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Financial Reform On Deck
Proposed rules could ease investor vulnerability.
By Paul Lombino 

Posted October 12, 2009 

The U.S. financial system has certainly seen its ups and downs over the past year. 

Following last fall ’s market meltdown, the government quickly put stimulus plans 

into place that helped stave off a second Great Depression. Thanks in part to these 

efforts—and stricter rules and requirements to increase market discipline and 

transparency—the markets have stabilized and shown new signs of life since their 

March 2009 lows. 

So, what lies ahead for the American investor following these historic events? 

As Washington legislators spend the fall months tacking the health care debate, core 

issues surrounding the existing regulatory gaps U.S. financial system will likely 

move to a front burner late this year and in early 2010. 

To better understand where the legislative agenda may be heading and how new laws

may affect mutual fund investors, we asked Doug Fisher, senior vice president of 

Retirement Policy Development for Fidelity Investments, for his insight on key 

elements currently under review by Congress. 

Q: What areas of the U.S. financial system are being explored?  

Fisher: Congress and President Obama are taking on a diverse range of financial 

issues from how financial institutions are regulated to consumer -product protections 

to executive compensation limits. Among the most significant is a proposal to invest 

the Federal Reserve with powers to regulate so-called “too-big-to-fail” financial firms 

that could pose a “systemic ” risk to the financial system should they go bankrupt. 

Other considerations include the creation of a regulatory body to oversee consumer 

products like mortgages and credit cards.
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Financial Reform On Deck
Proposed rules could ease investor vulnerability.
By Paul Lombino 

Posted October 12, 2009 

The U.S. financial system has certainly seen its ups and downs over the past year. 

Following last fall ’s market meltdown, the government quickly put stimulus plans 

into place that helped stave off a second Great Depression. Thanks in part to these 

efforts—and stricter rules and requirements to increase market discipline and 

transparency—the markets have stabilized and shown new signs of life since their 

March 2009 lows. 

So, what lies ahead for the American investor following these historic events? 

As Washington legislators spend the fall months tacking the health care debate, core 

issues surrounding the existing regulatory gaps U.S. financial system will likely 

move to a front burner late this year and in early 2010. 

To better understand where the legislative agenda may be heading and how new laws

may affect mutual fund investors, we asked Doug Fisher, senior vice president of 

Retirement Policy Development for Fidelity Investments, for his insight on key 

elements currently under review by Congress. 

Q: What areas of the U.S. financial system are being explored?  

Fisher: Congress and President Obama are taking on a diverse range of financial 

issues from how financial institutions are regulated to consumer -product protections 

to executive compensation limits. Among the most significant is a proposal to invest 

the Federal Reserve with powers to regulate so-called “too-big-to-fail” financial firms 

that could pose a “systemic ” risk to the financial system should they go bankrupt. 

Other considerations include the creation of a regulatory body to oversee consumer 

products like mortgages and credit cards.
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Financial Reform On Deck

Q: Sounds like a tall order. 

Fisher: It’s unprecedented. The government ’s overarching goal is to restore investor 

confidence through a series of reforms designed to help guide the market forward in a 

safer manner without stifling economic growth. And all of these reforms have to get 

done while striking a balance between the benefits of regulations that protect 

investors and the costs that we all ultimately bear as consumers.

Q: Let ’s talk about some high-profile financial issues. What's the latest on 

new regulations for money market mutual funds?  

Fisher: Over the past several months lawmakers and regulators have been 

considering several measures aimed at boosting the security of money market 

mutual funds. Recently, the Securities and Exchange Commission (SEC) sought 

comments on proposed amendments to Rule 2a-7, which regulates the maturity, 

quality, and diversity of the assets in which money market mutual funds can invest. 

The various SEC proposals are aimed at increasing the resilience of money market 

mutual funds to market disruptions such as those that occurred in 2008. In addition, 

the President's Working Group (PWG) is expected to weigh in before the end of the 

year on other potential proposals,  such as whether money market mutual funds 

should adopt a floating NAV instead of the stable $1, which the market has 

traditionally embraced. At this time, however, it is unclear how these various 

proposals will be sorted out by regulators. 

Q. How might these proposals influence the behavior of mutual fund 

investors?  

Fisher: At Fidelity, we support changes to Rule 2a -7 that would bolster the security 

of money market mutual funds, improve market discipline and transparency, and 

enhance investor confidence. At the same time, we don't believe that radical changes 

to the way money market mutual funds are organized or regulated are warranted, 

and we believe that the SEC should carefully weigh and consider any proposed 

changes to Rule 2a-7 so as not to unnecessarily undermine the ability of investors to 

earn competitive rates of return on their cash balances. 

Q: What ’s being done to fix the dreaded alternative minimum tax (AMT)?   

Fisher: Congress has been passing a series of one-year patches to address the 

encroachment of the AMT on middle-income families. Discussions are beginning 

within the House and Senate tax committees to pass another short -term patch for 

2009 that would offer relief to an estimated four million American taxpayers who are

expected to be affected by the AMT. In comparison, when the AMT was enacted in 

1969, it targeted fewer than 200 high -income households that were not paying their 

fair share of federal tax. Without this year ’s fix and another fix next year, an 

estimated 27 million taxpayers will face the AMT tax for 2010, according to the 

Congressional Budget Office. 

Q: Since the AMT tax was not aimed at the middle class, why doesn ’t 

Congress simply permanently repeal it? 

Fisher: The biggest obstacle to the full and permanent repeal of the AMT tax is the 

huge revenue loss to the government¾ estimated at $475 billion through 2017, 

according to the Congressional Budget Office.
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Financial Reform On Deck

Q: Sounds like a tall order. 

Fisher: It’s unprecedented. The government ’s overarching goal is to restore investor 

confidence through a series of reforms designed to help guide the market forward in a 

safer manner without stifling economic growth. And all of these reforms have to get 

done while striking a balance between the benefits of regulations that protect 

investors and the costs that we all ultimately bear as consumers.

Q: Let ’s talk about some high-profile financial issues. What's the latest on 

new regulations for money market mutual funds?  

Fisher: Over the past several months lawmakers and regulators have been 

considering several measures aimed at boosting the security of money market 

mutual funds. Recently, the Securities and Exchange Commission (SEC) sought 

comments on proposed amendments to Rule 2a-7, which regulates the maturity, 

quality, and diversity of the assets in which money market mutual funds can invest. 

The various SEC proposals are aimed at increasing the resilience of money market 

mutual funds to market disruptions such as those that occurred in 2008. In addition, 

the President's Working Group (PWG) is expected to weigh in before the end of the 

year on other potential proposals,  such as whether money market mutual funds 

should adopt a floating NAV instead of the stable $1, which the market has 

traditionally embraced. At this time, however, it is unclear how these various 

proposals will be sorted out by regulators. 

Q. How might these proposals influence the behavior of mutual fund 

investors?  

Fisher: At Fidelity, we support changes to Rule 2a -7 that would bolster the security 

of money market mutual funds, improve market discipline and transparency, and 

enhance investor confidence. At the same time, we don't believe that radical changes 

to the way money market mutual funds are organized or regulated are warranted, 

and we believe that the SEC should carefully weigh and consider any proposed 

changes to Rule 2a-7 so as not to unnecessarily undermine the ability of investors to 

earn competitive rates of return on their cash balances. 

Q: What ’s being done to fix the dreaded alternative minimum tax (AMT)?   

Fisher: Congress has been passing a series of one-year patches to address the 

encroachment of the AMT on middle-income families. Discussions are beginning 

within the House and Senate tax committees to pass another short -term patch for 

2009 that would offer relief to an estimated four million American taxpayers who are

expected to be affected by the AMT. In comparison, when the AMT was enacted in 

1969, it targeted fewer than 200 high -income households that were not paying their 

fair share of federal tax. Without this year ’s fix and another fix next year, an 

estimated 27 million taxpayers will face the AMT tax for 2010, according to the 

Congressional Budget Office. 

Q: Since the AMT tax was not aimed at the middle class, why doesn ’t 

Congress simply permanently repeal it? 

Fisher: The biggest obstacle to the full and permanent repeal of the AMT tax is the 

huge revenue loss to the government¾ estimated at $475 billion through 2017, 

according to the Congressional Budget Office.
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Financial Reform On Deck

Q: The estate tax was a major talking point during the presidential election.

How, if at all, will the so-called death tax be revised?  

Fisher: Under current law, the estate tax rate will automatically drop to 0% in 

2010, then spring back to a 55% rate with a $1 million exemption limit in 2011. The 

president ’s proposal would exempt estates¾ $3.5 million for individuals and $7 

million for couples¾ from any taxation, and then tax the value of estates exceeding 

that amount by a flat 45%. As of this time, Congressional tax committees are 

exploring options that could revise next year ’s temporary repeal.  

Q: Is there any concern that 

Congress might alter the Roth 

IRA conversion provision that 

goes into effect next year?  

Fisher: In 2010, the rule limiting 

Roth IRA conversions to 

individuals with an adjusted gross 

income of less than $100,000 will 

disappear for one year. This 

means, high -net-worth taxpayers 

may have a great opportunity in 

2010 to convert all or a portion of 

their pretax traditional IRAs to 

Roth IRAs. At this time, I ’ve heard 

no efforts to repeal or limit this impending provision. Because the provision also 

allows tax payments to be spread over a two -year period, investors need to consider 

whet her to pay all taxes on a 2010 conversion up front, or risk the chance that tax 

rates may rise in 2011 and 2012.

Q: Failure among credit rating agencies helped to play a role in the stock 

market ’s crash. What ’s being done to better identify an investment ’s true 

risk?  

Fisher: The Obama administration is encouraging the SEC to strengthen credit 

rating agency regulations, including rules requiring the disclosure of conflicts of 

interest, as well as differentiating the ratings assigned to structured  versus 

unstructured  debt products. There is also a push to disclose rating methodologies to the 

public.
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Q: The estate tax was a major talking point during the presidential election.

How, if at all, will the so-called death tax be revised?  

Fisher: Under current law, the estate tax rate will automatically drop to 0% in 

2010, then spring back to a 55% rate with a $1 million exemption limit in 2011. The 

president ’s proposal would exempt estates¾ $3.5 million for individuals and $7 

million for couples¾ from any taxation, and then tax the value of estates exceeding 

that amount by a flat 45%. As of this time, Congressional tax committees are 

exploring options that could revise next year ’s temporary repeal.  

Q: Is there any concern that 

Congress might alter the Roth 

IRA conversion provision that 

goes into effect next year?  

Fisher: In 2010, the rule limiting 

Roth IRA conversions to 

individuals with an adjusted gross 

income of less than $100,000 will 

disappear for one year. This 

means, high -net-worth taxpayers 

may have a great opportunity in 

2010 to convert all or a portion of 

their pretax traditional IRAs to 

Roth IRAs. At this time, I ’ve heard 

no efforts to repeal or limit this impending provision. Because the provision also 

allows tax payments to be spread over a two -year period, investors need to consider 

whet her to pay all taxes on a 2010 conversion up front, or risk the chance that tax 

rates may rise in 2011 and 2012.

Q: Failure among credit rating agencies helped to play a role in the stock 

market ’s crash. What ’s being done to better identify an investment ’s true 

risk?  

Fisher: The Obama administration is encouraging the SEC to strengthen credit 

rating agency regulations, including rules requiring the disclosure of conflicts of 

interest, as well as differentiating the ratings assigned to structured  versus 

unstructured  debt products. There is also a push to disclose rating methodologies to the 

public.
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Q: What do investors need to know about the proposed Consumer Financial 

Protection Agency? 

Fisher: Congress is reviewing a proposal that would create a new government 

agency that would have the power to regulate home loans, credit card fees, payday 

loans, and other forms of consumer finance. As proposed, the new agency would have 

the authority to ensure that consumer protection regulations are written with user -

friendly language and are vigorously enforced.

Q: How would you characterize the timetable for financial services reform?  

Fisher: House Financial Services Committee Chairman Barney Frank (D -MA) 

continues to advance the sweeping legislation. This is still a top priority in Congress 

and the timeline is dependent on other policy issues and priorities.

Q: The financial reform movement seems to have lost some steam since last 

fall ’s election.  

Fisher: True. The uptick in the market has slowed the urgency to act quickly. At the 

same time, politicians have found the health care debate more politically charged 

than first anticipated. But Congress is motivated to pass some form of health care 

legislation this year because it will likely be more difficult to negotiate such a 

politically di visive issue in 2010, an election year. Many politicians who are close to 

financial services reform are pointing to 2010 as a more realistic target for passing 

legislation. 

Q: What do you think is the biggest challenge facing lawmakers? 

Fisher: As with any major reform effort, a compromise must be found between the 

benefits of financial regulation and the costs borne by investors and businesses. This 

equilibrium must be achieved without a one -size-fits-all approach because banks are 

different from mutual fund companies, which are different from credit card 

companies, which are different from mortgage companies.

Note: The information in this story was accurate as of October 12, 2009.  

The statements and opinions expressed are those of the author and not necessarily those of Fidelity. The 

tax information contained herein is general in nature, and is provided for informational purposes only. 

Fidelity does not provide legal or tax advice and the information provided herein should not be construed

as such. Fidelity disclaims any liability arising out of your use of, or any tax position taken in reliance on, 

the information provided in this article. For advice specific to your personal situation, consult a qualified 

tax advisor.
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Q: What do investors need to know about the proposed Consumer Financial 

Protection Agency? 

Fisher: Congress is reviewing a proposal that would create a new government 

agency that would have the power to regulate home loans, credit card fees, payday 

loans, and other forms of consumer finance. As proposed, the new agency would have 

the authority to ensure that consumer protection regulations are written with user -

friendly language and are vigorously enforced.

Q: How would you characterize the timetable for financial services reform?  

Fisher: House Financial Services Committee Chairman Barney Frank (D -MA) 

continues to advance the sweeping legislation. This is still a top priority in Congress 

and the timeline is dependent on other policy issues and priorities.

Q: The financial reform movement seems to have lost some steam since last 

fall ’s election.  

Fisher: True. The uptick in the market has slowed the urgency to act quickly. At the 

same time, politicians have found the health care debate more politically charged 

than first anticipated. But Congress is motivated to pass some form of health care 

legislation this year because it will likely be more difficult to negotiate such a 

politically di visive issue in 2010, an election year. Many politicians who are close to 

financial services reform are pointing to 2010 as a more realistic target for passing 

legislation. 

Q: What do you think is the biggest challenge facing lawmakers? 

Fisher: As with any major reform effort, a compromise must be found between the 

benefits of financial regulation and the costs borne by investors and businesses. This 

equilibrium must be achieved without a one -size-fits-all approach because banks are 

different from mutual fund companies, which are different from credit card 

companies, which are different from mortgage companies.

Note: The information in this story was accurate as of October 12, 2009.  

The statements and opinions expressed are those of the author and not necessarily those of Fidelity. The 

tax information contained herein is general in nature, and is provided for informational purposes only. 

Fidelity does not provide legal or tax advice and the information provided herein should not be construed

as such. Fidelity disclaims any liability arising out of your use of, or any tax position taken in reliance on, 

the information provided in this article. For advice specific to your personal situation, consult a qualified 

tax advisor.
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