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Regulatory Trends

Current Proposals
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Whistleblower

Date: SEC Proposal on November 3, 2010 under Section 922 of 
Dodd-Frank

Summary:


 

Rewards for voluntary “original information”


 

Amounts are based on successful enforcement and significance


 

Awards are 10-30% of total monetary sanctions recovered


 

Protects Whistleblowers from public exposure and employer reprisals

Considerations:


 

Pressure on compliance program to identify violations of securities law


 

Review materiality and reporting of issues


 

Risk to compliance program 


 

Increase of meritless claims


 

Elevated regulatory scrutiny with whistleblower activity
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Credit Ratings

Date: Effective July 21, 2011, Dodd-Frank eliminates references in 
federal laws, on March 2, 2011 the SEC proposes rule amendments to 
Rule 2a-7, 5b-3 and Form N-MFP

Summary:


 

Changes to credit rating references to include a substitution or rating with a 
creditworthiness standard



 

Impacts for Rule 2a-7 include Board reporting and approval processes 


 

Reports under Forms N1-A, N-2 and N-MFP are updated altered to remove 
references to credit ratings

Considerations:


 

Review of credit processes, documentation and monitoring


 

Involvement of Board and reporting


 

Refine reporting and disclosure


 

Potentially confusing to shareholders
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Regulation of OTC Derivatives

Date: Various Proposals and Interim Rules mandated by Dodd Frank

Summary:


 

Establishes a new framework for the regulation of over-the-counter derivative 
transactions



 

Requires new reporting for many previously unregulated transactions


 

Mandates certain swap-market participants to register with the SEC or CFTC


 

Impacts CFTC 4.5 trading practices by changing exemptions, including the 
hedging definition

Considerations:


 

Review of processes and increased monitoring to determine bona-fide hedging


 

Scope of derivative products and use, including disclosure and marketing


 

Evaluate registration requirements as a CPO (Commodity Pool Operator)


 

Evaluate Board considerations and reporting
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Incentive Based Compensation

Date: Joint proposal by SEC, FDIC, OCC, FRB, OTS, NCUA and FHFA, in 
March 2011

Summary:


 

Requires Financial Institutions to disclose the structure of  incentive-based 
compensation practices


 

Would not apply to Financial Institutions with assets less than $1 billion


 

Additional requirements for Financial Institutions over $50 billion


 

Prohibits arrangements that encourage inappropriate risks


 

Requires policies and procedures and Board approval

Considerations:


 

Develop additional policies and reporting


 

Review compliance involvement


 

Determine the “risk appetite”


 

Understand and structure appropriate Board involvement
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Other Proposals
Proposal Description

12b-2 The proposal would allow the continued use of fund assets for 
marketing expenses, but would impose specified limits on such 
“marketing and service” fees.

FASB/IASB Balance 
Sheet Offsetting Rule

Requirement to offset assets and liabilities only when the entity has 
both an unconditional and legally enforceable right of setoff and 
intention to settle the asset and liability on a net basis or 
simultaneously.

Form ADV The proposed changes require advisers to provide expanded data 
about advisory businesses, private funds advised, and other non- 
advisory activities.

Fiduciary Standard The DOL proposed to revise an existing rule on when a person will 
be considered to be a fiduciary under ERISA by providing investment 
advice. 

Municipal Securities Dodd-Frank imposes new requirements on municipal securities.  New 
proposals include additional SEC registration and MSRB Pay to Play 
requirements.  Generally, advisors to pooled vehicles are exempted
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Other Proposals
Proposal Description

Research Disclosure FINRA proposed a disclosure rule for debt research similar to 
disclosure of equity research and would increase requirements for 
retail and institutional investors.

Systemically Important The FSOC published proposed rules that would, if adopted, establish 
a framework for the FSOC in making a determination of whether a 
non-bank financial company was systemically important, thus 
creating additional oversight.

Target Date The SEC and the DOL have proposed additional disclosure 
requirements for target date funds intended to enhance 
understanding and transparency.
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Regulatory Trends 

Current Rules and Amendments
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Pay-to-Play

Date: SEC Adopted Rule 206(4)-5 on July 1, 2010, compliance date of 
March 14, 2011 generally, with some exceptions extended to 
September 13, 2011 including mutual funds, prohibition on 
solicitations and maintaining a listing of government entities

Summary:


 

Seeks to curtail advisors ability to utilize political contributions to influence 
government officials in hiring investment advisors



 

Requires procedures to monitor contributions and payments to elected officials 
that may influence awarding contracts for government investment accounts



 

Imposes additional recordkeeping requirements 


 

Imparts a ban on third parties hired to solicit governmental entities

Considerations:


 

Define “Covered Associates”


 

Track and monitor for two-year look back 


 

Refine required compliance monitoring


 

Resolve Intermediary / Omnibus Accounts


 

Understand and monitor Sub-Advisor relationships
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ADV Part 2

Date: Effective October 12, 2010, Compliance date for an adviser with a 
year end of December 31 the filing is 90 days after year end.  The 
advisor must deliver a new Part 2 to existing clients within 60 days of 
the amendment

Summary:


 

Implements an entirely narrative format to Part 2A 


 

Describes the nature of various conflicts of interest, but also how the advisor 
addresses such conflicts



 

Requires annual electronic filing with the SEC and delivering a summary of 
updates annually to clients



 

Includes a Brochure supplement (Part 2B) for each supervised person

Considerations:


 

Evaluate the plain English format


 

Formalize processes to identify and address conflicts


 

Quantify soft dollar benefits (proposed)


 

Review privacy disclosure options


 

Finalize brochure supplement delivery and structure
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Money Market Amendments

Date: SEC Amendments Adopted February 23, 2010, compliance dates 
range from May 2010 to October 2011

Summary:


 

Tightens risk-limiting conditions for Money Market Funds


 

Reduce the maximum weighted average maturity


 

Impose a maximum weighted average life


 

Improve quality of portfolio securities


 

Adopt stress testing


 

Requires funds to report holdings monthly


 

Permits a fund to suspend redemptions for breaking the buck 


 

Limits collateral


 

Amends Rule 17a-9 to expand ability to purchase portfolio securities 

Considerations:


 

Prepare for additional reporting and analysis


 

Determine additional compliance monitoring


 

Evaluate operational preparedness 
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Registration of Private Funds

Date: SEC Amendments Effective July 2010, Effective dates for  July 21, 
2011 for reporting and other provisions

Summary:


 

Requires registration of private funds with greater than or equal to $100,000 
AUM with the SEC


 

Includes some exceptions related to venture capital funds and narrowly 
defined foreign private advisers



 

Rescinds the exemption under Section 203(b)(3) for fewer than 15 clients 


 

Implements reporting under proposed Form PF 


 

Changes to accredited investor definition

Considerations:


 

Evaluate regulation and reach to non-registered funds


 

Understand additional reporting of funds 


 

Prepare for complexity of Form PF


 

Understand grandfathering of accredited investors


 

Potential increase to state registrations
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Other Rules/Amendments
Rule/Amendment Description

Asset-Backed 
Securities

Dodd-Frank eliminates the exemption for asset-based securities (ABS) 
from registration and authorizes the SEC to adopt rules for a 
registration framework.  The SEC adopted rules related to 
representations and warranties regarding the loans underlying the ABS.  
Another rule requires a review of the assets underlying the ABS by the 
issuer for a third party.  There is also a proposal that would require 
sponsors to retain 5% of the credit risk for each class of ABS issued.

Cost Basis Accounting The Internal Revenue Service (“IRS”) and Treasury Department 
released final regulations implementing cost basis and other information 
reporting requirements for brokers, including mutual funds.

Custody The Rule applies to Investment Advisors under the 1940 Act.  Advisors 
must ensure compliance for client funds and securities for which it is 
deemed to have custody.

FATCA The Act aims to ensure U.S. persons with financial assets outside the 
U.S. are paying U.S taxes.  Withholding will be required on U.S. 
sourced payments to foreign institutions that do not comply with IRS 
reporting requirements after December 31, 2012.

FBAR The Rule requires reporting by Foreign Banks and Foreign Accounts 
(FBAR) by June 30, 2011, which may impact some foreign funds and 
advisors.
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Other Rules/Amendments
Rule/Amendment Description

FCPA and UK Act The UK Act creates new rules restricting offering or receiving a bribe, 
bribery of foreign public officials, and a corporate offense of failure to 
prevent a bribe being paid on an organization's behalf. 

Proxy Access The rules are intended to give greater access to issuer’s proxy 
materials.  Although adopted in August 2010, the SEC’s rules were 
challenged and the SEC stayed the effectiveness of the rules pending 
resolution of litigation.

RIC Modernization Act The Act clarifies tax laws affecting RIC's, modifies or eliminates various 
special tax rules that are out of date and reduces administrative 
burdens and effects of certain tax rules.

Say on Pay Institutional managers are subject to Section 13(f) and will be required 
to disclose executive compensation votes at least annually on Form N- 
PX.

Social Media FINRA adopted new guidance in January 2010 regarding social media 
recordkeeping, suitability, and supervisory requirements.

Volcker Rule The Rule prohibits proprietary trading and restricts sponsoring of or 
investing in hedge funds and private funds by banks, bank holding 
companies and affiliates.
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Regulatory Trends 

Impact to Compliance Programs
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Compliance Program Impact = Dynamic Changes

18

Regulatory Environment 

New 
Developments/

Changes/
Proactive view

Assessment of 
Regulations and 

Impact to Compliance
Programs
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Wells Fargo Funds Management, LLC, a wholly owned subsidiary of Wells Fargo & Company, provides investment 
advisory and administrative services for Wells Fargo Advantage Funds®. Other affiliates of Wells Fargo & Company 
provide subadvisory and other services for the funds. The funds are distributed by Wells Fargo Funds Distributor, 
LLC, Member FINRA/SIPC, an affiliate of Wells Fargo & Company. 202585-0511

NOT FDIC INSURED • NO BANK GUARANTEE • MAY LOSE VALUE




