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THE FINANCIAL SERVICES ROUNDTABLE
PROPOSAL FOR FINANCIAL REGULATORY REFORM

Six Principles for Financial Regulatory Reform

1. New Architecture. Our financial regulatory system should be better aligned with modern
market conditions and developing global standards.

2. Consumer and Investor Protection Standards. Financial services firms engaged in offering
compar able products and services should be subject to comparable prudential, consumer, and
investor protection standards. In the event of multiple oversight authorities, uniform standards
should apply nationwide. Consumer protection should be part of prudential supervision.

3. Balanced and Effective Regulation. Financial regulation should be focused on outcomes, not
inputs, and should seek a balance between the stability and integrity of financial services firms and
mar kets, consumer protection, innovation, and global competitiveness.

4. International Cooperation and National Treatment. U.S. financial regulators should
coordinate and harmonize regulatory and supervisory policies with international financial
regulatory authorities, and should continue to treat financial services firms doing businessin the
United States as they treat U.S. financial servicesfirms. The United Sates should continue to play
aleadership rolein the current G-20 process to develop new international norms for financial
regulation across markets.

5. Failure Resolution. Financial regulation should provide for the orderly resolution of failing
financial servicesfirmsto minimize systemic risk.

6. Accounting Standards. U.S financial regulators should adjust current accounting standards to
account for the pro-cyclical effects of the use of fair value accounting in an illiquid market.
Additionally, U.S and International financial regulators should coordinate and harmonize
regulatory policies to develop accounting standar ds that achieve the goals of transparency,

under standability and comparability.
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Six Principles for Financial Regulatory Reform

l. New Architecture — Our financial regulatory system should be better aligned with modern
mar ket conditions and devel oping global standards.

Principle 1 calls for the existing financial regulatory system to be better aligned with modern
market conditions. The Roundtable’s Architecture Proposal that is described in the chart on the first
page is one possible approach to meeting this principle. This proposal is designed to: preserve state
financial regulation; provide for greater coordination among all financial regulators; provide for national
regulation for insurance companies and insurance producers; reduce regulatory overlap; promote
uniform regulation and supervision; limit systemic risk; and create a failure resolution mechanism for
non-banking financial firms.

Il. Common Prudential and Consumer and Investor Protection Standards. Financial
services firms engaged in offering comparable products and services should be subject to
comparable prudential, consumer, and investor protection standards. In the event of
multiple oversight authorities, uniform standards should apply nationwide.

This principle calls for comparable prudential standards (e.g., capital requirements and financial
reporting) for financial services firms engaged in comparable activities. Such standards would reduce
the potential for regulatory arbitrage and the potential for gaps in regulation. The principle also calls for
comparable consumer and investor protection standards for specific financial products and services. For
example, residential mortgage loans should be subject to the same consumer protection standards
regardless of what type of entity offers the loan. This would ensure that consumers are protected,
regardless of where they live.

1. Balanced and Effective Regulation — Financial regulation should be focused on outcomes,
not inputs, and should seek a balance between the stability and integrity of financial services
firms and markets, consumer protection, innovation, and global competitiveness.

Balanced, effective regulation requires: (i) greater reliance on principles-based regulations that
are responsive to changes in market conditions and are focused on desired regulatory results; (ii) greater
reliance on a system of prudential supervision that is based upon an on-going exchange of information
between regulated firms and regulators that seeks to solve common problems before they pose a risk to
consumers or the financial system; and (iii) a reduction in the pro-cyclical effects of accounting and
capital requirements.

V. International Cooperation and National Treatment — U.S. financial regulators should
coordinate and harmonize regulatory and supervisory policies with international financial
regulatory authorities, and should continue to treat financial services firms doing businessin
the United States as they treat U.S. financial servicesfirms. The United States should
continue to play a leadership role in the current G-20 process to devel op new international
norms for financial regulation across markets.

This principle calls for the coordination of international financial regulations and the
continuation of the national treatment for foreign firms doing business in the United States. The on-
going financial crisis indicates that global financial markets require coordination and cooperation among
financial regulatory authorities. Also, the benefits of national treatment for foreign firms operating in
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the U.S. are proven. National treatment promotes open, fair competition not only in the U.S., but
abroad.

V. Failure Resolution — Financial regulation should provide for the orderly resolution of
failing financial services firms to minimize systemic risk.

This principle calls for the establishment of orderly resolution procedures to apply to large non-
banking firms. The failure of Lehman Brothers illustrated the limitations of existing receivership
procedures. As discussed above, it is envisioned that the National Insurance Resolution Agency would
perform this function.

VI.  Accounting Standards — U.S financial regulators should adjust current accounting
standards to account for the pro-cyclical effects of the use of fair value accounting in an
illiquid market. Additionally, U.S. and International financial regulators should coordinate
and harmonize regulatory policies to develop accounting standards that achieve the goals of
transparency, under standability and comparability.

This principle calls for a review of the use of current accounting standards, such as fair value
accounting and impairment accounting, when there is an illiquid market. Accounting requirements to
write-down securities to observable prices encourages some companies to sell sooner than they
otherwise would, further depressing prices in an illiquid market. Problematic pro-cyclical effects have
created further problems in the areas of purchase accounting, accounting for annual pension expenses,
mergers/acquisitions, adjustment of loan loss reserves, and auction rate securities. This principle also
recommends that the U.S. work with International Regulators to develop and harmonize accounting
standards around the globe, providing both U.S. and foreign companies the opportunity to remain
competitive in a global marketplace.



