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June 9, 2014 

 
The Honorable Daniel M. Gallagher 
Commissioner 
Securities and Exchange Commission 
100 F Street, NE 
Washington, DC 20549 
 

Re: Investment Adviser Examinations 
 
Dear Commissioner Gallagher: 
 
 On behalf of the Investment Adviser Association,1 I am writing to highlight our views on 
the subject of investment adviser examinations and to express our willingness to engage in 
discussions with you to examine the relative merits of appropriate options to enhance investment 
adviser oversight. 
 

Based on your recent remarks at the Rocky Mountain Securities Conference2 and the 
Financial Industry Regulatory Authority (FINRA) Annual Conference, you share our concern 
that the SEC’s current program does not examine sufficient numbers of SEC-registered 
investment advisers each year.  We have a long history of supporting efforts to increase the 
frequency of investment adviser examinations.  To that end, we have emphasized that the most 
cost-effective and appropriate approach is to enhance the Commission’s own examination 
program.3  For example, in our testimony before the House Financial Services Committee in 
2012, we stated that: “[t]he SEC, a governmental regulator that is accountable to Congress and 
the public, has more than seven decades of experience and expertise regulating and inspecting 
investment advisers”…and “is best-positioned to provide effective oversight for all SEC-
registered investment advisers, irrespective of asset size and type of clients served.”4  As part of 

                                                 
1  The Investment Adviser Association is a not-for-profit association that represents the interests of investment 
adviser firms registered with the Securities and Exchange Commission.  Founded in 1937, the IAA’s membership 
consists of more than 550 advisory firms that collectively manage approximately $14 trillion for a wide variety of 
individual and institutional investors, including pension plans, trusts, investment companies, private funds, 
endowments, foundations, and corporations.  For more information, please visit our website: 
www.investmentadviser.org. 
 
2  Daniel M. Gallagher, Commissioner, Remarks at the 46th Annual Rocky Mountain Securities Conference (May 9, 
2014). 
 
3  Frequency of examinations is important, but it is only part of the equation.  Examinations must be effective, 
substantive, risk-targeted, and conducted by examiners who understand both relevant regulation and the nature of 
the businesses being examined.  
 
4  Testimony of David G. Tittsworth, Executive Director, IAA, before the House Committee on Financial Services 
(June 6, 2012), available at: 
https://www.investmentadviser.org/eweb/docs/Publications_News/Comments_and_Statements/Current_Comments_
Statements/120606tstmny.pdf. 
 

http://www.investmentadviser.org/
http://www.investmentadviser.org/
https://www.investmentadviser.org/eweb/docs/Publications_News/Comments_and_Statements/Current_Comments_Statements/120606tstmny.pdf
https://www.investmentadviser.org/eweb/docs/Publications_News/Comments_and_Statements/Current_Comments_Statements/120606tstmny.pdf


the SEC, the Office of Compliance Inspections and Examinations (OCIE) can fully utilize 
specialized internal resources.  For example, as noted by Chair White, OCIE’s Office of Risk 
Assessment and Surveillance “aggregates and analyzes a broad band of data to identify 
potentially problematic behavior,” and “is developing exciting new technologies – text analytics, 
visualization, search, and predictive analytics – to cull additional red flags from internal and 
external data and information resources.”5  In addition, OCIE can draw on the unique regulatory 
and policy expertise of the SEC’s Division of Investment Management and the risk identification 
capabilities of the Division of Economic and Risk Analysis. 

 
We strongly supported the SEC’s recent request to add 250 examiners to its investment 

adviser/investment company oversight program.  While OCIE has made significant progress in 
improving its investment adviser examination program, the additional resources requested by the 
SEC would have enabled the agency to increase the frequency of investment adviser 
examinations.  Unfortunately, the FY 2014 appropriations bill adopted by Congress did not 
provide the SEC with funds to hire these additional examiners. 
  

We also have favored legislation that would authorize the Commission to impose user 
fees on investment advisory firms that would be solely dedicated to enhancing the SEC’s 
investment adviser oversight program.  We have expressed support for H.R. 1627, the 
“Investment Adviser Examination Improvement Act of 2013.”  In a joint letter to members of the 
House of Representatives, we noted that:6   

 
Quantitative analysis supports the position that a user fee is the most effective and 
efficient way to pay for improved investment adviser oversight.  The Boston Consulting 
Group, Inc. conducted a study (BCG Study)

 
that determined that a user fee is the least 

expensive of the options set forth in the Section 914 Study, in part, because it would not 
require the SEC to allocate additional resources to oversee an SRO.  Further, the BCG 
Study found that an SRO would cost at least twice as much as funding an enhanced SEC 
examination program paid for through user fees.  
 
The BCG Study found that a user fee enjoys broad industry support. The survey found 
that:   

                                                 
5 Mary Jo White, Chair, The SEC in 2014 (Jan. 27, 2014).  Chair White also stated that these tools “will help our 
examiners be even more efficient and effective in analyzing massive amounts of data to more quickly and accurately 
hone in on areas that pose the greatest risks and warrant further investigation.  In an era of limited resources and 
expanding responsibilities, it is essential to identify and target these risks more systematically.  And we are doing 
that.”  She identified a specific initiative in February 2014, the National Exam Analytics Tool (NEAT), and noted 
that this tool recently analyzed 17 million transactions executed by one investment adviser in 36 hours.  Mary Jo 
White, Chair, Remarks at the “SEC Speaks” Conference (Feb. 21, 2014). 
 
6 Letter from AARP, Consumer Federation of America, Financial Planning Coalition, IAA, and North American 
Securities Administrators Association to U.S. House of Representatives in Support of H.R. 1627, the Investment 
Adviser Examination Improvement Act of 2013 (Dec. 4, 2013), available at 
https://www.investmentadviser.org/eweb/docs/Publications_News/Comments_and_Statements/Current_Comments_
Statements/131204cmnt.pdf. 
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 approximately 81% of investment advisers said they preferred the SEC over FINRA 
oversight; and  

 the preference for SEC oversight remained strong even if it would cost investment 
advisers more than FINRA oversight. 

  
At the same time, we have consistently voiced our objections to extending FINRA’s 

examination or rulemaking authority to investment advisory firms.  As stated in our 2012 
testimony, “[w]e particularly oppose extending FINRA’s jurisdiction to investment advisers due 
to its lack of transparency and accountability, questionable track record, the costs involved, and 
its experience and bias favoring the broker-dealer regulatory model.”  FINRA does not have the 
expertise or experience to examine investment advisers.  In light of these and other concerns – 
which have been voiced by many disparate interests (including the CATO Institute, U.S. 
Chamber of Commerce, and North American Securities Administrators Association) – we 
believe it would be a mistake to outsource the SEC’s investment adviser examination program to 
FINRA. 

 
Your May 9 speech posits that the Commission is not finding misconduct by investment 

advisers as quickly as it finds misconduct by broker-dealers “because the SEC allocates a 
disproportionate amount of resources to policing the activities of broker-dealers when compared 
to those we expend policing investment advisers.”  We agree that the SEC expends significant 
resources on broker-dealer oversight, in addition to the resources that FINRA devotes to the 
same activities.  We encourage the Commission to consider reallocating its existing resources to 
increase investment adviser examination activity, which it could accomplish without additional 
legislation or rulemaking.7 

 
We respectfully submit, however, that differences relating to the number of SEC-

registered advisory firms and SEC-registered broker-dealer firms do not tell the whole story.  For 
example, we note that the SEC’s examination of investment advisory firms covers a significant 
percentage of total assets under management each year, that OCIE conducts analysis of all 
investment advisers on an ongoing basis, which informs the risk-based determination of which 
firms to examine, and that the total number of SEC-registered investment advisers is overstated 
due to the existence of separate legal entities that essentially operate as a single business.  We 
submit that instead of utilizing apples-to-oranges comparisons, it would be more productive to 
focus on ways to improve the SEC’s investment adviser examination program to achieve a 
higher level of investor protection. 

 
Opportunities to augment the SEC’s own investment adviser examination program, 

including third-party examinations, are also worthy of debate.  We are concerned, however, 
about the potential disadvantages of third-party examinations as compared with SEC 
examinations.  We outlined some of the issues that would need to be addressed in our 2003 
comment letter that responded to a similar construct raised by the Commission in connection 

                                                 
7  We also encourage OCIE to continue to improve the productivity of its examination program, and offer our 
assistance to the Commission and OCIE in developing additional efficiencies in the program. 
 



with the proposed compliance program rule.8  Such issues include the standards to be applied in 
such examinations, the scope and frequency of any such examinations, the qualification and SEC 
oversight of third parties, confidentiality, and the cost to advisers. 

 
As an initial matter, the Commission may want to consider assessing the types of 

voluntary third-party reviews that investment advisory firms currently employ.  These include 
financial audits, internal control reports by third parties, compliance reviews by third parties, 
mock audits, and internal audits.  Before engaging in any rulemaking that would require SEC-
registered advisory firms to undertake an examination or other review by a third party, it would 
be helpful to understand what practices are already undertaken, how such practices are utilized, 
the types of third parties retained, and the costs involved. 

 
Given our common goal of enhancing the Commission’s investment adviser oversight, 

we believe it would be helpful to discuss these issues with you.  I trust that you will not hesitate 
to contact us if we may provide any additional information and we look forward to discussing the 
costs and benefits of all appropriate options at your earliest convenience. 

 
Sincerely, 

 
 

David G. Tittsworth 
President & CEO 

 
Cc: Hon. Mary Jo White 
 Hon. Luis A. Aguilar 
 Hon. Kara M. Stein 
 Hon. Michael S. Piwowar 

 
         
 
 
 
 

                                                 
8  Letter from David G. Tittsworth, Executive Director, ICAA to Jonathan G. Katz, Secretary, SEC, re: File No. S7-
03-03: Proposed Rule: Compliance Programs of Investment Companies and Investment Advisers (Apr. 17, 2003) 
available at http://www.sec.gov/rules/proposed/s70303/icaa041703.htm.  

http://www.sec.gov/rules/proposed/s70303/icaa041703.htm

