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Summary
Schapiro outlines how the SEC is improving its oversight capabilities and what it may need from
Congress.

SEC Enforcement
Schapiro outlines some steps the SEC has taken or plans to take to improve its enforcement
abilities.
e The SEC has terminated the two-year “penalty pilot” program.”
e Attempts have been made to increase the speed of approval of formal orders of
investigation.
e The SEC plans to reduce some bureaucracy.
e The SEC plans to improve personnel training
e The SEC plans to encourage whistleblowers and increase efficiency of evaluating tips
through a centralized technology.
e The SEC plans to increase efficiency of collection of disgorgement penalties.

SEC Examination and Oversight

Schapiro notes some of the SEC’s plans to improve its oversight abilities.
e Recruit new personnel with knowledge of complex trading strategies and products.
e Improve surveillance and risk-based targeting of firms.

SEC Transparency and Investor Protection
Schapiro outlines some proposals that the SEC is considering implementing to enhance
transparency and investor protection.
¢ Independent public accountants should oversee custody control issues for assets.
e More complete and timely information should be provided to municipal securities
investors.
e Restrict “pay-to-play” methods used by advisers to public pension plans.
e Address risks of “dark pools.”2

Abusive Short-Selling
Schapiro discusses different proposals to combat abusive short-selling.®
e Subject short-sales to a price test.

! This program required Enforcement staff to seek Commission approval before penalizing public company
defendants.

2 Dark pools refer to automated trading systems that do not publicly present quotes.

% On July 27, 2009, the SEC made the ban on “naked” short-selling permanent but allowed its requirement for
institutional advisors to report position data on short sales to expire. Please see the following article:
http://www.marketwatch.com/story/sec-2009-07-27.
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e Subject individual securities to temporary short selling restrictions when their prices
significantly decline.
Credit Ratings Agencies
In February 2009, the SEC accepted several proposals to increase the transparency and
accountability of credit ratings agencies.
e These proposals address the methods used to establish ratings and the disclosure
requirements for ratings agencies.’
e The SEC also proposed requiring such agencies to disclose ratings history for all issuer-
paid credit ratings.
¢ Another proposal would prevent ratings agencies from submitting a rating for a structured
finance product paid for by the product’s issuer, sponsor, or underwriter unless the
product information is shared with other ratings agencies.

Shareholder Rights
Proposals to improve shareholder rights include:
e Remove obstacles preventing shareholders from exercising their rights to nominate
company directors.
e Increase disclosure requirements to give shareholders more information about the
company’s compensation policies and leadership structure.

Money Market and Mutual Fund Regulation
SEC proposals to improve regulation of money market funds include:
e Creating stricter standards for credit quality, maturity, and liquidity.
e Subject portfolios of money market funds to a stress test and require the funds to report
portfolio holdings monthly.
e The SEC is also looking into target funds and the use of specific target dates in a fund’s
name.

Filling Regulatory Gaps
e The SEC issued orders to assist the development of three central counterparties to clear
credit default swaps.
e Schapiro supports the Administration’s recommendation that private funds advisers
register with the SEC under the Investment Advisers Act.

SEC Resources
e Schapiro believes that the SEC is underfunded and needs more resources to accomplish
its goals for reform.

* See “Amendments to Rules for Nationally Recognized Statistical Rating Organizations,” February 2, 2009,
http://www.sec.gov/rules/final/2009/34-59342.pdf.
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