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Q&A: Talking Munis With the SEC 
By JEANNETTE NEUMANN 
The Securities and Exchange Commission in recent months has 
stepped up scrutiny of the typically placid $2.8 trillion municipal bond 
market, with the aim of improving disclosures and holding 
issuers and underwriters more accountable. 
The muni market, which recently has been roiled by a selloff due to a 
multitude of reasons—from potential oversupply to the end of a 
popular federal bond-subsidy program to concern over shaky 
government finances—has also suffered from two high-profile fraud 
cases. In those cases, the SEC reached settlements with New Jersey, 
accused of misleading investors about the health of its two largest 
state pension funds, and former San Diego officials, accused of failing 
to disclose to investors that they were intentionally underfunding the 
city's pension system. 
As part of its effort to improve disclosure in the notoriously murky 
and unregulated muni market, the SEC is hosting a series of hearings 
across the country to gather insight and ideas from a spectrum of 
industry participants. Last week, the SEC held its second hearing in 
Washington, D.C. 
During the hearing's lunch break, SEC Commissioner Elisse Walter, 
who has been leading the discussions, spoke to The Wall Street 
Journal about her thoughts on the muni market. Here is an edited 
transcript of that interview. 
WSJ: Are you concerned about the ability of state and local 
governments to pay back the money they've borrowed in the 
municipal-bond market? 
Ms. Walter: That's not really what we're all about. What we're about 
is to make sure that investors have the information and the tools that 
they need to make good investment decisions and that the 
professionals that they deal with follow all the rules in their dealings 
with investors. But we're not a merit regulator. 
WSJ: Has heightened concern about municipalities' credit 
quality, though, changed the direction of your 



enforcement? 
Ms. Walter: No. Obviously no matter what the market is, no matter 
what the product is, if things are going well, telling the full truth is 
much easier than when things are going badly. … The last few years, 
across the board for all products, have been a very difficult time for 
investors, particularly individual investors. Many individual investors 
appear as though, and the ones we've talked to, many of them say, 
they've lost confidence in the marketplace. And we want to make sure 
the market works efficiently and that they have the information they 
need. 
WSJ: What are you focusing on in your push to improve 
financial disclosure by municipal borrowers? 
Ms. Walter: We want to look particularly at the question of whether 
or not there is sufficient quality disclosure in the municipal securities 
market, particularly after offerings, and we have heard even more 
discomfort with the timeliness of when [state and local governments] 
make information [such as financial statements] available. 
You can look at the corporate system as an analog because there's a 
disclosure system which tells what you have to put in a registration 
statement to do an offering and tells what you have to file afterwards. 
It doesn't mean the requirements would be the same [in the muni 
market], it doesn't mean the timing would be the same. It's just that 
there are two components to a corporate system that are worth 
looking at in the municipal area. 
WSJ: What specific form would the new disclosure 
requirements take? 
Ms. Walter: We're still in the fact-gathering stage and trying to 
figure out what's workable. I think it's a perfectly fair point about the 
[disclosure] burdens that are placed on small towns, small 
municipalities, less-frequent issuers [in terms of cost]. We have to 
figure out what a logical system would be if we ultimately recommend 
one. 
Or is there a way we can encourage people to make financial 
information available more promptly, both in terms of their audited 
financial statement and in terms of information they otherwise have? 
We will consider things ranging from asking for legislation all the way 
to voluntary efforts or certain incentives to get people to do a better 
job. And we will look at the questions of small versus big, frequent 
versus nonfrequent and see what makes sense. 
WSJ: One of areas you've focused on in terms of improved 



regulation is so-called conduit financing, where a nonprofit 
group or private company accesses the municipal-bond 
market. What are your concerns there and what would you 
like to see done? 
Ms. Walter: Conduit financing involves a private entity being able to 
avail itself of the attributes of the municipality [such as its tax-exempt 
status] for offering purposes. We're going to take a fresh look at this, 
but what the commission has said in the past, and what I have said in 
the past, is that there is a private entity there. There is no particular 
reason that private entity shouldn't be treated the same way that a 
private entity would be in terms of disclosure obligations if it weren't 
attached to a municipality. 
We do think that people need the same type of information and here 
there is a complete analogy to the corporate context. It is the 
corporate context. As a corporation, it ought to be subject to the 
corporate disclosure system. We're not trying to take away its ability 
to be able do conduit financing, but in terms of the federal securities 
laws, we think they should be treated like anybody else. 
WSJ: In October, the SEC settled with four former San 
Diego officials. The agency accused them of not disclosing 
that they had been intentionally underfunding San Diego's 
pension plan for years, misleading buyers of the city's muni 
bonds. That was the first time the SEC had secured financial 
penalties against city officials in a municipal-bond fraud 
case. From a regulatory standpoint, what is the benefit of 
having fines for individuals rather than a city or a company 
and can we expect more of these individual penalties in the 
future? 
Ms. Walter: Some people think that penalties against entities are 
more important and some people think penalties against individuals 
are more important. I actually think you have to look at each case 
individually and see what it warrants. But it's important to be able to 
do both. You want people to know that they have accountability. You 
want people in the marketplace who are making decisions, 
particularly those people who are neither the best nor the worst, but 
people who may skate close to the edge, to stay on the right side of the 
line. Those are the kinds of messages cases like [San Diego] send. 
In the muni area, what's different than in other areas we deal with, is 
that our regulatory authority is much more limited. We have antifraud 
authority and we have authority over the professionals that deal 



in the marketplace. We do not today have authority to deal directly 
with imposing disclosure obligations on issuers [because of legal 
restrictions]. You'll see more of a focus on enforcement in the muni 
area not because there is more of it, but because there is less of other 
things. There is less of a rich regulatory program. So in terms of 
people saying "what does the SEC want, what are they after?" the 
place they can look, for the most part, is enforcement cases. 
WSJ: Some say an effective way for the SEC to step up 
regulation in the muni market would to push for the 
overturn of the Tower Amendment, which prevents the 
agency from directly regulating local governments. 
Currently, the SEC is allowed to regulate only municipal 
underwriters. What is the future of the Tower Amendment? 
Ms. Walter: The Tower Amendment I don't think is really the issue. 
The Tower Amendment has very limited scope. The only thing it 
prohibits us from doing is requiring municipalities to file with us 
before they do offerings. That could remain on the books. 
Today what you have is exemptions from the registration system and 
municipal issuers that are not subject to a continuous reporting 
obligation. So those are the two principal limitations—we don't have 
the ability to set the requirements or tell people when to file. 
WSJ: What would you like the legacy of your term as 
commissioner to be? 
Ms. Walter: I believe that we already have sparked a 
reconsideration of very important issues and that itself is a major 
accomplishment, and I hope that we'll come out with some very 
practical recommendations that will move the ball forward. There 
wasn't enough room for [a municipal regulatory overhaul] in the 
Dodd-Frank agenda. There are some things about munis that are in 
the [Dodd-Frank] bill but there is really more that needs to be looked 
at. 
In the shorter term, and as I've said in the past, I am very interested 
in addressing the disclosure issues we've heard about so far in the 
hearings, and in the longer term I would like to see us take a harder 
look at market structure and what sort of structure should be built 
around munis and other fixed-income securities. 
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