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Good morning. Thank you for that kind introduction. Before I begin, let me issue the standard disclaimer
that the views I express today are my own, and do not necessarily reﬂect the views of the U.S.
Securities and Exchange Commission (“SEC”), my fellow Commissioners, or members of the staff.
I am pleased to be here at the Regulatory Compliance Association’s (“RCA”) 2013 program on
Regulation, Operations & Compliance. RCA’s focus on compliance training and education for the
investment industry, with particular emphasis on alternative asset management ﬁrms, is important for
investor protection and I commend its efforts. With its 72,000 members, RCA efforts can have a
powerful impact.
I am particularly delighted to be here because most of you here are involved with investment ﬁrms as
either lawyers or compliance professionals, and I’ve spent a good portion of my career doing what many
of you do. Before being appointed as a Commissioner at the SEC, I worked at various international law
ﬁrms, where a portion of my practice involved representing investment advisers, investment companies,
and private funds. In addition, I spent most of the 1990s as the general counsel and head of compliance
for a global asset management ﬁrm. In more than 30 years as a practicing attorney in the securities
industry, I’ve had the opportunity to interact with fund managers and investment advisers in the private
sector and at the Commission. I fully appreciate the role that many of you play in the securities markets.
Recent data shows that the investment advisory industry has experienced rapid growth. Over the last
ten years, the number of investment advisers has grown by about 50%.1 The growth of the investment
advisory industry is also highlighted by the increase in assets under management — from about $22
trillion in 2002, to almost $44 trillion in 2011.2 In addition, the growth of the investment advisory industry
is also reﬂected in the number of entities registered with the SEC and with state regulators. For
example, in 2012, the SEC was responsible for overseeing more than 10,500 investment advisers,3 as
well as 9,700 mutual funds and exchange traded funds.4 Of course, some small- to mid-sized advisers
are registered with the states instead of the SEC and, as of January 1, 2013, there were approximately
17,200 investment advisers registered with the states.5
As to the number of entities registered with the SEC, the number was increased by the many private
fund advisers — mainly advisers to hedge funds and private equity funds — that are now required to
register with the SEC as result of the Dodd-Frank Act’s6 elimination of the private adviser exemption.
This means that, in general, private fund advisers are now subject to regulatory oversight and other
requirements, including SEC examinations. As of December 2012, there were over 4,000 private fund
advisers registered with the SEC, and approximately 2,400 of those manage hedge funds. Of those
4,000 advisers, more than 1,500 have registered with the SEC since July 21, 2010, when the President
signed the Dodd-Frank Act into law.7

Accompanying the growth in the number of registered entities, and the growth in assets under
management, has been a proliferation in the types and complexities of investment strategies. Over the
past few years, investment assets have been invested in more complex and sophisticated products —
including derivatives, such as credit default swaps, collateralized mortgage obligations, collateralized
debt obligations, and leverage and inverse exchange-traded funds. This complexity and growth, coupled
with the lessons of the ﬁnancial crisis, have highlighted the importance of investor protection.
Despite the increased complexity, or perhaps because of it, more and more Americans are entrusting
their savings and retirement assets to the investment advisory industry. There’s good news and bad
news to this growth. The good news is that investors generally trust investment advisers. In fact, a 2012
survey found that investors trust their ﬁnancial advisor more than their primary doctor or accountant.8
The bad news is that the growth in size and complexity has resulted in more opportunities for mischief.
The evidence of that bad news can be found in some grim statistics — for example, in ﬁscal year 2012,
the SEC brought 147 investment adviser-related cases. This is roughly 20% of all enforcement cases,
and accounted for the largest category of enforcement cases during that ﬁscal year.9 In addition, the
number of enforcement actions brought by state regulators involving investment adviser ﬁrms nearly
doubled from the prior year — to 399 in 2011 — and accounted for 15% of all enforcement actions
brought by state regulators.10
I am concerned about these statistics and their damaging effect. Investor trust and conﬁdence in their
ﬁnancial advisers is based on the belief that investors will be treated honestly and fairly. Clearly, the
statistics indicate that more work needs to be done to earn investor trust. To that end, I believe that a
strong compliance program is the foundation on which investor trust is built and kept. In keeping with
that belief, today I would like to highlight:
The importance of building a culture of compliance that will result in a robust and effective
compliance environment that works for investors; and

The corrosive impact on investor trust that arises as a result of certain practices and conduct by
investment advisers — particularly insider trading and problems in the area of valuation.
Lastly, I want to provide some information on the SEC’s increased focus on the asset management
industry. This increased focus may be an additional reason why your ﬁrms should want robust
compliance functions.

A Culture of Compliance
President Theodore Roosevelt once said, “[i]n any moment of decision, the best thing you can do is the
right thing.”11 In any discussion involving a compliance matter, all of us should ask whether we are
doing the right thing — in particular, are we doing the right thing on behalf of investors? The concept of
“doing the right thing” on behalf of investors should be the guiding principle of all compliance personnel,
and should be at the heart and soul of any investment advisory ﬁrm.
One of the most important lessons I learned when I was a compliance ofﬁcer is that an effective
compliance program begins at the top. A ﬁrm’s senior leadership must be visible and vocal advocates
for a strong culture of compliance. It is critically important to foster an environment where everyone
understands that the ﬁrm values honesty, integrity, and takes compliance issues seriously. And, to state
the obvious, management must also provide the ﬁrm’s employees with the necessary tools and
resources to fulﬁll their compliance functions, such as hiring the right people, developing effective
compliance controls, and designing appropriate policies and procedures that take into consideration the
ﬁrm’s ﬁduciary obligations to its clients.

The SEC has long focused on requiring a strong compliance culture at investment advisory ﬁrms. Going
as far back as 1939 and culminating with the passage of the Investment Advisers Act of 1940 (“Advisers
Act”), the Commission has always recognized the advisers’ broad ﬁduciary duty to act in the best
interest of their clients and the need to address all conﬂicts of interest between advisers and their
clients.12 As the Supreme Court stated in 1963, a fundamental purpose of the Advisers Act is “to
achieve a high standard of business ethics in the securities industry.”13
The importance of compliance functions is clearly reﬂected in various SEC rules. For example, both the
Advisers Act and the Investment Company Act of 1940 (“Investment Company Act”) require registered
advisers “to adopt and implement written policies and procedures reasonably designed to prevent
violation of the federal securities laws, review those policies and procedures annually for their adequacy
and the effectiveness of their implementation, and designate a chief compliance ofﬁcer to be
responsible for administering the policies and procedures.”14
The importance of compliance programs is also underscored by the many Commission actions against
investment advisers for failing to have adequate compliance procedures in place to prevent securities
law violations.15 In a 2011 case that was particularly egregious, the Commission brought an action
against a ﬁrm that had no compliance program.16 Moreover, the ﬁrm’s chief compliance ofﬁcer
apparently lived overseas and had no compliance responsibilities.17
There are other troubling instances of ﬁrms ignoring their compliance responsibilities. Just last month, a
Risk Alert issued by the SEC’s Ofﬁce of Compliance Inspections and Examinations (“OCIE”) highlighted
that the staff observed widespread and varied non-compliance with the SEC’s custody rule.18 The Risk
Alert stated that approximately one-third (over 140) of recent examinations by the staff included custody
related issues.19 To be quite frank, this widespread failure is simply alarming. The Advisers Act custody
rule is designed to protect and safeguard client assets, and the fact that one-third of entities reviewed by
the staff had custody-related deﬁciencies is unacceptable.
Although I recognize that many investment advisers attempt to do a good job in fulﬁlling their statutory
obligations, there are, unfortunately, still many instances where investment advisers fail to do the right
thing. When that occurs, it may be necessary for the SEC to step in.

Insider Trading By Investment Advisers
One of the areas that has seen quite a bit of the SEC having to step in involves insider trading by
investment advisers. As many of you know, the Advisers Act pays particular attention to insider trading.
Section 204A requires advisers to establish, maintain, and enforce written policies and procedures
reasonably designed to prevent advisers or any of their associated persons from misusing inside
information.20 Part of this requirement is that investment advisers must adopt written code of ethics that
sets forth a standard of business conduct for its employees that reﬂects the adviser’s ﬁduciary
obligations. The code of ethics must require, among other things, compliance with the federal securities
laws by the advisers’ employees, review of personal securities transactions, and reporting of violations
to the chief compliance ofﬁcer.21
Unfortunately, insider trading — particularly relating to hedge fund and hedge fund advisers —
continues to be an area of active enforcement by the Commission.22 In ﬁscal year 2012, approximately
16% of the insider trading cases brought by the Commission were against hedge funds and their
advisers.23 Just last month, the hedge fund advisory ﬁrm CR Intrinsic Investors agreed to pay more
than $600 million to the Commission. CR Intrinsic was charged with participating in an insider trading
scheme involving information about a clinical trial of a drug jointly developed by two pharmaceutical
companies.24 That same month, in a case involving expert networks, hedge fund advisory ﬁrm Sigma
Capital Management agreed to pay nearly $14 million to settle insider trading charges involving one of
its analysts, who obtained inside information about the quarterly earnings of two public companies.25

These recent cases highlight the continuing need for vigilance in this space. They make it clear that
investment advisory ﬁrms should assess whether they have effective policies and procedures to identify
and prevent the illegal use of inside information. They must provide training and guidance to ensure
that, when employees come into possession of inside information, the ﬁrm has adequate and effective
control processes in place to prevent illegal insider trading.26 In addition, the ﬁrms ought to review their
trades for unusual investment performance, for example, by comparing their performance to peergroups and market performance in general, and determine whether trades were effectuated ahead of
corporate announcements.
In addition, if an investment advisers’ business involved interacting with expert networks, they must
recognize that industry experts or consultants may have access to inside information that could be
transmitted to the ﬁrm. As has been widely reported, the Commission has recently brought a number of
cases involving these networks. Investment advisers must have policies and procedures to address this
risk or face potential enforcement consequences.

Conflicts of Interest and Valuation
Another area that has seen recent SEC activity has involved the failure to price assets accurately. This
is especially true in circumstances where market prices for investments are not readily available and
“fair value” must be ascertained. We all know the importance of valuation and that there are inherent
conﬂicts of interests that may arise in the valuation of investments; for example, investment advisers
may have an incentive to provide higher prices for illiquid investments to show better performance,
retain current investors, attract new investors, and, of course, charge more fees.
Not surprisingly, the valuation of portfolio securities is an area where the Commission continues to ﬁnd
misconduct.27 For example, in 2011, the Commission charged a portfolio manager and others with
inﬂating the fund’s performance and net asset value by manipulating the valuation processes.28 The
portfolio manager and others worked together to provide ﬁctional prices during the valuation processes
and caused the fund to overvalue its holdings by as much as $163 million. In another case that has
recently been in the news, the Commission brought a case against fund directors for delegating their
responsibilities to determine “fair values” of portfolio securities to others, without providing any
meaningful and substantive guidance.29 This failure made it easier for the funds’ portfolio manager to
engage in misconduct by making numerous arbitrary and unsubstantiated adjustments to asset prices
that did not reﬂect fair value.30 As a result, a majority of the funds’ fair valued securities — in most
cases upwards of 60% — contained inaccurate and misleading net asset values.31 To settle these
charges, the investment advisers agreed to pay $200 million, and the portfolio manager agreed to pay
$500,000 and was permanently barred from the securities industry.32
Valuation of assets is an area that the Commission will continue to look into; I encourage those of you
with compliance responsibilities to pay close attention to your ﬁrm’s valuation processes. An ounce of
prevention will be worth a pound of cure.

The SEC’s Focus on the Asset Management Industry
Before ending my remarks, I would like to take a moment to discuss the SEC’s recent oversight efforts
in the asset management industry. Given the compliance challenges facing investment advisers and the
signiﬁcant risks posed to investors when things go wrong, it is not surprising that the Commission and
state securities administrators have a greater focus on the asset management industry.
The SEC efforts are on multiple fronts. One such effort has resulted in enhanced coordination between
the various divisions and ofﬁces within the Commission. For example, the SEC’s Division of Risk,
Strategy, and Financial Innovation (or “Risk Fin”) provides support on data analytics to various
segments of the SEC, including enforcement and examinations.33 In this regard, Risk Fin provides

support to Commission staff on issues dealing with the examination of investment advisers, investment
companies, hedge funds, and other institutional investors.34 Risk Fin’s analysis of performance data
has been used, among other things, to identify candidates for examination or investigation.
The collaboration between Risk Fin and the SEC’s Division of Enforcement can be seen in the
Commission’s actions in combating investment adviser fraud. For example, in ﬁscal year 2012, the SEC
ﬁled several enforcement actions against advisory ﬁrms and their employees as part of an initiative
called the “Aberrational Performance Inquiry,” which identiﬁes abnormal investment performance.35 As
part of this initiative, the Division of Enforcement and Risk Fin used risk analytics to evaluate hedge
fund returns and identify fund performance that was inconsistent with the fund’s investment strategy or
other benchmarks.36 In addition, as more data is obtained through Form PF, Risk Fin is expected to
improve its risk analytics to better support the Division of Enforcement and OCIE.
The SEC’s focus on the asset management industry can also be seen in the staff’s efforts to more
quickly examine newly-registered entities whose activities may pose greater risks. For example, as
some of you may know, the SEC announced in October 2012 that it is conducting risk-based
examinations of private fund advisers that have recently registered with the Commission.37 Moreover,
as you may have seen in the news, the SEC’s proposed budget includes the hiring of as many as 250
additional examiners.38
However, it’s not all about the Commission’s efforts in enforcement and examinations. The SEC is also
making an effort to publicize best practices and to offer staff guidance in a number of areas. In the last
two years, OCIE has published seven Risk Alerts on a variety of subject areas, such as best practices
for preventing and detecting unauthorized trading, and investment advisers’ use of social media.39 The
Ofﬁce of Investor Education and Advocacy also published a large number of investor alerts and bulletins
covering topics such as custody of investment assets, hedge funds, selecting a ﬁnancial professional,
and transitioning of mid-sized investment advisers from federal to state registration.40
In 2011, OCIE also redesigned its compliance outreach program for investment advisers and investment
companies to expand the program’s intended audience from chief compliance ofﬁcers to “all senior
ofﬁcers”; this recognizes the importance of compliance throughout an entity’s business operations.41
Moreover, the primary purpose of this program is to encourage discussions about compliance issues
between Commission staff and chief compliance ofﬁcers and senior ofﬁcers of registered investment
advisers and investment companies. This program can be beneﬁcial to both the staff and the industry,
and I encourage investment advisers to be proactive and to utilize this program.

Conclusion
Let me conclude by saying that the most important thing to remember about being an investment
adviser is that you are ultimate ﬁduciaries to your clients. And one of the cornerstones of such a
responsibility is an effective and robust compliance program that is embedded into an entity’s
investment culture from top to bottom.
Building a strong culture of compliance is important, especially when the success of your business
depends largely on investor trust and conﬁdence. A compliance program that focuses on investor
protection also protects your business. This is true because the potential costs of serious compliance
failures and violations of the federal securities laws can be much higher than any sanctions imposed by
regulators. In the end, the reputational harm to your business may be more severe.
At a time when the SEC and the state securities administrators are looking more closely at the advisory
industry, it only makes sense for the industry to support the compliance functions that can separate the
resilient survivors from those who will be subject to tomorrow’s enforcement actions.

In the end, it’s important to do what’s right according to the letter of the law, but it’s better to think in
terms of doing what’s right because it is in the best interest of the client — and that is the real
foundation of a culture of compliance.
Thank you.
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