agency to undertake the
largest and most complex rulemaking agenda in its history.  The Act includes some 90 provisions that
require SEC rulemaking and more than 20 other provisions that require studies or reports.  In addition, the
Act and the financial crisis focused the SEC’s efforts more directly on enhancing financial stability and the
reduction of systemic risk.

The SEC has made substantial progress implementing this agenda, even as we have continued our core
responsibilities of pursuing securities violations, reviewing public company disclosures and financial
statements, inspecting the activities of regulated entities, and maintaining fair and efficient markets,
including enhancements to our equity market structure. 

Since I became SEC Chair in April of 2013, the Commission has focused on eight key areas addressed by
the Dodd-Frank Act: credit rating agencies; asset‑backed securities; municipal advisors; asset management,
including regulation of private fund advisers; over-the-counter derivatives; clearance and settlement;
proprietary activities by financial institutions; and executive compensation.  In furtherance of those
regulatory objectives, the Commission has, to date, implemented new restrictions on the proprietary
activities of financial institutions through the Volcker Rule, created a wholly new regulatory framework for
municipal advisors, and advanced significant new standards for the clearing agencies that stand at the
center of our financial system.  We also have finalized critical Dodd-Frank Act rules intended to strengthen
the integrity of credit ratings, reducing conflicts of interest in ratings and improving their transparency.  We
have adopted significantly enhanced disclosures for asset-backed securitizations and completed structural
and operational reforms to address risks of investor runs in money market funds.  We have pushed forward
new rules for previously unregulated derivatives and begun implementing additional executive
compensation disclosures.  And we have put in place strong new controls on broker-dealers that hold
customer assets, reduced reliance on credit ratings, and barred bad actors from private securities offerings. 
Since April 2013, the SEC has proposed or adopted nearly twenty significant Dodd-Frank Act rules, in
addition to adopting structural reforms for money market funds, which were highlighted as a systemic
vulnerability in the financial crisis.  Attached as Appendix A is a detailed summary of the agency’s required
Dodd-Frank Act rulemaking, which reflects that the Commission has proposed or adopted rules with respect
to approximately 90% of all of the provisions of the Dodd-Frank Act that mandate Commission rulemaking.
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We have worked closely with our fellow financial regulators to ensure that our financial regulatory system
works together to protect against risks, both by promoting financial stability and supporting a sensible and
integrated financial regulatory framework that works effectively for market participants.  The Financial
Stability Oversight Council (“FSOC”) established by the Dodd-Frank Act, in which I participate as a member,
also serves an important role in this effort.

While the SEC has made significant progress, more remains to be done on both our Dodd-Frank Act and
Jumpstart Our Business Startups (“JOBS”) Act rulemakings, and we must continue our work with intensity.
 As we do so, we must be deliberate as we consider and prioritize our remaining mandates and deploy our
broadened regulatory authority, supported by robust economic analysis.  Progress will ultimately be
measured based on whether we have implemented rules that create a strong and effective regulatory
framework and stand the test of time under intense scrutiny in rapidly changing financial markets.  Our
responsibility is much greater than simply “checking the box” and declaring the job done.  We must be
focused on fundamental and lasting reform. 

As requested by the Committee, my testimony today will provide an overview of the Commission’s Dodd-
Frank Act implementation and discuss those rules that are yet to be completed. 

Credit Ratings

The Dodd-Frank Act requires the Commission to undertake a number of rulemakings related to nationally
recognized statistical rating organizations (“NRSROs”).  The Commission began the process of implementing
these mandates with the adoption of a rule in January 2011[2] requiring NRSROs to provide a description of
the representations, warranties, and enforcement mechanisms available to investors in an offering of asset-
backed securities, including how they differ from those of similar offerings.  Last month, the Commission
completed its required rulemaking for NRSROs by adopting rules requiring NRSROs to, among other things:
(1) report on internal controls; (2) protect against potential conflicts of interest; (3) establish professional
standards for credit analysts; (4) publicly provide – along with the publication of a credit rating – disclosure
about the credit rating and the methodology used to determine it; and (5) enhance their public disclosures
about the performance of their credit ratings.[3] These rules create an extensive framework of robust
reforms and will significantly strengthen the governance of NRSROs.  The reforms will also significantly
enhance the transparency of NRSRO activities and thereby promote greater scrutiny and accountability of
NRSROs.  Together, this package of reforms should improve the overall quality of NRSRO credit ratings and
protect against the re-emergence of practices that contributed to the recent financial crisis.

The Dodd-Frank Act also mandated three studies relating to credit rating agencies: (1) a study on the
feasibility and desirability of standardizing credit rating terminology, which was published in September
2012;[4] (2) a study on alternative compensation models for rating structured finance products, which was
published in December 2012;[5] and (3) a study on NRSRO independence, which was published in
November 2013.[6]  In response to the study on alternative compensation models for rating structured
finance products, the Commission held a public roundtable in May 2013 to invite discussion regarding,
among other things, the courses of action discussed in the report.  The staff has considered the various
viewpoints presented during discussion at the roundtable, as well as in the related public comment letters,
and is discussing potential approaches with the Commission.

As required by the Dodd-Frank Act, the Commission established an Office of Credit Ratings (“OCR”) charged
with administering the rules of the Commission with respect to NRSROs, promoting accuracy in credit
ratings issued by NRSROs, and helping to ensure that credit ratings are not unduly influenced by conflicts of
interest and that NRSROs provide greater disclosure to investors.  As required by the Dodd-Frank Act, OCR
conducts examinations of each NRSRO at least annually and the Commission makes available to the public
an annual report summarizing the essential exam findings.  The third annual report of the staff’s
examinations was published in December 2013.[7]

The Dodd-Frank Act also requires the SEC, to the extent applicable, to review its regulations that require
use of credit ratings as an assessment of the credit-worthiness of a security, remove these references, and
replace them with appropriate standards of credit-worthiness.  The Commission has adopted final



amendments that remove references to credit ratings from most of its rules and forms that contained such
references, including rules adopted in December 2013 removing references to credit ratings in certain
provisions applicable to investment companies and broker-dealers,[8] and in August 2014 new
requirements to replace the credit rating references in shelf eligibility criteria for asset-backed security
offerings with new shelf eligibility criteria.[9]     

Asset-Backed Securities

The Commission has completed implementing several significant provisions of the Dodd-Frank Act related to
asset-backed securities (“ABS”), and I have focused the staff and Commission on finalizing the remaining
mandates.  Within a year of the enactment of the Act, the Commission adopted rules to implement Sections
943 and 945 of the Act.  The rules implementing Section 943 require ABS issuers to disclose the history of
repurchase requests received and repurchases made relating to their outstanding ABS.   The rules
implementing Section 945 require an asset-backed issuer in offerings registered under the Securities Act of
1933 (“Securities Act”) to perform a review of the assets underlying the ABS that must be designed and
effected to provide reasonable assurance that the prospectus disclosure about the assets is accurate in all
material respects and disclose the nature of such review.   Shortly after the one-year anniversary of the
Act, the Commission adopted rules in connection with Section 942(a) of the Act, which eliminated the
automatic suspension of the duty to file reports under Section 15(d) of the Exchange Act for ABS issuers
and granted the Commission authority to issue rules providing for the suspension or termination of this duty
to file reports.

Just last month, the Commission adopted expansive new requirements for enhanced disclosures for ABS,
including requiring standardized asset-level data for certain asset classes.[13]  For those asset classes, the
new requirements implement Section 942(b) of the Act, which directed the Commission to adopt regulations
to require asset-level information to the extent necessary for investors to independently perform due
diligence.  The final rules require that prospectuses and ongoing reports of securities backed by assets
related to real estate or automobiles, or backed by debt securities, contain detailed asset-level information
about each of the assets in the pool.  The Commission continues to consider whether asset-level disclosure
would be useful to investors across other asset classes.  The rules also provide investors with more time to
consider transaction-specific information, including information about the pool assets.  These measures
should better protect investors in these markets by providing important data and other information that will
allow investors to conduct diligence on asset-backed securities that is independent of a credit rating
agency.  Although not mandated by the Dodd-Frank Act, the staff continues to monitor the private
placement securitization markets to determine whether they should recommend advancing similar measures
for those markets.

In addition, the Commission is working with other federal regulators to jointly develop risk retention rules,
as required by Section 941 of the Act.  These rules will address the appropriate amount, form, and duration
of required risk retention for securitizers of ABS.  In March 2011, the Commission joined its fellow
regulators in proposing rules to implement Section 941  and, after careful consideration of the many
comments received, in August 2013 re-proposed these rules with several significant modifications.  
Together with the other agencies, we have made significant progress toward developing a final rule and we
are nearing the final stages of that rulemaking.  

In September 2011, the Commission proposed a rule to implement Section 621 of the Act, which prohibits
entities that create and distribute ABS from engaging in transactions that involve or result in material
conflicts of interest with respect to the investors in such ABS.   The proposed rule would prohibit
underwriters and other “securitization participants” from engaging in such transactions with respect to both
non-synthetic and synthetic asset-backed securities, whether in a registered or unregistered offering.  The
proposal is not intended to prohibit legitimate securitization activities, and the Commission asked questions
in the release to help strike an appropriate balance.  The proposal generated substantial comment that
included requests for significant alterations to the proposed rule, which the staff is carefully considering in
preparing its recommendation for consideration by the Commission. 
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Municipal Securities

The Dodd-Frank Act imposed a new requirement that “municipal advisors” register with the SEC.  This
registration requirement applies to persons who provide advice to municipal entities or obligated persons on
municipal financial products or the issuance of municipal securities, or who solicit municipal entities or
obligated persons.   In September 2013, the Commission adopted final rules for municipal advisor
registration.   The new registration requirements and regulatory standards aim to address problems
observed with the conduct of some municipal advisors, including failure to place the duty of loyalty to their
municipal entity client ahead of their own interests, undisclosed conflicts of interest, advice rendered by
financial advisors without adequate training or qualifications, and “pay to play” practices.  

Municipal advisors were required to comply with the final rules as of July 1, 2014,  and to register with
the SEC using the final registration forms during a four-month phased-in compliance period, which began on
July 1, 2014.   Except for certain personally identifiable information, the SEC municipal advisor
registration information is available to the public through the SEC’s Electronic Data Gathering, Analysis, and
Retrieval (“EDGAR”) system website.

In addition, Commission staff in August of this year launched an examination initiative to conduct focused,
risk-based examinations of municipal advisors.   These examinations will be specifically focused and
shorter in duration than typical examinations.  The initiative is designed both to provide targeted outreach
to inform new municipal advisor registrants of their obligations as registered entities and to permit the
Commission to examine a significant percentage of new municipal advisor registrants.  Additionally,
Commission staff will oversee the Financial Industry Regulatory Authority (“FINRA”) staff in its examinations
of municipal advisors that are also FINRA members.

The Dodd-Frank Act also required the Commission to establish an Office of Municipal Securities (“OMS”),
reporting directly to the Chair, to administer the rules pertaining to broker-dealers, municipal advisors,
investors and issuers of municipal securities, and to coordinate with the Municipal Securities Rulemaking
Board (“MSRB”) on rulemaking and enforcement actions.   During its first two years of operations, OMS
devoted its attention primarily to finalizing and implementing the municipal advisor registration rules,
including providing interpretive guidance to market participants and participating in the review of municipal
advisor registrations.  Over the next year, OMS expects to continue to devote significant attention to
implementing these final rules, to review a considerable number of rule filings by the MSRB related to
municipal advisor regulation, and to coordinate with SEC examination staff in their examinations of
municipal advisors.  In addition, OMS also continues to monitor current issues in the municipal securities
market (such as pension disclosure, accounting, and municipal bankruptcy issues) and to assist in
considering further recommendations to the Commision with respect to disclosure, market structure, and
price transparency in the municipal securities markets.

Private Fund Adviser Registration and Reporting

Title IV of the Dodd-Frank Act directed the Commission to implement a number of provisions designed to
enhance the oversight of private fund advisers, including registration of advisers to hedge funds and other
private funds that were previously exempt from SEC registration.  These provisions enable regulators to
have a more comprehensive view of private funds and the investment advisers managing those assets. 

The SEC’s implementation of required rulemaking under Title IV is complete.  In June 2011, the Commission
adopted rules requiring advisers to hedge funds and other private funds to register by March 2012,
addressing what had once been a sizable gap in regulators’ ability to monitor for systemic risk and potential
misconduct.[25]  As a result of the Dodd-Frank Act and the SEC’s new rules, the number of SEC-registered
private fund advisers has increased by more than 50% to 4,322 advisers.  Even after accounting for the
shift of mid-sized advisers to state registration pursuant to the Dodd-Frank Act,[26] the total amount of
assets managed by SEC-registered advisers has increased significantly from $43.8 trillion in April 2011 to
$62.3 trillion in August 2014, while the total number of SEC-registered advisers has remained relatively
unchanged from 11,505 to 11,405. 
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For private fund advisers required to be registered with the Commission, pursuant to the Dodd-Frank Act
the Commission adopted confidential systemic risk reporting requirements on Form PF in October 2011 to
assist the FSOC in systemic risk oversight.[27]  As required by the Act, Form PF was designed in
consultation with FSOC, and the data filed on Form PF has been made available to the Office of Financial
Research within the Department of the Treasury. 

To date, approximately 2,700 investment advisers have filed Form PF reporting information on
approximately 8,000 hedge funds, 70 liquidity funds, and 7,000 private equity funds.  During the past year,
the Commission’s staff has focused its efforts on utilizing Form PF data in examinations and investigations
of private fund advisers, using Form PF data in the Commission’s risk monitoring activities, providing
additional guidance to filers, and working with other federal regulators and international organizations
regarding issues relating to private fund advisers.  As required by the Dodd-Frank Act, Commission staff
transmitted an annual report to Congress this past August on these uses.[28]

During the past two years, Commission staff reviewed the Advisers Act and its rules and provided guidance
regarding their application to private fund advisers, including guidance to clarify: the application of the
custody rule when advisers to audited private funds utilize special purpose vehicles;[29] how the custody
rule applies to escrows utilized by private fund advisers upon the sale of a portfolio company;[30] when an
adviser to an audited private fund may itself maintain custody of private stock certificates instead of holding
them at a third-party custodian;[31] the definition of  “knowledgeable employees” for purposes of the
Investment Company Act;[32] when certain private fund investors are “qualified clients” under the Advisers
Act;[33] and the application of the venture capital exemption in certain common scenarios.[34]

In addition, I anticipate that in October 2014, Commission staff will conclude a two-year initiative to
conduct focused, risk-based exams of newly registered private fund advisers.  These “presence”
examinations have been shorter in duration and more streamlined than typical examinations, and have
been designed both to engage with the new registrants to inform them of their obligations as registered
entities and to permit the Commission to examine a higher percentage of new registrants.  The initiative
has included outreach, as well as examinations that have focused on five critical areas: (1) marketing; (2)
portfolio management; (3) conflicts of interest; (4) safety of client assets; and (5) valuation.  As of early
September 2014, staff had completed approximately 340 examinations of newly registered private fund
advisers, and over 40 additional examinations are underway. 

Over-the-Counter Derivatives

The Dodd-Frank Act established a new oversight regime for the over-the-counter derivatives marketplace. 
Title VII of the Act requires the Commission to regulate “security-based swaps” and to write rules that
address, among other things: mandatory clearing and the end-user exemption; trade reporting and trade
execution; the operation of clearing agencies, trade data repositories, and trade execution facilities; capital,
margin, and segregation requirements and business conduct standards for dealers and major market
participants; and public transparency for transactional information.  Such rules are intended to achieve a
number of goals, including:

Facilitating the centralized clearing of security-based swaps, whenever possible and appropriate, with
the intent of reducing counterparty and systemic risk;

Increasing transparency for market participants and regulators in their efforts to monitor the market
and, as appropriate, address risks to financial stability;

Increasing security-based swap transaction disclosure;

Reducing counterparty and systemic risk through capital, margin and segregation requirements for
non-bank dealers and major market participants; and

Addressing potential conflict of interest issues relating to security-based swaps.



Since I testified before this Committee last February, the Commission has proposed rules relating to books
and records[35] and proposed rules to enhance the oversight of clearing agencies deemed to be
systemically important or that are involved in complex transactions, such as security-based swaps.[36] 
With these steps, the Commission has now proposed all the core rules required by Title VII of the Dodd-
Frank Act. 

Most recently, in June of this year, the Commission adopted the critical, initial set of cross-border rules and
guidance, focusing on the swap dealer and major swap participant definitions.[37]  The rules and guidance
explain when a cross-border transaction must be counted toward the requirement to register as a security-
based swap dealer or major security-based swap participant.  The rules also address the scope of the SEC’s
cross-border anti-fraud authority.  In addition, the Commission adopted a procedural rule regarding the
submission of “substituted compliance” requests.  This rule represents a major step in the Commission’s
efforts to establish a framework to address circumstances in which market participants may be subject to
more than one set of comparable regulations across different jurisdictions. 

These rules and guidance focus on a central aspect of the Commission’s May 2013 comprehensive proposal
regarding the application of Title VII to cross-border security-based swap transactions.[38]  The cross-
border application of other substantive requirements of Title VII will be addressed in subsequent releases,
resulting in final rules in a particular substantive area that apply to the full range of security-based swap
transactions, not just purely domestic ones.  I believe that this integrated approach will reduce undue costs
and provide a more orderly implementation process for both regulators and market participants.  In
addition, the Commission previously adopted a number of key definitional and procedural rules, provided a
“roadmap” for the further implementation of its Title VII rulemaking, and took other actions to provide legal
certainty to market participants during the implementation process.         

Commission staff also continues to work intensively on recommendations for final rules required by Title VII
that have been proposed but not yet adopted.  These final rules will address regulatory reporting and post-
trade public transparency;  security-based swap dealer and major security-based swap participant
requirements, including business conduct and financial responsibility requirements;  mandatory clearing,
the end-user exemption and trade execution, and the regulation of clearing agencies and security-based
swap execution facilities;  and enforcement and market integrity, including swap-specific anti-fraud
measures.   In addition, I expect that the Commission will soon consider the application of mandatory
clearing requirements to single-name credit default swaps, starting with those that were first cleared prior
to the enactment of the Dodd-Frank Act.

Clearing Agencies

Title VIII of the Dodd-Frank Act provides for increased regulation of financial market utilities  (“FMUs”)
and financial institutions that engage in payment, clearing, and settlement activities designated as
systemically important.  The purpose of Title VIII is to mitigate systemic risk in the financial system and
promote financial stability.  In addition, Title VII of the Dodd-Frank Act requires, among other things, that
an entity acting as a clearing agency with respect to security-based swaps register with the Commission and
that the Commission adopt rules with respect to clearing agencies that clear security-based swaps.

Registration of Security-Based Swap Clearing Agencies

There are now three clearing agencies registered with the Commission to clear security-based swaps, and
Commission staff maintains regular channels of communication with those clearing agencies regarding their
operations.  In 2013, the Commission also amended its established rule filing procedures to accommodate
the special circumstances of clearing agencies registered with both the Commission and the Commodity
Futures Trading Commission (“CFTC”) to help ensure that the new regulatory regime for security-based
swaps operates as intended and without undue burdens on dually registered security-based swap clearing
agencies.

Clearing Agency Standards
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To further the objectives of Title VIII and promote the integrity of clearing agency operations and
governance, the Commission adopted rules in October 2012 requiring all registered clearing agencies to
maintain certain standards with respect to risk management and certain operational matters.   The rules
also contain specific requirements for clearing agencies that perform central counterparty services, such as
provisions governing credit exposures and the financial resources of the clearing agency, and establish
recordkeeping and financial disclosure requirements for all registered clearing agencies.

In March of this year, the Commission proposed a series of additional clearing agency standards.   The
proposed rules would establish a new category of “covered clearing agency” subject to enhanced standards.
 The comment period on the proposal closed in May 2014, and Commission staff is preparing a
recommendation to the Commission for final rules.

The proposed rules benefited from consultations between the Commission staff and staffs of the CFTC and
the Board of Governors of the Federal Reserve System (the “Board”), and are designed to further
strengthen the Commission’s oversight of securities clearing agencies and promote consistency in the
regulation of clearing organizations generally, thereby helping to ensure that clearing agency regulation
reduces systemic risk in the financial markets. 

Systemically Important Clearing Agencies

Under Title VIII, FSOC is authorized to designate an FMU as systemically important if the failure or a
disruption to the functioning of the FMU could create or increase the risk of significant liquidity or credit
problems spreading among financial institutions or markets and thereby threaten the stability of the U.S.
financial system.  SEC staff participates in the interagency committee established by FSOC to develop a
framework for the designation of systemically important FMUs.  In July 2012, FSOC designated six clearing
agencies registered with the Commission as systemically important FMUs under Title VIII.

Title VIII also provides a framework for an enhanced supervisory regime for designated FMUs, including
oversight in consultation with the Board and FSOC.  The Commission is expected to consider regulations
containing risk management standards for the designated FMUs it supervises, taking into consideration
relevant international standards and existing prudential requirements for such FMUs.   The Commission
also is required to examine such FMUs annually, and to consider certain advance notices identifying changes
to its rules, procedures, or operations that could materially affect the nature or level of risks presented by
the FMU in consultation with the Board.   

In June 2012, the Commission adopted rules that establish procedures for how it will address advance
notices of significant rule filings from the FMUs,  and it has since considered a significant number of such
notices.   Commission staff also has completed the second series of annual examinations of the
designated FMUs for which it acts as supervisory agency and recently initiated the third series of annual
examinations.

Volcker Rule

On December 10, 2013, the Commission joined the Board, the Federal Deposit Insurance Corporation
(“FDIC”), the Office of the Comptroller of the Currency (“OCC”) (collectively, the “Federal banking
agencies”), and the CFTC in adopting the same rule under the Bank Holding Company Act to implement
Section 619 of the Dodd-Frank Act, known as the “Volcker Rule.”

Consistent with Section 619, the final rule generally restricts “banking entities” – including bank-affiliated,
SEC-registered broker-dealers, security-based swap dealers, and investment advisers – from engaging in
proprietary trading, sponsoring hedge funds and private equity funds, or investing in such funds.

As with any regulatory initiative of this scope and complexity, the final rule demands close attention to the
nature and pace of implementation, particularly with respect to smaller banking entities.  The Dodd-Frank
Act provides a period for banking entities to bring their activities and investments into conformance with
Section 619 that is scheduled to end on July 21, 2015.  During the conformance period, the largest trading
firms must begin to record and report certain quantitative measurements.  The first of these data
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submissions were received on September 2.  Staged implementation of metrics reporting and enhanced
compliance standards will continue after the end of the conformance period based on size and activity
thresholds.  Among other benefits, this incremental approach will allow the agencies to review the data
collection and revise or tailor its application, as appropriate.      

Currently, the regulatory agencies and banking entities are closely focused on implementation of the final
rule.  The collaborative relationships among the agencies that developed during the rulemaking process are
carrying forward and are supporting closely coordinated staff guidance and action.  The interagency working
group meets regularly to discuss implementation issues including, among other things, coordinated
responses to interpretive questions, technical issues related to the collection of metrics data, and
approaches to supervising and examining banking entities.  In response to banking entities’ interpretive
questions on the final rule, the staffs of the agencies have published coordinated responses to frequently
asked questions on various aspects of the rule.  As banking entities seek to comply with the final rule and
request additional guidance, I expect the interagency group to continue working together in this manner, as
well as in the coordination of examinations for compliance with the final rule.

Corporate Governance and Executive Compensation

The Dodd-Frank Act includes a number of corporate governance and executive compensation provisions that
require Commission rulemaking.  Among others, such rulemakings include:

Say on Pay.  In accordance with Section 951 of the Act, in January 2011, the Commission adopted
rules that require public companies subject to the federal proxy rules to provide shareholder advisory
say-on-pay, say-on-frequency and “golden parachute” votes on executive compensation.   The
Commission also proposed rules to implement the Section 951 requirement that institutional
investment managers report their votes on these matters at least annually.   Staff is working on
draft final rules for this remaining part of Section 951 for the Commission’s consideration in the near
term.

Compensation Committee and Adviser Requirements.  In June 2012, the Commission adopted
rules to implement Section 952 of the Act, which requires the Commission, by rule, to direct the
national securities exchanges and national securities associations to prohibit the listing of any equity
security of an issuer that does not comply with new compensation committee and compensation
adviser requirements.   To conform their rules to the new requirements, national securities
exchanges that have rules providing for the listing of equity securities filed proposed rule changes
with the Commission.   The Commission issued final orders approving the proposed rule changes in
January 2013.

Pay Ratio Disclosure.  As required by Section 953(b) of the Act, in September 2013, the
Commission proposed rules that would amend existing executive compensation rules to require public
companies to disclose the ratio of the compensation of a company’s chief executive officer to the
median compensation of its employees.   The Commission has received over 128,000 comment
letters on the proposal, including more than 1,000 unique comment letters.  The staff is carefully
considering those comments and is preparing recommendations for the Commission for a final rule.

Incentive-Based Compensation Arrangements.  Section 956 of the Dodd-Frank Act requires the
Commission, along with multiple other financial regulators, to jointly adopt regulations or guidelines
governing the incentive-based compensation arrangements of certain financial institutions, including
broker-dealers and investment advisers with $1 billion or more of assets.  Working with the other
regulators, in March 2011, the Commission published for public comment a proposed rule that would
address such arrangements.[59]  The Commission has received a significant number of comment
letters on the proposed rule, and I have asked the Commission staff to work with their fellow
regulators to develop a recommendation to finalize rules to implement this provision.

Prohibition on Broker Voting of Uninstructed Shares.  Section 957 of the Act requires the rules
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of each national securities exchange to be amended to prohibit brokers from voting uninstructed
shares in director elections (other than uncontested elections of directors of registered investment
companies), executive compensation matters, or any other significant matter, as determined by the
Commission by rule.  The Commission has approved changes to the rules with regard to director
elections and executive compensation matters for all of the national securities exchanges, and these
rules are all now effective.[60]

The Commission also is required by the Act to adopt several additional rules related to corporate
governance and executive compensation, including rules mandating new listing standards relating to
specified “clawback” policies,  and new disclosure requirements about executive compensation and
company performance,  and employee and director hedging.   The staff currently is developing
recommendations for the Commission concerning the implementation of these provisions of the Act, which I
expect to be taken up by the Commission in the near future. 

Broker-Dealer Audit Requirements

The Dodd-Frank Act provided the Public Company Accounting Oversight Board (“PCAOB”) with explicit
authority, among other things, to establish, subject to Commission approval, auditing standards for broker-
dealer audits filed with the Commission.  In August 2013, the Commission amended the broker-dealer
financial reporting rule to require that broker-dealer audits be conducted in accordance with PCAOB
standards and to more broadly provide additional safeguards with respect to broker-dealer custody of
customer securities and funds.[64]

Whistleblower Program

Pursuant to Section 922 of the Dodd-Frank Act, the SEC established a whistleblower program to pay awards
to eligible whistleblowers who voluntarily provide the agency with original information about a violation of
the federal securities laws that leads to a successful SEC enforcement action in which over $1 million in
sanctions is ordered.  As detailed in the SEC’s Office of the Whistleblower third annual report to Congress,
[65] during FY 2013 the Commission received 3,238 tips from whistleblowers in the United States and 55
other countries.  The high quality information we have received from whistleblowers has allowed our
investigative staff to work more efficiently and better utilize agency resources.  Last fall, the Commission
made its largest whistleblower award to date, awarding over $14 million to a whistleblower whose
information led to an SEC enforcement action that recovered substantial investor funds, [66] and this July
we awarded more than $400,000 to a whistleblower who reported a fraud to the SEC after the company
failed to address the issue internally.[67]  We expect future awards to further increase the visibility and
effectiveness of this important enforcement initiative.

In addition, the Dodd-Frank Act expanded whistleblower protections by empowering the Commission to
bring enforcement actions against employers that retaliate against whistleblowers.  Earlier this year, we
exercised this authority for the first time when we penalized a firm and its principal for retaliating against a
whistleblower who reported potential securities violations to the SEC.[68]

Investment Advisers and Broker-Dealers’ Standards of Conduct

Section 913 of the Dodd-Frank Act granted the Commission broad authority to impose a uniform standard of
conduct for broker-dealers and investment advisers when providing personalized investment advice about
securities to retail customers.  The question of whether and, if so, how to use this authority is very
important to investors and the Commission. 

In January 2011, the Commission submitted to Congress a staff study required by Section 913 (the “IA/BD
Study”), which addressed the obligations of investment advisers and broker-dealers when providing
personalized investment advice about securities to retail customers, and recommended, among other
things, that the Commission exercise the discretionary rulemaking authority provided by Section 913.  
In March 2013, the Commission issued a public Request for Data and Other Information (“Request”) relating
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to the provision of retail investment advice and regulatory alternatives, which sought data to assist the
Commission in determining whether to engage in rulemaking, and if so, what the nature of that rulemaking
ought to be.   

In order to more fully inform the Commission’s decision on this matter, I directed the staff to evaluate all of
the potential options available to the Commission, including a uniform fiduciary standard for broker-dealers
and investment advisers when providing personalized investment advice to retail customers.  As part of its
evaluation, the staff has been giving serious consideration to, among other things, the IA/BD Study’s
recommendations, the views of investors and other interested market participants, potential economic and
market impacts, and the information we received in response to the Request.  I have asked the staff to
make its evaluation of options a high priority.

In addition to considering the potential options available to the Commission, Commission staff continues to
provide regulatory expertise to Department of Labor staff as they consider potential changes to the
definition of “fiduciary” under the Employee Retirement Income Security Act (“ERISA”).  The staff and I are
committed to continuing these conversations with the Department of Labor, both to provide technical
assistance and information with respect to the Commission’s regulatory approach and to discuss the
practical effect on retail investors, and investor choice, of their potential amendments to the definition of
“fiduciary” for purposes of ERISA.

Specialized Disclosure Provisions

Title XV of the Act contains specialized disclosure provisions related to conflict minerals, coal or other mine
safety, and payments by resource extraction issuers to foreign or U.S. government entities.  In December
2011, the Commission adopted final rules for the mine safety provision.   In August 2012, the
Commission adopted final rules for the disclosures relating to conflict minerals and payments by resource
extraction issuers.

A lawsuit was filed challenging the resource extraction issuer rules, and in July 2013, the U.S. District Court
for the District of Columbia vacated the rules.   Since the court’s decision, members of the Commission
and the staff have met with interested parties and are considering comments submitted by stakeholders in
order to formulate a recommendation for revised rules for the Commission’s consideration.

A lawsuit (NAM vs. SEC) also was filed challenging the conflict minerals rule, and in April 2014, the U.S.
Court of Appeals for the D.C. Circuit upheld the rule against all challenges made under the Administrative
Procedure Act and the Exchange Act, but held that a portion of the rule violated the First Amendment.
 Following the Court of Appeals decision in NAM, Commission staff issued a statement on April 29, 2014 that
provides detailed guidance regarding compliance with those portions of the rule that were upheld, pending
any further action by the Commission or the courts.  On May 2, 2014, the Commission ordered a stay of the
effective date for compliance with those portions of Rule 13p-1 and Form SD subject to the constitutional
holding of the Court of Appeals.  On May 29, 2014, the Commission filed a petition asking the Court of
Appeals to hold the case for potential panel rehearing or rehearing en banc once the Court of Appeals issued
a decision in another First Amendment case then pending before the en banc Court (American Meat
Institute v. USDA).  The intervenor in the NAM case, Amnesty International, also filed a petition for
rehearing or rehearing en banc of the First Amendment portion of the panel opinion.  The Court issued its
en banc decision in American Meat Institute on July 29, 2014.  On August 28, 2014, the Court ordered the
appellants to file a response to both the SEC’s and Amnesty International’s petitions for rehearing en banc
in NAM by September 12, 2014.

Exempt Offerings

In December 2011, the Commission adopted rule amendments to implement Section 413(a) of the Act,
which requires the Commission to exclude the value of an individual’s primary residence when determining
if that individual’s net worth exceeds the $1 million threshold required for “accredited investor” status.  
The staff also currently is conducting a review of the accredited investor definition, as mandated by Section
413(b)(2)(A) of the Act.
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In July 2013, the Commission implemented Section 926 of the Act by adopting final rules that disqualify
securities offerings involving certain “felons and other ‘bad actors’” from relying on the safe harbor from
Securities Act registration provided by Rule 506 of Regulation D.

Office of Minority and Women Inclusion

In July 2011, pursuant to Section 342 of the Dodd Frank Act, the SEC formally established its Office of
Minority and Women Inclusion (“OMWI”).  OMWI is responsible for matters related to diversity in
management, employment, and business activities at the SEC.  This includes developing standards for equal
employment opportunity and diversity of the workforce and senior management of the SEC, the increased
participation of minority-owned and women-owned businesses in the SEC’s programs and contracts, and
assessing the diversity policies and practices of entities regulated by the SEC. 

To improve diversity in our workforce and in SEC contracts, OMWI has deployed an outreach strategy where
the SEC participates in minority- and women-focused career fairs, conferences, and business matchmaking
events to attract diverse suppliers and jobseekers to the SEC.  As a result of its outreach efforts, as of FY
2014 Q3, 31.9% of the total contract dollars awarded by the SEC were awarded to minority and women
contractors, up from 28.7% awarded in FY 2013.  As of FY 2014 Q3, 35.8% of new hires were minorities
and 40.7% were women, up from 33.5% minorities and 40.3% women hired in FY 2013.  OMWI and the
Commission are committed to continuing to work proactively to increase the participation of minority-owned
and women-owned businesses in our programs and contracting opportunities and to encourage diversity
and inclusion in our workforce.

OMWI also continues to make progress on the development of standards and policies relating to regulated
entities and contracting.  On October 23, 2013, pursuant to Section 342(b)(2)(C) of the Act, the SEC, along
with the OCC, the Board, the FDIC, the National Credit Union Administration, and the Consumer Financial
Protection Bureau, issued an interagency policy statement proposing joint standards for assessing the
diversity policies and practices of the entities they regulate.   The standards are intended to promote
transparency and awareness of diversity policies and practices within federally regulated financial
institutions.  The public comment period for the policy statement ended on February 7, 2014,  and after
careful review and consideration of the more than 200 comment letters received, the OMWI Directors are
currently drafting the final interagency policy statement.  I anticipate that the final interagency policy
statement will be circulated within the agencies for review and formal approval over the next few months.

Customer Data Protection - Identity Theft Red Flags and Financial Privacy Rules

In April 2013, to implement Section 1088 of the Dodd-Frank Act, the SEC and the CFTC jointly adopted
Regulation S-ID.   Regulation S-ID requires certain regulated financial institutions such as broker-dealers
and registered investment advisers to adopt and implement identity theft programs.  Specifically, the
regulation requires covered firms to implement policies and procedures designed to:

identify relevant types of identity theft red flags;

detect the occurrence of those red flags;

respond appropriately to the detected red flags; and

periodically update the identity theft program.

Regulation S-ID’s requirements complement the SEC’s other rules for protecting customer data.[80]

SEC Resources

The SEC collects transaction fees that offset the annual appropriation to the SEC.  Accordingly, regardless of
the amount appropriated to the SEC, our funding level will not take resources from other agencies, nor will
it have an impact on the nation’s budget deficit.  Yet, since FY 2012, the SEC has not received a significant
increase in resources to permit the agency to bring on the additional staff needed to adequately carry out
our mission. 
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Our budgetary needs have, of course, been increased by the responsibilities added by the Dodd-Frank and
JOBS Acts, but our significant budgetary gap and needs would remain had those extensive additional
responsibilities not been added.  There is an immediate and pressing need for significant additional
resources to permit the SEC to increase its examination coverage of registered investment advisers so as to
better protect investors and our markets.  While the SEC makes increasingly effective and efficient use of its
limited resources, we nevertheless were in a position to only examine 9% of registered investment advisers
in fiscal year 2013.  In 2004, the SEC had 19 examiners per trillion dollars in investment adviser assets
under management.  Today, we have only 8.  Additional resources are vital to increase exam coverage over
investment advisers and other key areas, and also to bolster our core investigative, litigation, and analytical
enforcement functions.  It is also a high priority for us to continue the agency’s investments in the
technologies needed to keep pace with today’s high-tech, high-speed markets.

With respect to our new responsibilities, we need additional staff experts to focus on enforcement,
examinations, and regulatory oversight.  We must strengthen our ability to take in, organize, and analyze
data on the new markets and entities under the agency’s jurisdiction.  The new responsibilities cannot be
handled appropriately with the agency’s existing resource levels without undermining the agency’s other
core duties, particularly as we turn from rule writing to implementation and enforcement of those rules. 

Also critical will be the SEC’s continued use of the Reserve Fund, established under the Dodd-Frank Act. 
The SEC dedicated the Reserve Fund to critical IT upgrades, and, if funding permits, plans to continue
investing in areas such as data analysis, EDGAR and sec.gov modernization, enforcement and examinations
support, and business process improvements. 

If the SEC does not receive sufficient additional resources, the agency will be unable to fully build out its
technology and hire the industry experts and other staff needed to oversee and police our areas of
responsibility, especially in light of the expanding size and complexity of our overall regulatory space.  Our
nation’s markets are the safest and most dynamic in the world, but   without sufficient resources, it will
become increasingly difficult for our talented professionals to detect, pursue, and prosecute violations of our
securities laws as the size, speed, and complexity of the markets grow around us.

Conclusion                                                  

The Commission has made tremendous progress implementing the extensive rulemakings and other
initiatives mandated by the Dodd-Frank Act to strengthen regulation and our financial system.  As the
Commission strives to complete the remaining work, I look forward to working with this Committee and
others in the financial marketplace to adopt rules that protect investors, maintain fair, orderly and efficient
markets, and facilitate capital formation – as we also undertake the necessary measures to enhance
financial stability and limit potential systemic risks.  Thank you for your support of the SEC’s mission and for
inviting me to share our progress with you.  I look forward to answering your questions.
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