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Good afternoon. | wish to thank Chairman Issa,KganMinority Member Cummings, and the
other distinguished Committee Members for the atioih to testify today. My name is Roel
Campos. | am currently a partner with the natidanal firm of Locke Lord Bissell & LiddellLLp
where | practice securities law, representing msses and individuals. | come before you not
as an advocate or expert on the particular regylateanges that the Committee has posed to the
Securities and Exchange Commission (“SEC”). Irdstésestify today from the perspective of a
former SEC Commissioner. Like you and the SECenily, during my tenure as SEC Commis-
sioner, | often faced the difficult challenge ofvhbest to reform and improve securities laws
and regulations. | learned first-hand how diffictiican be to balance the goals mandated by
Congress: protecting investors, but also faciligtcapital formation, and preserving the inte-
grity of the markets.

With your permission, my testimony today has twadesi goals:

(1) Presenting a short discussion of the factord eonsiderations that must be
balanced to produce sound regulations; and

(2) Offering observations and suggestions to askstSEC to achieve appropriate
reform of current securities regulation.

As you know, | had the privilege and great honorsefving as a Commissioner of the SEC.
Confirmed twice by the Senate, | was in office fra@02 to 2007. During my tenure, like today,
the SEC faced the aftermath of a serious finamrcisis from the scandals presented by the cases
of ENRON, WorldCom, and others. Then, like tod@gngress passed major legislation to deal
with the abuses that occurred—the Sarbanes-OxIep#2002. Today, like then, the SEC faces
the aftermath of the severe financial crisis in20nd Congress has passed another major piece
of legislation—the Dodd-Frank Act Wall Street Refoand Consumer Protection Act (“Dodd-
Frank”), directing the SEC to implement Dodd-Frank.



First, let me begin by briefly discussing “invesfmotection.” In my experience, this concept,
when raised, regularly produces cynicism and tisbalief that this is a serious goal in today’s
complex environment. Many seem to believe thatctbrecept of investor protection is archaic
and long ago ceased being useful—that it is a mugdty of a bygone era, the market crash of
1929. | respectfully disagree. | submit that stee protection remains today as important as it
was 80 years ago, when Congress made it the funmdamenderpinning of the securities laws.
As a Commissioner, | was often asked with respecinvestor protection, “What investors
exactly? And, do investors really need that mucheztion?”

Certainly, the term “investor” is very broad. Coegss and the SEC have never made a dis-
tinction among the different categories of investavhich include: institutional investors.d.,
pension plans, which represent public and privatpleyees), professional investoesg(, pri-
vate asset managers and hedge funds), and firetlyl ivestors—the everyday person who
holds a brokerage account or tries to manage hisgtieement plan.

During my tenure at the SEC, | was privileged foresent the agency in the international arena,
where | learned first hand that our markets arqumi Securities markets in Europe and Asia are
comprised almost exclusively of institutional amdfpssional investors. In the U.S., however,
retail investors provide a significant portion bétcapital that is invested. Retail investorseher
by add a depth of liquidity and offer a diversifica of investor base to U.S. markets that cannot
be found elsewhere in the world. Indeed, the dduiand diversity of the U.S. markets help
convince many foreign investors to invest in th&.U.

When | was a Commissioner, | worried most abouilrétvestors, as institutional and pro-
fessional investors have strong associations abbylsts to present their views and needs to
Commissioners and SEC staff. As for the vast nitgjof the American public, few speak on
behalf of the “retail investor” to Congress or BEC. Protecting investors is certainly rooted in
equity and justice. However, there are other fumelatal reasons for protecting investors. Ame-
rica needs investors to participate in our marketisout fear of being defrauded or being victim
to tricks and stratagems. If U.S. markets are gobas “unsafe,” all categories of investors will
abandon our markets.

This is not idle worry. After every scandal or foaktion of the capital markets, investor con-
fidence is damaged and retail investors in paricidave the market and stop buying equities
and other securities. The recent financial ciisi2008 demonstrated this, and studies show that
retail participation has not yet returned to pr@2Q@evels. Consequently, if our markets expe-
rience a sustained loss of investor confidence; Wi# permanently lose liquidity and cease to
be the source of capital to drive growth and jolasdur economy. Without deep and vibrant
markets, America’s economy will most likely stagnand produce a lower standard of living for
its people.

But there is yet another consideration: Americatay must mostly fend for themselves and
self-manage their retirement savings. Most of asd through 401(k) plans that require us to
make investment decisions. Gone for most Amerieaashe days when their employer main-
tained an employee pension and guaranteed a partidefined benefit after they retired.

Surely, Congress and the SEC owe the vast portionrgpopulation safe and stable markets that



are free of fraud or mischief and in which they ncapose stocks and debt instruments to main-
tain themselves in their elder years. For all¢hesmsons, investor protection should not be taken
lightly, and its consideration is vital in any refoof securities regulation.

A second principle is that regulation that protectestors does not impede capital formation but
instead attracts capital. | remember vividly, &ommmissioner, when one European institutional
investor told me: “l invest hundreds of millionsdwllars in equities in America because | con-
sider American markets to be the safest in the dbrDuring my tenure, | debated and con-
trasted U.S. markets to other jurisdictions, suckha U.K. and others, that maintained what was
regarded as a “light touch regulatory regime.”efeshded U.S. markets and argued that America
placed, as its first priority, the protection opdal and that this principle would continue tode
magnet for capital from around the world. | argtieat the primary concern of any regulator had
to be the safety of capital and that the finans@lices professionals would follow the capital.
It is clear today that the U.K. and other jurisaiins have revised their views and imposed on
their markets a system of regulation that also gdamvestor protection at the top of their
priorities. Again, capital finds the markets whérs best protected.

There is a danger in accepting, without carefulyamis the view that U.S. markets are in some
type of major decline. | agree that there areemnily significant challenges to our markets.
However, statistics showing that foreign IPOs ia thS. have declined must be interpreted in
the context of the global economy and on a longeeline. There was a time when the U.S.
markets were the only source of capital for larfferangs. During the recent past, the number of
large pools of capital, including sovereign wedlihds, in Europe, the Arab world, and Asia
grew tremendously. Companies do not have to cantbd U.S. to raise capital. Moreover,

studies show that the natural shareholder base@mstituency for any public company will be

those living within the geographical region in whithe company has its principal places of
business.

| therefore believe that some comfort can be driraum those statistics, which show that foreign
companies continue to view U.S. markets as ancéitteasource of capital, and many issuers still
choose to list on U.S. exchanges even though tbayotl need to raise capital. In fact, registe-
ring in the U.S. provides foreign companies thearpmity to use their shares as currency to
acquire American companies for strategic growthoréacquisition opportunities exist in U.S.
markets than in most foreign markets. In additmme cannot ignore the large amount of capital
that is raised in the U.S. through private placesen which many foreign companies
participate. And, finally, U.S. exchanges havednee international in their operation or have
foreign exchanges as partners, and U.S. investbeks participate vigorously in Europe, the
Arab world, and Asia and benefit from the capitbing activity in those regions. All of this,
however, lessened the need for foreign issuerarsup IPOs in our country.

A third principle to keep in mind is that the SE&slalways been open to improving its rules and
regulations. The business on Main Street, thet@ampiarkets, and technology constantly change;
oversight continues to adapt to such changes. nBumy tenure as a Commissioner, | wrote an
article supporting Securities Act reform to enatnlere efficient offerings and improve the ease
of raising capital. | was elated when the SEC’'srpBoate Finance Division formally

recommended Securities Act reform, and many ofdbas that | had supported were ultimately



adopted. Also note that there are many other elemgs the SEC taking initiative and tackling
areas of regulation that needed reform. One ahtlas the SEC’s efforts to modernize the
markets through the adoption of the National Mai®&gstem, which offered new transparency
and efficient access to the best price, regardigsthe market. As testified by Chairman
Schapiro, the SEC is ready and has a history afgbepen to ways of improving rules and
regulations.

Obviously, there has always existed, and contito@sy, deep annoyance that the SEC takes too
long to consider new ideas and recommendationsriprovement. Frankly, the reason it takes
so long is that there is almost never widespreadesigent on any proposal. Business interests
often have competing stakes in the respective basimodels and disagree among themselves.
Add to the mix that investor groups do not easbgradon rules that have offered transparency
and protection, and consequently, they therefotenopose substantial objections to changes.
Finally, the decisions that must be made are trolyplex and any solution will of necessity be
viewed as negative by some participants.

Moreover, consider that the SEC is an agency comgigrincipally of lawyers. However, the
skills and training that are needed to evaluat@alajprmation or the efficiencies and working of
the markets are often not those of lawyers. CledHe SEC needs more economists, sta-
tisticians, financial researchers, and those wikpeéence in the day-to-day workings of the
markets and computer systems that are currently inséne markets. In my role as international
Commissioner, | was struck at how other countriesved the regulation of their securities
markets as a top priority. To that end, governsieagulating financial centers such as London
or Hong Kong offer their senior staff compensatiloat is comparable to the levels of the private
sector. That is in stark contrast to the approaaur country, where there is little consideration
for the need to attract the regulatory and findnicient necessary to respond appropriately and
confidently to the complex demands from many comstits. It seems to me that investment in
resources at the SEC could allow the agency tooresmore efficiently and confidently to the
demand for approval of new financial products a#l a® to study and recommend regulatory
improvements.

| realize that Congress is in no mood to increaselihg for any part of government, much less
for the SEC. However, the irony is that the imgnments and efficiencies of the type that this
Committee demands can only occur on an expedite ifaadditional resources are brought to
bear. Appropriately skilled staff could perform maagapidly the necessary studies with correct
statistical significance, evaluate the costs amihis imposed by its regulations, study commen-
tary by the market participants, conduct follow-syrveys, and properly weigh investor pro-
tection with the resulting efficiencies in capitatmation.

A concept that | have viewed favorably is the egthiment of a permanent citizens’ advisory
board for the SEC that would include members ofrégilated industry, public companies, and
investor representatives. The Fed has such a bddris advisory group should have resources
and be supported by SEC staff. One could jumg-atad incorporate into this board the SEC’s
long-standing use of outside groups of distinguilsimelividuals who present well studied sug-
gestions for improvement of regulation. Relyingamadvisory board, however, will not speed



up consideration of new ideas for reform. Its tediresources and its members’ limited and vo-
luntary time will by necessity not suffice to eféatly and promptly draft sound regulations.

Another approach that may seem heretical, butdésé¢rves consideration, is permitting the SEC
to raise the fees it charges registrants and atbers of its services. Such additional revenue,
subject to scrutiny and budget requirements, cbeldsed to expand the SEC’s capacity to effi-
ciently consider new reforms. Congress could adytapecify the particular subject areas and
studies that could be funded from such additioeaénues to assure the focus it desires.

Ultimately, | agree that there are many areas ofirses regulation that demand substantive
attention for improvement and reform. In additionthe areas raised by this Committee, many
have pointed out that the workings of the marketsdnnew study. To many, the recent flash
crash has not been satisfactorily explained. Tiearhpact of the use of computerized trading
has not been fully studied. Further, many wort tihespite improvements in regulations, such
as Reg SHO and 204T, the markets still seem vlileeta manipulation from failure to deliver
shares after short sale orders of exchange trattisf(ETFs). Others worry about the serious
fragmentation of the markets and the existencentausparent dark pools. There are certainly
many other areas of concern.

Again, without additional resources, it is difficad see how the SEC can accomplish all of the
mandates of Dodd-Frank and study new ways of fatiilig capital formation, as well as oversee
markets that are dominated by giant computers danradysis and trading in nano-seconds.

Business and the financial services community n@esmart twenty-first century regulator.
Other jurisdictions view investment and market-cefitjve compensation for their regulators as
an important contribution to help their marketsaadt capital. In the United States, we should
have the same view.

Thank you very much for your kind attention. | &@ppy to answer any questions you might
have.



