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the victims of these attacks and, in so doing,
bravely risked their own lives and long-term
health;

(5) expresses thanks and gratitude to the
foreign leaders and citizens of all nations
who have assisted and continue to stand in
solidarity with the United States against
terrorism in the aftermath of the attacks on
September 11, 2001, and asks them to con-
tinue to stand with the United States
against international terrorism;

(6) commends the military and intelligence
personnel involved in the removal of Osama
bin Laden;

(7) reasserts its commitment to opposing
violent extremism arrayed against American
interests and to providing the United States
military, intelligence, and law enforcement
communities with the resources and support
to do so effectively and safely;

(8) vows that it will continue to identify,
intercept, and disrupt terrorists and their
activities;

(9) reaffirms that the American people will
never forget the sacrifices made on Sep-
tember 11, 2001, and will never bow to ter-
rorist demands; and

(10) declares that when Congress adjourns
today, it stands adjourned out of respect to
the victims of the terrorist attacks.

The resolution was agreed to.

A motion to reconsider was laid on
the table.

———

PERMISSION TO POSTPONE PRO-
CEEDINGS ON MOTION TO RE-
COMMIT ON H.R. 5424, INVEST-
MENT ADVISERS MODERNIZA-
TION ACT OF 2016

Mr. HURT of Virginia. Mr. Speaker, 1
ask unanimous consent that the ques-
tion of adopting a motion to recommit
on H.R. 5424 may be subject to post-
ponement as though under clause 8 of
rule XX.

The SPEAKER pro tempore. Is there
objection to the request of the gen-
tleman from Virginia?

There was no objection.

———

INVESTMENT ADVISERS
MODERNIZATION ACT OF 2016

Mr. HURT of Virginia. Mr. Speaker,
pursuant to House Resolution 844, I
call up the bill (H.R. 5424) to amend the
Investment Advisers Act of 1940 and to
direct the Securities and Exchange
Commission to amend its rules to mod-
ernize certain requirements relating to
investment advisers, and for other pur-
poses, and ask for its immediate con-
sideration in the House.

The Clerk read the title of the bill.

The SPEAKER pro tempore. Pursu-
ant to House Resolution 844, the
amendment in the nature of a sub-
stitute recommended by the Com-
mittee on Financial Services, printed
in the bill, is adopted, and the bill, as
amended, is considered read.

The text of the bill, as amended, is as
follows:

H.R. 5424

Be it enacted by the Senate and House of Rep-
resentatives of the United States of America in
Congress assembled,

SECTION 1. SHORT TITLE.

This Act may be cited as the ‘‘Investment Ad-

visers Modernization Act of 2016”°.
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SEC. 2. MODERNIZING CERTAIN REQUIREMENTS
RELATING TO INVESTMENT ADVIS-
ERS.

(a) INVESTMENT ADVISORY CONTRACTS.—

(1) ASSIGNMENT.—

(A) ASSIGNMENT DEFINED.—Section 202(a)(1) of
the Investment Advisers Act of 1940 (15 U.S.C.
80b-2(a)(1)) is amended by striking ‘‘; but’ and
all that follows and inserting ‘‘; but no assign-
ment of an investment advisory contract shall be
deemed to result from the death or withdrawal,
or the sale or transfer of the interests, of a mi-
nority of the members, paritners, shareholders,
or other equity owners of the investment adviser
having only a minority interest in the business
of the investment adviser, or from the admission
to the investment adviser of one or more mem-
bers, partners, shareholders, or other equity
owners who, after such admission, shall be only
a minority of the members, partners, share-
holders, or other equity owners and shall have
only a minority interest in the business.”’.

(B) CONSENT TO ASSIGNMENT BY QUALIFIED
CLIENTS.—Section 205(a)(2) of the Investment
Advisers Act of 1940 (15 U.S.C. 80b-5(a)(2)) is
amended by inserting before the semicolon the
following: ‘*, except that if such other party is
a qualified client (as defined in section 275.205—
3 of title 17, Code of Federal Regulations, or any
successor thereto), such other party may provide
such consent at the time the parties enter into,
extend, or renew such contract’.

(2) NOT REQUIRED TO PROVIDE FOR NOTIFICA-
TION OF CHANGE IN MEMBERSHIP OF PARTNER-
SHIP.—Section 205 of the Investment Advisers
Act of 1940 (15 U.S.C. 80b-5) is amended—

(4) in subsection (a)—

(i) in paragraph (1), by striking the semicolon
and inserting ‘‘; or’’;

(ii) in paragraph (2), by striking ‘‘; or’’ and
inserting a period; and

(iii) by striking paragraph (3); and

(B) in subsection (d), by striking ‘‘paragraphs
(2) and (3) of subsection (a)”’ and inserting
“‘subsection (a)(2)”.

(b) ADVERTISING RULE.—

(1) IN GENERAL.—Not later than 90 days after
the date of the enactment of this Act, the Com-
mission shall amend section 275.206(4)-1 of title
17, Code of Federal Regulations, to provide that
paragraphs (a)(1) and (a)(2) of such section do
not apply to an advertisement that an invest-
ment adviser publishes, circulates, or distributes
solely to persons described in paragraph (2) of
this subsection.

(2) PERSONS DESCRIBED.—A person is described
in this paragraph if such person is, or the in-
vestment adviser reasonably believes such per-
son is—

(4) a qualified client (as defined in section
275.205-3 of title 17, Code of Federal Regula-
tions), determined as of the time of the publica-
tion, circulation, or distribution of the adver-
tisement rather than immediately prior to or
after entering into the investment advisory con-
tract referred to in such section;

(B) a knowledgeable employee (as defined in
section 270.3c-5 of title 17, Code of Federal Reg-
ulations) of any private fund to which the in-
vestment adviser acts as an investment adviser;

(C) a qualified purchaser (as defined in sec-
tion 2(a) of the Investment Company Act of 1940
(15 U.S.C. 80a-2(a))); or

(D) an accredited investor (as defined in sec-
tion 230.501 of title 17, Code of Federal Regula-
tions), determined as if the investment adviser
were the issuer of securities referred to in such
section and the time of the publication, circula-
tion, or distribution of the advertisement were
the sale of such securities.

SEC. 3. REMOVING DUPLICATIVE BURDENS AND
APPROPRIATELY TAILORING CER-
TAIN REQUIREMENTS.

(a) BROCHURE DELIVERY.—Not later than 90
days after the date of the enactment of this Act,
the Commission shall amend section 275.204-3(c)
of title 17, Code of Federal Regulations, to pro-
vide that an investment adviser is not required
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to deliver a brochure or brochure supplement to
a client that is a limited partnership, limited li-
ability company, or other pooled investment ve-
hicle for which each limited partner, member, or
other equity owner has received, before pur-
chasing a security issued by the pooled invest-
ment vehicle, a prospectus, private placement
memorandum, or other offering document con-
taining (to the extent material to an under-
standing of the pooled investment vehicle, the
business of the pooled investment vehicle, and
the securities being offered by the pooled invest-
ment vehicle) substantially the same informa-
tion as would be required by Part 2A or 2B of
Form ADYV at the time of delivery of the bro-
chure or brochure supplement, as the case may
be.

(b) FORM PF.—Not later than 90 days after
the date of the enactment of this Act, the Com-
mission shall amend section 275.204(b)-1 of title
17, Code of Federal Regulations, to provide that
an investment adviser to a private fund is not
required to report any information beyond that
which is required by sections 1a and 1b of Form
PF, unless such investment adviser is a large
hedge fund adviser or a large liquidity fund ad-
viser (as such terms are defined in such Form).

(c) CUSTODY RULE.—Not later than 90 days
after the date of the enactment of this Act, the
Commission shall amend section 275.206(4)-2 of
title 17, Code of Federal Regulations, as follows:

(1) The Commission shall provide additional
exceptions to the independent verification re-
quirement of paragraph (a)(4) of such section
for an investment adviser with respect to funds
and securities of a limited partnership (or a lim-
ited liability company or other type of pooled in-
vestment vehicle), as follows:

(A) An exception that applies if the out-
standing Ssecurities (other than short-term
paper, as defined in section 2(a) of the Invest-
ment Company Act of 1940 (15 U.S.C. 80a—2(a)))
of the pooled investment vehicle are beneficially
owned exclusively by—

(i) the investment adviser;

(ii) affiliated persons of the investment ad-
viser;

(iii) supervised persons of the investment ad-
viser;

(iv) officers, directors, and employees of the
affiliated persons of the investment adviser;

(v) family members and former family members
(as such terms are defined in Ssection
275.202(a)(11)(G)-1 of title 17, Code of Federal
Regulations) of persons described in clause (iii)
or (iv); or

(vi) officers, directors, employees, or affiliated
persons of, or persons who provide, have pro-
vided, or have entered into a contract to provide
services to—

(1) the investment adviser of the pooled invest-
ment vehicle;

(II) one or more clients of the investment ad-
viser of the pooled investment vehicle; or

(I11) issuers from which the pooled investment
vehicle or any other client of the investment ad-
viser of the pooled investment vehicle has ac-
quired securities, such as the portfolio company
of a private fund.

(B) An exception that applies if the pooled in-
vestment vehicle has been established to hold
only the securities of a single issuer in which
one or more pooled investment vehicles managed
by the investment adviser have acquired a con-
trolling interest.

(2) Consistent with, and expanding on, IM
Guidance Update No. 2013-04, titled ‘‘Privately
Offered Securities under the Investment Advis-
ers Act Custody Rule’’, published by the Divi-
sion of Investment Management of the Commis-
sion, the Commission shall, with respect to the
exception for certain privately offered securities
in paragraph (b)(2) of such section—

(A) remove the requirement of clause (i)(B) of
such paragraph (relating to the uncertificated
nature and recordation of ownership of the se-
curities); and

(B) remove the requirement of clause (ii) of
such paragraph (relating to audit and financial
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statement distribution requirements with respect
to securities of pooled investment vehicles).

(d) PROXY VOTING RULE.—Not later than 90
days after the date of the enactment of this Act,
the Commission shall amend section 275.206(4)-6
of title 17, Code of Federal Regulations, to pro-
vide that such section does mot apply to any
voting authority with respect to client securities
that are not public securities.

SEC. 4. FACILITATING ROBUST CAPITAL FORMA-
TION BY PREVENTING REGULATORY
MISMATCH.

The Commission may not—

(1) amend section 230.156 of title 17, Code of
Federal Regulations, to extend the provisions of
such section to offerings of securities issued by
private funds; or

(2) adopt rules applicable to offerings of secu-
rities issued by private funds that are substan-
tially the same as the provisions of such section.

SEC. 5. EXCLUSION OF ADVISORY SERVICES TO
REGISTERED INVESTMENT COMPA-
NIES.

This Act shall not apply with respect to advi-
sory services provided, or proposed to be pro-
vided, to an investment company registered
under the Investment Company Act of 1940 (15
U.S.C. 80a-1 et seq.).

SEC. 6. REFERENCES TO REGULATIONS.

In this Act, any reference to a regulation shall
be construed to refer to such regulation or any
successor thereto.

SEC. 7. DEFINITIONS.

In this Act:

(1) PUBLIC SECURITY.—The term ‘‘public secu-
rity”’ means a security issued by an issuer
that—

(4) is required to submit reports under section
13(a) or 15(d) of the Securities Exchange Act of
1934 (15 U.S.C. 78m(a); 780(d)); or

(B) has a security that is listed or traded on
any exchange or organized market operating in
a foreign jurisdiction.

(2) TERMS DEFINED IN INVESTMENT ADVISERS
ACT OF 1940.—The terms defined in section 202(a)
of the Investment Advisers Act of 1940 (15 U.S.C.
80b-2(a)) have the meanings given such terms in
such section.

The SPEAKER pro tempore. The bill,
as amended, shall be debatable for 1
hour equally divided and controlled by
the chair and ranking minority mem-
ber of the Committee on Financial
Services.

After 1 hour of debate on the bill, as
amended, it shall be in order to con-
sider the further amendment printed in
part B of House Report 114-725, if of-
fered by the Member designated in the
report, shall be considered read, shall
be separately debatable for the time
specified in the report equally divided
and controlled by the proponent and an
opponent, and shall not be subject to a
demand for a division of the question.

The gentleman from Virginia (Mr.
HURT) and the gentlewoman from Cali-
fornia (Ms. MAXINE WATERS) each will
control 30 minutes.

The Chair recognizes the gentleman
from Virginia.

GENERAL LEAVE

Mr. HURT of Virginia. Mr. Speaker, 1
ask unanimous consent that all Mem-
bers may have 5 legislative days in
which to revise and extend their re-
marks and submit extraneous mate-
rials on the bill under consideration.

The SPEAKER pro tempore. Is there
objection to the request of the gen-
tleman from Virginia?

There was no objection.
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Mr. HURT of Virginia. Mr. Speaker, 1
yield myself such time as I may con-
sume.

Mr. Speaker, I rise in support of H.R.
5424, the Investment Advisers Mod-
ernization Act of 2016.

I represent a rural district in Vir-
ginia, Virginia’s Fifth District, which
stretches from Fauquier County to the
North Carolina border.

As 1 traveled through my district
during August, much as I have done
throughout my time in Congress, I con-
tinued to hear hardworking Americans
express concern about the current
state of our economy and the economic
uncertainty facing their children and
grandchildren. I think every Member of
this body can agree that, with millions
of Americans out of work, our top
focus in Congress should be on enacting
policies to help spur job creation
throughout our country.

Today, we are discussing several leg-
islative efforts that, if enacted, will en-
courage economic growth and job cre-
ation by reducing unnecessary regu-
latory burdens. One of these measures
is a bipartisan piece of legislation that
I have been working on with Rep-
resentatives FOSTER, VARGAS, STIVERS,
HULTGREN, SINEMA, and others. In fact,
during a June markup in the Financial
Services Committee, H.R. 5424 garnered
broad bipartisan support, passing by
47-12.

This measure, the Investment Advis-
ers Modernization Act, is an effort to
modernize a 76-year-old law to reflect
current industry needs and standards.
The legislation directs the SEC to up-
date rules that clarify provisions with-
in the Investment Advisers Act.

Specifically, the legislation modern-
izes the outdated portions of the In-
vestment Advisers Act, such as ‘‘as-
signment” definition; it removes dupli-
cative requirements, such as the notifi-
cation to clients for any change in
membership of a partnership; and it
tailors current reporting metrics so
that advisers are not required to pro-
vide burdensome and unnecessary in-
formation on their portfolio compa-
nies, among other things. Most impor-
tantly, it streamlines the regulatory
scheme, while giving the SEC suffi-
cient discretion to craft these rules to
ensure investor protection. To be clear,
this bill would in no way compromise
investor protection, nor would it
hinder the SEC’s ability to pursue en-
forcement actions.

In our district, the investment of pri-
vate capital is responsible for thou-
sands of jobs. These critical invest-
ments allow our small businesses to in-
novate, expand their operations, and
create jobs that our communities need.

Over the past three Congresses, there
has been growing concern about the
burden that Dodd-Frank unnecessarily
placed on advisers to private equity,
while at the same time exempting ad-
visers to similar investment funds.

Over recent years, many of us have
worked together in a bipartisan effort
to eliminate the registration required
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by Dodd-Frank, but this bill does not
do that and would not change the reg-
istration requirement that Dodd-Frank
mandated. It simply updates the In-
vestment Advisers Act. Instead, this
legislation is a pragmatic and bipar-
tisan approach to addressing some of
the concerns with the Investment Ad-
visers Act.

No matter your views on Dodd-
Frank, the Investment Advisers Mod-
ernization Act represents the view that
Congress should continuously look for
bipartisan, commonsense solutions to
update and streamline its laws in order
to encourage economic growth and job
creation.

I ask my colleagues on both sides of
the aisle to support H.R. 5424, the In-
vestment Advisers Modernization Act.

Mr. Speaker, I reserve the balance of
my time.

Ms. MAXINE WATERS of California.
Mr. Speaker, I yield myself such time
as I may consume.

Mr. Speaker, we stand here today
after an extraordinarily long recess,
and Republicans’ first order of busi-
nesses is to protect Wall Street profits
instead of dealing with a host of crit-
ical issues facing the American public.

I recently visited Baton Rouge, Lou-
isiana, where thousands of residents
are still without homes and commu-
nities are struggling to recover in the
wake of last month’s historic dev-
astating flooding.

There is so much that we need to do
as Members of Congress to help our
constituents in the short amount of
time we have left in session, whether it
is helping the people of Baton Rouge,
ending the crisis of homelessness in
America, or preventing senseless gun
violence. However, rather than work-
ing together to pass sensible legisla-
tion to address these issues, we are de-
bating H.R. 5424, a bad bill that would
put Americans’ savings and invest-
ments at risk by opening the door to
further abuses in the private equity in-
dustry.

This is an industry that touches all
of us because it is not just private busi-
nesses looking to these funds to raise
capital. One-quarter of the investments
held by private equity firms come from
our public pension funds that are hold-
ing our teachers’ and firefighters’ re-
tirement savings. And it is not just our
public pensions that are on the line. It
is also our emergency services and
mortgages and consumer lending mar-
kets where private equity funds are in-
creasing their presence.

That is why it is so important to
have adequate oversight of this indus-
try. We must ensure that Wall Street
does not turn a profit at the expense of
investors, consumers, and retirees.

Unfortunately, H.R. 5424 would roll
back Dodd-Frank’s much-needed over-
sight and transparency measures for
the shadow banking industry. Dodd-
Frank required advisers to private eq-
uity funds and hedge funds with more
than $150 million in assets under man-
agement to register with the SEC and
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comply with important reporting and
audit requirements. In addition, it re-
quired newly registered advisers to file
systemic risk reports with the Finan-
cial Stability Oversight Council, be-
cause we had sufficient information on
the risks that private funds could pose
to our economy as a whole.

Thanks to this new oversight, the Se-
curities and Exchange Commission has
been able to examine and, where appro-
priate, bring enforcement actions
against private fund advisers. In fact,
the SEC has brought numerous en-
forcement actions against private fund
advisers for a variety of transgressions
in the past few years.

In 2013, the SEC identified violations
or weaknesses in more than 50 percent
of cases where it had examined how
fees and expenses are handled by advis-
ers. Recently, the SEC Director of En-
forcement urged greater transparency
in this area and said the Commission
“will continue to aggressively bring
impactful cases in this space.”

All of this comes on top of recent
news reports showing how private eq-
uity firms are investing in our fire de-
partments, ambulance services, and
mortgage and consumer lending mar-
kets. Their profit-driven tactics have
resulted in slower reaction times in our
emergency services, exorbitant inter-
est rates, and the same sort of fore-
closure abuses that we witnessed before
and during the financial crisis.

So, when it comes to private equity
funds and hedge funds, it is clear that
more regulation is needed, not less. Yet
this bill takes us in the wrong direc-
tion. For example, advisers would no
longer have to notify clients of a
change in ownership or provide them
with information on their procedures
for handling conflicts of interest in
voting ©proxies. Additionally, they
would not have to disclose information
on large funds to the FSOC, making it
harder to monitor and detect systemic
risk.

Also troubling is that the bill would
create a Bernie Madoff loophole by pro-
viding a broad exception from an an-
nual audit requirement for funds whose
investors may have a relationship with
the adviser and for funds invested in
private securities that are not rep-
resented by a paper certificate.

I must note that, despite efforts by
my colleagues to amend this bill and
remove some of its harmful provisions,
there are still too many problematic
provisions in this bill that would put
investors, retirees, and consumers at
risk. That is why it is opposed by con-
sumer and investor advocates, State
security regulators, institutional in-
vestors, and labor unions representing
workers whose pensions could be af-
fected.

Moreover, the White House has
threatened to veto the bill, saying it
“would enable private fund advisers to
slip back into the shadows” and ‘‘un-
necessarily put working and middle
class families at risk, while benefiting
Wall Street and other narrow special
interests.”
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I, therefore, strongly urge my col-
leagues to oppose H.R. 5424.
I reserve the balance of my time.
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Mr. HURT of Virginia. Mr. Speaker, 1
yield 3 minutes to the gentleman from
Missouri (Mr. LUETKEMEYER), who is
the chairman of our Housing and Insur-
ance Subcommittee.

Mr. LUETKEMEYER. Mr. Speaker, I
first would like to thank the gen-
tleman from Virginia (Mr. HURT) for
his hard work on H.R. 5424. Since join-
ing this body, Mr. HURT has been a
tireless advocate for small business
creation, capital formation, and work-
ing with families across Virginia and
throughout the United States. He is to
be commended for his efforts.

Today, Mr. Speaker, we will consider
his legislation, H.R. 5424, the Invest-
ment Advisers Modernization Act. This
bill makes long-awaited and sensible
changes to the 76-year-old Investment
Advisers Act. H.R. 5424 also stream-
lines requirements for private equity
funds and sophisticated investors in
private equity funds.

As I said on the floor yesterday,
there should be no room for regulation
that serves only to appease bureau-
cratic demands. Capital should be used
to create jobs and further growth, not
fulfill meaningless and unproductive
regulatory requirements.

Private equity plays a vital role in
our economy. I have seen it firsthand
in my district and across Missouri, and
hope my colleagues recognize that pri-
vate equity is responsible for saving
and creating jobs in each of their con-
gressional districts. Capital is the life-
blood of businesses.

At a time when investment returns
are down and options are limited, when
investment advice is more expensive
and may soon be out of reach for many
Americans, and when our economy con-
tinues to stagnate, we need to take
measured steps to streamline regula-
tions and free equity. That is the way
you fuel an economic recovery.

This bill came to us from constitu-
ents who we have been listening to dur-
ing all of the different times that we go
home and talk to them. They said
these are the rules and regulations
that are strangling their ability to do
business.

The ranking member just talked
about a shadow banking system. I
would argue that we have a shadow
regulatory system that is producing
rules and regulations at a furious clip,
and without understanding the con-
sequences of those rules and regula-
tions.

H.R. 5424 will make modest but
meaningful changes to existing law.
This is a bipartisan bill that received
support from the majority of the mi-
nority during the Financial Services
Committee markup. It is legislation
that merits support from all my col-
leagues, and that is because H.R. 5424 is
about modernization, capital forma-
tion and, ultimately, American jobs.
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I ask my colleagues to join me in
supporting this legislation. I thank the
gentleman from Virginia for his leader-
ship on these issues and Chairman HEN-
SARLING for bringing this bill to the
floor.

Ms. MAXINE WATERS of California.
Mr. Speaker, I yield 3%2 minutes to the
gentlewoman from New York (Mrs.
CAROLYN B. MALONEY), the ranking
member of our Subcommittee on Cap-
ital Markets and Government Spon-
sored Enterprises.

Mrs. CAROLYN B. MALONEY of New
York. I thank the gentlewoman for
yielding.

Mr. Speaker, I rise today in opposi-
tion to H.R. 5424.

While my good friend from Illinois,
Mr. FOSTER, is going to offer an amend-
ment that would remove two of the
most problematic provisions, I, unfor-
tunately, still have serious concerns
with the remaining provisions in the
bill, which makes changes to core as-
pects of a regulatory regime that has
been very successful for decades.

For one thing, this entire bill applies
to more than just private equity funds.
It applies to private equity funds,
hedge funds, and commodity pools. So,
as a threshold matter, this is not nar-
row or targeted relief.

I also have a problem with the provi-
sion exempting private equity advisers
from the Proxy Voting Rule for private
securities. The Proxy Voting Rule sim-
ply requires advisers to have a policy—
just a policy—in place to deal with con-
flicts of interest when the adviser is
voting on shareholder proposals on
their clients’ behalf.

Proxy voting is not limited to public
companies, and conflicts of interest
exist whether a company is public or
private. So there is really no reason
why private securities should get an
exemption here.

In fact, private equity advisers are
even more likely to have a conflict of
interest when they are voting on share-
holder proposals on a client’s behalf be-
cause the entire business model of a
private equity funds is premised on the
funds having a significant amount of
influence, if not outright control; and,
in some cases, they even manage the
company.

So a private equity adviser that is
voting on a client’s behalf would have
a conflict of interest virtually every
time it is faced with a proposal that is
good for management, but bad for
shareholders.

Requiring a private equity adviser to
have policies in place to manage these
conflicts of interest is really not too
much to ask. We are just asking for
policies to be in place.

While I think there are some very
good things in this bill that are reason-
able, I think too many of the provi-
sions go too far, so I urge my col-
leagues to oppose this bill.

Mr. HURT of Virginia. Mr. Speaker, 1
yield 3 minutes to the gentleman from
Illinois (Mr. HULTGREN).

Mr. HULTGREN. Mr. Speaker, I rise
today in support of H.R. 5424, the In-
vestment Advisers Modernization Act.
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I am proud to be a cosponsor of this
legislation, which was introduced by
Congressman HURT. I would especially
like to thank Speaker RYAN and Chair-
man HENSARLING for their work in
bringing this up for a vote today.

Private equity has a long history of
making a positive difference for Illi-
nois companies, their employees, and
our communities. Over the last 10
years, private equity firms have in-
vested hundreds of billions of dollars in
Illinois-based companies. In fact, Illi-
nois ranked number one nationally in
attracting private equity investment
in 2015, according to the American In-
vestment Council.

It comes as no surprise that these
companies, backed by strong financing
and experienced management, with in-
novative products and services, support
hundreds of thousands of workers and
their families.

In addition to the economic growth
driven by private equity, we also
shouldn’t overlook its importance to
investors. For example, the State Uni-
versities Retirement System of Illinois
and its 200,000 members depend on in-
vestments in private equity-backed
companies.

So why shouldn’t we, as legislators,
seize an opportunity to make private
equity investment easier?

This bill would make relatively mod-
est updates to a 76-year-old Investment
Advisers Act.

Our securities laws are meant to re-
flect the sophistication of the inves-
tors. We should not apply cumbersome
regulations intended for less-sophisti-
cated retail investors to professionals
with deep knowledge and expertise of
investment advising.

The majority of private equity funds
in Illinois are middle market and do
not have large administrative staffs.
Generally, the staff is just one or two
finance professionals. The proliferation
of rules, reporting, and regulation at
both the Federal and State level has
severely taxed these firms and taken
valuable resources away from the im-
portant job of identifying, investing in
and growing companies and, thus,
growing our economy.

The Investment Advisers Moderniza-
tion Act will reduce administrative
costs, making it easier to invest in our
communities, and improve the rate of
return, whether they are saving for re-
tirement or for a university’s endow-
ment.

In closing, I would like to thank
Chairman HENSARLING again and Mr.
HURT for their leadership on this legis-
lation.

It is no surprise that such a common-
sense bill already has a strong bipar-
tisan record. I urge all of my col-
leagues to support the Investment Ad-
visers Modernization Act.

Ms. MAXINE WATERS of California.
Mr. Speaker, I yield myself such time
as I may consume.

Mr. Speaker, after general debate,
my colleague from Illinois will offer an
amendment to eliminate two toxic pro-
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visions of this bill. While I am sup-
portive of his effort, I am concerned
that his amendment does not go far
enough.

I am going to describe the six provi-
sions Mr. FOSTER’s amendment leaves
intact but that are still harmful to in-
vestors and threatens the ability of the
SEC to oversee private equity funds
and hedge funds. As such, even if the
amendment is adopted, I urge all Mem-
bers to oppose final passage of H.R.
5424.

The first reason to vote against final
passage is that H.R. 5424 would still re-
move systemic risk reporting require-
ments for private equity funds. Con-
gress created the Financial Stability
Oversight Council when it passed the
Dodd-Frank Act to 1look for risks
across the entire financial system, in-
cluding those within shadow banks like
private equity funds.

Democrats understood that one of
the most important lessons of the cri-
sis was the value of sunshine into all of
the dark corners of our markets. We do
not want another AIG to make enough
risky financial bets to take down the
entire economy without anyone know-
ing until it is too late.

H.R. 5424, however, would repeal the
requirement that large private equity
firms provide certain information
about their portfolio companies and
their leverage.

The second reason to vote ‘“‘no” on an
amended H.R. 5424 is that the bill still
would prohibit the SEC from applying
the antifraud guidance related to ad-
vertising materials of mutual funds to
private equity funds and hedge funds.
This is a basic investor protection.

Private equity funds should not be
able to selectively use performance
data to dupe investors into buying
their funds. It works for mutual funds
and it will work for other funds simi-
larly.

Reason number three to oppose H.R.
5424 is that the amended bill would re-
move the bright-line test for fraudu-
lent and misleading advertising mate-
rials, thereby allowing private equity
advisers to use testimonials and past
recommendations to create a false per-
ception of the adviser’s performance.
This provision will enable private eq-
uity funds to more easily sell key secu-
rities to unsuspecting investors.

Reason number four to vote ‘“‘no” is
the bill would still remove the require-
ment that fund advisers notify inves-
tors of ownership changes. This would
allow an adviser to sell its business or
the fund it manages to anyone, raising
the concern that an unacceptable party
would suddenly be managing a pen-
sion’s invested money without their
consent. The public pension plans have
a right to know if the star manager has
been replaced with an underachiever.

An amended H.R. 5424 also would re-
peal disclosures of proxy voting proce-
dures for handling conflicts of interest.
Namely, the bill eliminates a require-
ment that advisers to private equity
funds and hedge funds have policies and
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procedures in place to dictate how and
when the adviser will vote a proxy and
how it will mitigate any conflicts of in-
terest.

Because these policies and procedures
inform investors and the SEC to
whether an adviser is meeting some of
its fiduciary responsibilities, I find it
hard to understand how Democrats who
stood up to protect the fiduciary obli-
gations of everyday Americans can now
support weakening it for the funds in-
vesting on behalf of those Americans.

Finally, even though the Foster
amendment preserves the audit re-
quirement for certificated securities,
the bill would remove the audit re-
quirement under the SEC’s custody
rules for private, uncertificated securi-
ties for which advisers would not have
to keep any record. Although such se-
curities may not be common in the pri-
vate space, this distinction between
two types of securities has all the
trappings of a loophole in the making
and would create a terrible incentive.

So I would urge all Members to op-
pose H.R. 5424 even if the Foster
amendment is adopted.

I reserve the balance of my time.

Mr. HURT of Virginia. Mr. Speaker, 1
yield 3 minutes to the gentleman from
Illinois (Mr. FOSTER).
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Mr. FOSTER. Mr. Speaker, I thank
the gentleman for yielding.

I cosponsored this bill because pri-
vate equity makes considerable invest-
ment in Illinois and, specifically, in my
district. Nationwide, many businesses
are backed by private equity and are a
key driving force behind our economy,
making critical national and local eco-
nomic contributions. These businesses
support 11 million jobs nationwide.

This bill is about applying the provi-
sions of the Investment Advisers Mod-
ernization Act that make sense for the
private equity business model. That
business model involves making long-
term investments in companies that a
fund intends to turn around or grow
over a period of years.

This bill, from the very beginning,
was an effort to apply those require-
ments in a way that makes sense, and
it is the culmination of a great deal of
bipartisan work.

Working across the aisle, I have
worked with Congressman HURT of Vir-
ginia to remove the provisions that my
colleagues on my side of the aisle have
indicated are the most troubling to
them. Together, we worked on two
amendments. The amendment passed
in committee resulted in more than
half of the Democrats on the com-
mittee supporting the bill.

Today I will be offering an amend-
ment that will address two concerns
that have been most prominently ex-
pressed by Democrats and advocates
through the amendment I will be pro-
posing and answers their main objec-
tions.

First, the amendment will address
concerns over transparency into the
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fund’s policies. It will continue current
law that the adviser is required to de-
liver a brochure to the client with in-
formation about fees and brokerage
services and, in turn, deliver that in-
formation to the SEC.

Second, we are addressing concerns
over investor confidence that funds
hold the assets that they say they do.
The provision that we are removing
would have provided a narrow exemp-
tion to the annual audit and surprise
inspection requirements for some
funds, so they will continue to be sub-
ject to these after my amendment is,
hopefully, adopted.

My amendment will ensure that
funds continue to receive a third-party
look to ensure that the fund has the as-
sets it has represented to clients that
it has, including that the asset is held
in the name of the client.

I know that there are other concerns,
but after careful consideration, I be-
lieve they can be addressed. Opponents
say that advisers will no longer keep
records of the private securities that
are held in custody, but this is actually
not accurate. The adviser does need to
keep records. These securities are il-
liquid and require issuer consent to
sell, and these securities will be sub-
ject to annual audit and surprise in-
spection.

Opponents also say that the clients
might find that they have a new ad-
viser without their consent, but cur-
rent law allows for minority stakes in
an adviser organized as a partnership
to be done without consent. So this
provision just treats an LLC and cor-
porate structures identically.

The SPEAKER pro tempore.
time of the gentleman has expired.

Mr. HURT of Virginia. Mr. Speaker, 1
yield the gentleman an additional 1
minute.

Mr. FOSTER. Mr. Speaker, this bill
would remove the requirement for pri-
vate equity funds to submit certain in-
formation on Form PF to the FSOC;
but that information is intended to
capture funds that have built up lever-
aged and risky positions that pose a
systemic risk through counterparty ex-
posure. This is very different from the
business model of private equity firms.

I know that for those Members who
supported H.R. 1105 in the last Con-
gress, this should actually be easier be-
cause it provides a very narrow, tar-
geted relief. I voted against H.R. 1105,
but I support this bill after thinking
carefully about it and the changes.

The bill received the support of more
than half the Democrats on the Finan-
cial Services Committee, and I hope
that many more Democrats will sup-
port this bill on the floor after my
amendment has been adopted.

Mr. Speaker, I urge my colleagues to
support this bipartisan bill that will
support businesses and economic
growth around the country.

Ms. MAXINE WATERS of California.
Mr. Speaker, investors, consumer advo-
cates, public pension funds, and others
have spoken on H.R. 5424, and they
have deemed it to be harmful.

The
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Let me read for you a few excerpts
from opposition letters received by the
House of Representatives. First of all,
let me tell you who they are: Ameri-
cans for Financial Reform; the Amer-
ican Federation of State, County, and
Municipal Employees; the American
Federation of Teachers; the Consumer
Federation of America; Communica-
tions Workers of America; and U.S.
PIRG.

“Far from modernizing the regula-
tion of investment advisers, this legis-
lation would roll back the clock to the
years before private fund advisers were
subject to elementary oversight meas-
ures, measures that numerous docu-
mented abuses have shown to be nec-
essary for investor protection. The
laundry list of regulatory exemptions
in this bill would enable the exploi-
tation of investors, possibly including
outright fraud. It would also reduce the
information available to regulators to
address systemic risk.”

North American Securities Adminis-
trators Association, Incorporated,
these are our State securities regu-
lators, the cops on the beat policing
Main Street from financial crime, let
me give you their quote:

‘““Although the bill purports to be an
updating of the framework for the reg-
ulation of investment advisers, it is in
fact little more than an effort to shield
advisers to private funds from the scru-
tiny of SEC registration and examina-
tion oversight.”

Let’s hear what CalPERS has to say:
“We believe that H.R. 5424 would erode
the Dodd-Frank provisions that estab-
lished greater transparency into pri-
vate equity funds, protected investors
against fraud by fund advisers, and en-
hanced the ability of regulators to ef-
fectively monitor systemic risk in the
private fund industry.”

CalSTRS: ‘““This current legislation
amends the Investment Advisers Act of
1940 to purportedly ‘modernize’ certain
requirements related to private equity
advisers. In actuality, this proposed
legislation would roll back important
investor protections provided to funds,
in terms of transparency and oversight
by the Securities and Exchange Com-
mission.”

Let’s hear from the Institutional
Limited Partners Association: ‘‘The
ILPA believes that the changes to
mandatory disclosures and other re-
quirements as proposed in H.R. 5424
would be counterproductive to pro-
viding institutional limited partners
with the transparency they need to en-
sure alignment of interest in their pri-
vate equity fund investments, and to
carry out their duty to protect the in-
terests of millions of beneficiaries of
these investments—retirees, policy-
holders, nonprofit and educational in-
stitutions.”

Let’s hear from the Council Institu-
tional Investors:

“H.R. 5424 rolls back important
transparency and reporting require-
ments that we and many of our mem-
bers believe are critical to investor
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protection. For example, section 3(b) of
H.R. 5424 would provide exceptions for
private equity and hedge funds from
existing disclosure requirements on
Form PF, a confidential form used by
the U.S. Securities and Exchange Com-
mission and other regulators to track
risks in the financial system.”

Let’s hear from Public Citizen: ‘“This
bill allows investment advisers to es-
cape current safeguards designed to re-
duce inflated sales pitches or obfusca-
tion of investment risks. Specifically,
investment advisers need to make sure
that potential private equity investors
have basic sales documents such as the
company prospectus before consum-
mating a sale. Investors in private
funds should be accorded ample infor-
mation. The bill also frustrates efforts
by investors to gain access to company
records in so-called books-and-records
requests.”

Unite Here: “H.R. 5424 is an invita-
tion for private equity managers to
make false and misleading statements
to the public. At a time when the near-
ly $4 trillion private equity industry
should become more transparent, H.R.
5424 would enable it to become more
opaque, putting workers, retirees, and
the general public at risk.”

Mr. Speaker, I reserve the balance of
my time.

Mr. HURT of Virginia. Mr. Speaker, 1
yield such time as he may consume to
the gentleman from Texas (Mr. HEN-
SARLING). Chairman HENSARLING has
done so much to promote pro-growth
policies in the Financial Services Com-
mittee.

Mr. HENSARLING. Mr. Speaker, I
rise in strong support of H.R. 5424. 1
want to thank the gentleman from Vir-
ginia for his leadership and the gen-
tleman from Illinois as well.

This is a strong, bipartisan bill out of
the House Financial Services Com-
mittee having passed on a vote of 47-12,
which means 80 percent of the members
of the House Financial Services Com-
mittee, including over half of the
Democrats, support this commonsense,
pro-growth, pro-jobs legislation.

Mr. Speaker, as children—including
my own—all across this Nation go back
to school, we would be negligent if we
didn’t acknowledge the latest report
card that Americans received on our
economy less than 2 weeks ago. The re-
port card shows our economy growing
at a measly 1.1 percent, roughly one-
third of its normal growth. In other
words, it has received a failing grade,
Mr. Speaker. One economics writer has
said the report suggests ‘‘the economy
could be on the brink of recession.”

Americans deserve Dbetter. Hard-
working Americans do deserve better.
Again, economic growth has been far
stronger in our country. The economy
grew on an average of 3.7 percent dur-
ing every other recovery in the postwar
era. But growth has averaged nearly 2
percent in the last 7 years, and even
worse, about 1 percent so far this year.
It is just more evidence that the econ-
omy is not working for working Ameri-
cans. They have seen their paycheck
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shrink, and they have seen their wages
stagnate. Seven years after recession
ended, nearly 14 million Americans are
unemployed or underemployed.

I am confident that all of us—Repub-
licans and Democrats alike—want this
to change. We want to help Americans
who are struggling, who are under-
employed and unemployed. We have to
lift the nearly 7 million additional
Americans who have been thrown into
poverty during these last 7 years. We
must help them. We know—or should
know—that nothing helps the poor, the
unemployed, and the underemployed
like economic growth. Growth means
more jobs, more growth means higher
average wages, more growth means less
government borrowing, and growth en-
ables Americans to achieve the dream
of financial independence.

But if we want to ignite growth and
revive our struggling economy, the an-
swer is not more debt, more spending,
or more onerous regulations from
Washington. Instead, we need more en-
trepreneurs, more innovation, and
more small business expansion on Main
Street. So at this time, when record
levels of debt and Federal regulation
hinder growth and slow our economy,
it is critical for us to find bipartisan
solutions—not always easy to come
by—that will accelerate growth and get
our economy back on track.

Mr. Speaker, we have exactly that
kind of bill before us today. Again, it is
a bipartisan bill supported and spon-
sored by the gentleman from Virginia
(Mr. HURT), Mr. VARGAS of California
from the Democratic side of the aisle,
Mr. STIVERS of Ohio from the Repub-
lican side of the aisle, and Mr. FOSTER
of Illinois from the Democratic side of
the aisle. I have the honor of serving
with all four of these gentlemen on the
House Financial Services Committee,
and I thank them for their bipartisan
work on this bill.

Again, this passed in our committee
47-12. Over half the Democrats on the
committee support the bill—80 percent
of the committee. There is no reason
why every Member of the House
shouldn’t approve this bipartisan In-
vestment Advisers Modernization Act
because, Mr. Speaker, again, it is bi-
partisan, it is pragmatic, and it is com-
monsense. It simply updates portions
of a 76-year-old law by updating regula-
tions that have made it harder for the
job growth engine of America—our
small businesses—to access the capital
they need to create jobs on Main
Street.
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We know, again, that small busi-
nesses across the country are strug-
gling to find investment and financing
options that enable them to open their
doors, hire workers, and succeed. They
are struggling, again, because of a
growing regulatory burden imposed by
Washington, by a Washington-knows-
best mentality.

Witnesses have testified before our
committee, Mr. Speaker, that there
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has been a serious decline in loans from
banks to small businesses over the past
few years, and our Nation has gone a
decade—a decade—with no growth in
the value of small business loans.

It is not surprising that, during the
second quarter of this year, one of
every three small-business owners said
they had to transfer personal assets to
keep their businesses running, accord-
ing to a recent report from Pepperdine
University. This same report found
that 50 percent of small-business own-
ers said their growth opportunities are
restricted by the current business fi-
nancing environment.

As a small-business owner, my home-
town of Dallas wrote me recently: ‘“We
have seen wave after wave of Federal
regulations affecting our ability to
grow.” Another small business owner
from the town of Chandler, in the Fifth
District I have the privilege of rep-
resenting, summed up the economic
harm caused by Washington’s regu-
latory burden this way: ‘“No one can
keep up.”

In order for the economy to grow for
small businesses to create jobs that
Americans need, we have to remove un-
necessary regulations that tie up pri-
vate capital and cause economic uncer-
tainty. We must put in their place poli-
cies that encourage investment, inno-
vation, and entrepreneurial spirit that
makes America a beacon of oppor-
tunity for all.

Again, Mr. Speaker, we have a bipar-
tisan bill before us having passed 47-12,
80 percent of our committee having ap-
proved. It is a modest, but important,
step in the right direction. But as one
witness told us: It will go a long way
towards facilitating capital formation
while maintaining our commitment to
investor protection.

I urge all of my colleagues to support
the bipartisan bill. By doing so, they
will remove unnecessary burdens on
our small businesses, and we will help
grow not only the American economy
but the Main Street economy as well.

I thank Members on both sides of the
aisle for their bipartisan work on this
very, very strong bill. And I thank the
gentleman from Virginia for his leader-
ship and for yielding the time.

Ms. MAXINE WATERS of California.
Mr. Speaker, I yield myself such time
as I may consume.

I think I heard my colleague on the
opposite side of the aisle reference
Main Street, but I did not hear him de-
scribe who his Main Street is, and we
don’t know who he is talking about.

Let me just remind the Members one
more time who is opposing this bill—
this is truly representative of Main
Street—AFL-CIO; American Federa-
tion of Teachers; American Federation
of State, County and Municipal Em-
ployees; Americans for Financial Re-
form; Communications Workers of
America; Consumer Federation of
America; Council of Institutional In-
vestors; CalPERS; CalSTRS; Institu-
tional Limited Partners Association;
North American Securities Adminis-
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trators Association; Public Citizen;
UNITE HERE; United Automobile,
Aerospace and Agricultural Implement
Workers of America, UAW; and U.S.
Public Interest Research Group.

We have opposition from working
people, from the real people of Main
Street, on this legislation. I think, as
Members begin to read and look at this
bill, they will understand how dan-
gerous it is and how we would be roll-
ing back the clock, jeopardizing the re-
forms that we have made with Dodd-
Frank, and also taking us back to un-
dermining the SEC in extraordinary
ways.

Recently, Mr. Speaker, there was an
investigative series initiated by The
New York Times looking into the oper-
ations of private equity firms. I would
like to read for you a few key excerpts
from the articles which I think might
highlight the need for further regula-
tion of private equity and not the
rollbacks we see today in H.R. 5424.

This is from a June 25, 2016, article
titled: “When You Dial 911 and Wall
Street Answers.”

‘“‘Since the 2008 financial crisis, pri-
vate equity firms, the ‘corporate raid-
ers’ of an earlier era, have increasingly
taken over a wide array of civic and fi-
nancial services that are central to
American life.

““Unlike other for-profit companies,
which often have years of experience
making a product or offering a service,
private equity is primarily skilled in
making money. And in many of these
businesses, The Times found, private
equity firms applied a sophisticated
moneymaking playbook: a mix of cost
cuts, price increases, lobbying and liti-
gation.

“In emergency care and firefighting,
this approach creates a fundamental
tension: the push to turn a profit while
caring for people in their most vulner-
able moments.”

This article then goes on to describe
how response times slowed and lives
were put in danger—and I am talking
about the response time of fire depart-
ments that are now controlled by eq-
uity funds—when these profit-hungry
Wall Street firms took over essential
public health services, like ensuring
ambulances arrived to victims on time.

From an article titled, ‘“How
Housing’s New Players Spiraled into
Banks’ Old Mistakes,”” dated June 26,
2016: ‘“When the housing crisis sent the
American economy to the brink of dis-
aster in 2008, millions of people lost
their homes. The banking system had
failed homeowners and their families.

‘“New investors soon swept in—main-
ly private equity firms—promising to
do better.

“But some of these new investors are
repeating the mistakes that banks
committed throughout the housing cri-
sis, an investigation by The New York
Times has found. They are quickly
foreclosing on homeowners. They are
losing families’ mortgage paperwork,
much as the banks did. And many of
these practices were enabled by the
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federal government, which sold tens of
thousands of discounted mortgages to
private equity investors, while making
few demands on how they treated
struggling homeowners.

““The rising importance of private eq-
uity in the housing market is one of
the most consequential trans-
formations of the post-crisis American
financial landscape. A home, after all,
is the single largest investment most
families will ever make.

“Private equity firms, and the mort-
gage companies they own, face less
oversight than the banks. And yet they
are the cleanup crew for the worst
housing crisis since the Great Depres-
sion.”

The article then goes on to describe
how private equity firms can squeeze
fees out of homeowners during every
stage of the foreclosure process, often
through conflicts of interest that make
foreclosure more profitable than pro-
viding sustainable loan modifications.

Mr. Speaker, this investigated series
by The New York Times exposes prac-
tices that I think no credible Member
of Congress would want to be associ-
ated with. This is horrible that we
could even think that we are allowing
our citizens to be placed at risk and
their lives jeopardized because we have
a private equity firm that is brought
up and is now in control of critical
services to our citizens, and they have
to do it and make a profit. The way
they make that profit is they cut back
on personnel, equipment, machinery,
or whatever it takes to turn that dol-
lar.

I am absolutely amazed that any
Member of Congress would dare to
think about supporting this kind of
legislation that would allow these
practices not only to continue in ways
that I have described, and let me just
remind you, I don’t know how we can
soon forget the crisis that this country
experienced in 2008 when we had this
subprime meltdown and we had so
many foreclosures, so many families
that were literally put on the streets
because they lost their home because
of practices that were not regulated by
this government.

This is amagzing. This is absolutely
amazing, and it is outrageous. I believe
when the Members who come to vote
today take a look at the fine print that
they will understand what is happening
here today. I think even if some Mem-
bers thought they could, or should,
support this bill, I think they are going
to change their minds. And while it is
being touted as a bipartisan effort, I
don’t think so.

I reserve the balance of my time.

Mr. HURT of Virginia. Mr. Speaker, I
yield 2 minutes to the gentleman from
California (Mr. KNIGHT).

Mr. KNIGHT. Mr. Speaker, it is an
honor to be here today to talk about
what is very essential in America, and
that is getting people to work and cre-
ating opportunities.

Small businesses are essential to
America’s economic competitiveness.
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Not only do they employ half the Na-
tion’s private sector, but they also cre-
ate two-thirds of the net jobs in our
country.

Unfortunately, in recent years, small
businesses have been slow to recover
from a recession and credit crisis that
has hit them especially hard. Unlike
large enterprises that can obtain funds
from commercial debt and equity mar-
kets, small businesses must often rely
on their own personal assets, retained
earnings, community banks, and credit
unions for needed capital.

Last month, in the great city of
Santa Clarita, I hosted my annual
small business conference and expo.
The conference was designed to hear
from constituents exactly what was
happening and their problems in small
businesses. After listening to small-
business owners and employees talk
about the challenges they face, it was
very evident that overregulation and
lack of access to capital were the big-
gest issues.

That is why I applaud and support
Mr. HURT’s work on H.R. 5424, the In-
vestment Advisers Modernization Act
of 2016. The Investment Advisers Act
has proven to be a duplicative burden
that not only drives up costs but also
blocks an efficient allocation of cap-
ital.

We need to modernize these laws so
that we can remove existing barriers
and tailor our policy to help facilitate
capital formation. H.R. 5424 would do
exactly that. The legislation takes into
consideration the business model of to-
day’s private equity and not one from
70 years ago.

I look forward to continuing my
work with Mr. HURT, and with all of
my colleagues here in the House, on
commonsense measures like the In-
vestment Advisers Modernization Act
of 2016, so that we can ensure our small
businesses can grow and employ more
of our neighbors.

Again, Mr. Speaker, I support H.R.
5424, and ask my colleagues to vote in
favor of this bill because access to cap-
ital is not a partisan issue, it is some-
thing that we need and will help our
small businesses.

Ms. MAXINE WATERS of California.
Mr. Speaker, I yield myself as such
time as I may consume.

I will remind the Members that
NANcCY PELOSI, our leader, has weighed
in on this pretty heavily. She doesn’t
weigh in on a lot of things, but she has
put out an advisory here today titled:
H.R. 5424, a House GOP giveaway to the
shadow banking industry.

We have from the administration
that a Presidential veto will take place
on this legislation should it get to his
desk.

This morning’s debate illustrates Re-
publican’s misguided priorities. When
we are here in Washington, the Amer-
ican public expects us to address the
pressing needs of our Nation and not
waste our time with Wall Street give-
aways that the financial crisis taught
us is neither prudent nor without dev-
astating consequences.
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Why is it that the interest of Wall
Street takes high priority when we re-
turn from our break?

O 1015

Why aren’t we talking about home-
lessness? Why aren’t we talking about
Flint? Why aren’t we talking about
Zika? Why aren’t we talking about
Baton Rouge?

I will tell you that there are those
who think, perhaps, they have to take
care of Wall Street, that it comes first,
but I do not think so. I ask for a ‘“‘no”
vote on this bill.

I yield back the balance of my time.

Mr. HURT of Virginia. Mr. Speaker, I
yield myself such time as I may con-
sume.

In closing, I urge all of the Members
of this body to support this good bill.

Let’s remember where we started
with this registration requirement for
private equity. In the Dodd-Frank Act,
in the aftermath of the financial crisis,
private equity was swept into the
Dodd-Frank Act in an effort, osten-
sibly, to try to stop future systemic
crises in the United States’ markets.
As a consequence, over the last couple
of years, we have introduced legisla-
tion to repeal that registration re-
quirement. This bill does not do that.
Those efforts were bipartisan in na-
ture. They were designed to promote
more investment in jobs across this
country, but that was met with resist-
ance. Registration is now a fact of life.
There are Members on the other side
who did not support our previous ef-
forts, Mr. FOSTER being one of them.

As has been said, we have more than
half of the Democrats on the Financial
Services Committee supporting this
legislation because it is not a repeal of
the registration requirement. What it
is, in fact, is a streamlining of a 76-
year-old law that has made it more dif-
ficult for investment funds to be able
to be successful.

This bill is not about rolling back in-
vestor protection. In fact, investor pro-
tection will still be strong. The SEC
has the power to bring enforcement ac-
tions. Nothing has been done, again, to
repeal the registration requirement.
These firms will still continue to have
to be registered. This is not about in-
vestor protection. All of the antifraud
provisions that are currently in Fed-
eral securities law will continue to
apply.

This is about teachers. It is about
firefighters. This is about the pension
funds in these investment funds that
have had success over the last 10 years.
These have been the places where these
pension funds have, in fact, invested
because they have been solid-per-
forming funds. That is good for teach-
ers and firefighters and their retire-
ments. That is what this bill is about.
It is about making it easier for these
funds to be successful so that they can
bring back those returns for the retire-
ments of our teachers and our fire-
fighters.

At the end of the day, probably as
important as anything to me are the
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jobs that are created all across this
country because of the investments of
these funds—places like Main Street in
Martinsville, Virginia, where we have
seen, over the last 15 years, unemploy-
ment as high as 25 percent. There have
been investments in places like South-
side, Virginia, that have created jobs,
that have grown companies.

That is what this bill is about. It is
about those jobs in Martinsville, Vir-
ginia. It is about those families in
Martinsville, Virginia, or in Rocky
Mount, or in Charlottesville, in Vir-
ginia’s Fifth District. That is what this
bill is about. That is why it has gar-
nered strong bipartisan support on our
committee, and I hope it will garner
strong bipartisan support today on this
floor. I urge my colleagues to support
this measure.

Mr. Speaker, I yield back the balance
of my time.

Mr. LYNCH. Mr. Speaker, | rise in opposi-
tion to H.R. 5424, the so-called “Investment
Advisers Modernization Act of 2016.” Regret-
tably, instead of modernizing the regulation of
investment advisors, as the bill's title sug-
gests, the legislation under consideration
today would take us back to a time when
there was minimal transparency and reporting
requirements for private firms such as private
equity and hedge funds.

Over the past few months, | have been fol-
lowing the New York Times investigative se-
ries that exposed abuses by the private equity
industry that impact our daily lives. | am con-
cerned that private equity firms are now over-
taking our fire departments, our ambulance
services, our public water services, and our
mortgage market. The influence of these pri-
vate firms in services that traditionally have
been provided by our government is resulting
in slower reaction times for emergency serv-
ices, aggressive collection practices, and the
type of foreclosure abuse that we saw before
the 2008 financial crisis. Given the increased
influence of these firms in our daily lives, it is
critical that we do not roll back crucial over-
sight and transparency requirements through
this legislation.

| served on the Financial Services Com-
mittee during the 2008 financial crisis. | wit-
nessed the harmful impact that the lack of reg-
ulation had on hard-working families around
our nation. | had the honor of helping to re-
form our financial system through the enact-
ment of the Dodd-Frank Wall Street Reform
and Consumer Protection Act (The Dodd-
Frank Act). The Dodd-Frank Act increased the
transparency of private funds by requiring in-
creased reporting and compliance require-
ments.

Unfortunately, this legislation would destroy
much of the hard work we did through the
Dodd-Frank Act. According to Americans for
Financial Reform, the regulatory exemptions
included in this bill would enable the exploi-
tation of investors and would reduce the infor-
mation available to regulators to address sys-
temic risk. Specifically, this harmful legislation
removes certain requirements made applicable
by the Dodd-Frank Act to investment advisers
to private equity funds and hedge funds, so
that they do not have to notify their investors
of ownership changes, report certain informa-
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tion on large private equity funds in their sys-
temic risk reports to the Financial Stability
Oversight Council, or annually deliver plain-
text disclosures to clients. It also exempts
these private funds from the annual inde-
pendent audit requirement, which was
strengthened by the Securities and Exchange
Commission following the Bernie Madoff scan-
dal.

A quarter of the investments in private eqg-
uity funds comes from public pensions, which
invest the retirement savings of our nation’s
teachers and firefighters. We cannot repeal
these important protections for our nation’s
public servants.

In closing, this harmful bill would provide
regulatory relief for an industry that needs
more regulation. It is a dangerous step in the
wrong direction. This is why | urge my col-
leagues to vote “no” on this bill.

The SPEAKER pro tempore (Mr.
CARTER of Georgia). All time for debate
on the bill has expired.

AMENDMENT PRINTED IN PART B OF HOUSE

REPORT 114-725 OFFERED BY MR. FOSTER

Mr. FOSTER. Mr. Speaker, I have an
amendment at the desk.

The SPEAKER pro tempore. The
Clerk will designate the amendment.

The text of the amendment is as fol-
lows:

Page 6, strike line 14 and all that follows
through page 7, line 5.

Page 7, strike line 18 and all that follows
through ‘‘Consistent with’’ on page 9, line 16,
and insert ‘‘Regulations, consistent with”’.

Page 9, beginning on line 20, strike ‘‘the
Commission shall,”.

Page 9, line 23, insert ‘‘, so as to’’ after
‘‘such section’.

The SPEAKER pro tempore. Pursu-
ant to House Resolution 844, the gen-
tleman from Illinois (Mr. FOSTER) and
a Member opposed each will control 5
minutes.

The Chair recognizes the gentleman
from Illinois.

Mr. FOSTER. Mr. Speaker, I thank
my friend from Virginia (Mr. HURT) for
working with me on this bill.

Mr. Speaker, the amendment that I
am proposing addresses two of the con-
cerns that have been most prominently
expressed by Democrats and advocates,
including the two major objections
that the administration’s statement,
which opposed this bill before the
amendment, highlighted. I hope this
will lead most of the Caucus to join me
in voting for this bipartisan bill after
my amendment addresses the chief
concerns voiced by my colleagues.

First, the amendment will address
concerns over transparency into the
fund’s policies. It will continue current
law that the adviser is required to de-
liver a brochure to the client with in-
formation about fees and brokerage
services and, in turn, deliver that in-
formation to the SEC.

Second, my amendment will address
concerns over investor confidence that
the funds hold the assets that they say
they do. It removes a provision that
would have provided a narrow exemp-
tion from the annual audit or surprise
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inspection requirements for some
funds; so they will now, with this

amendment, continue to be fully sub-
ject to annual audits and surprise in-
spections. My amendment will ensure
that the funds continue to receive a
third-party look to confirm the assets
it has represented to clients, including
that the asset is actually held in the
name of the client.

These are the two concerns most
prominently expressed, but I know
there are others.

After careful consideration, I do not
believe that they are problematic or
should prevent Members from sup-
porting this bill. The adviser does need
to keep records on the securities in its
custody. The securities eligible to be
held in its custody are illiquid and will
be subject to the annual audit or sur-
prise inspection. Funds that have built
up leveraged and risky positions that
could pose a systemic risk through
counterparty exposure and other mech-
anisms will still be required to submit
the additional information on Form PF
to the FSOC.

My amendment will remove the pro-
visions that had been the main features
for the opposition during this process,
so I urge my colleagues to support this
bipartisan bill.

Mr. Speaker, I reserve the balance of
my time.

Mr. HURT of Virginia. Mr. Speaker, 1
ask unanimous consent to claim the
time in opposition.

The SPEAKER pro tempore. Is there
objection to the request of the gen-
tleman from Virginia?

There was no objection.

The SPEAKER pro tempore. The gen-
tleman is recognized for 5 minutes.

Mr. HURT of Virginia. Mr. Speaker, 1
commend Representative FOSTER and
his staff for working with us on this
measure and for making it a truly bi-
partisan effort, for which I am grateful.

This amendment is simple; yet, much
like the amendment that was offered
by Representative FOSTER during the
July markup of this bill, it helps al-
leviate some outstanding concerns, and
it helps ensure that the legislation con-
tinues to gain bipartisan support.

This amendment would remove two
sections:

First, it would remove the brochure
delivery changes that were made a part
of this bill. While I believe the private
fund sponsors already disclose substan-
tial information in their private place-
ment memoranda, which are included
in the books and records requirements
that advisers are required to maintain,
there was concern that removing the
requirement that advisers complete
and deliver a brochure and a brochure
supplement to a client that is a limited
partnership or otherwise would make it
more difficult for the SEC to conduct
examinations and compile information.

The second change would remove the
first part of the custody rule changes
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that were made in the bill. The legisla-
tion would, as reported, require the
SEC to provide additional exemptions
to the custody rule, which will gen-
erally require an adviser of a pooled in-
vestment vehicle to have an inde-
pendent accountant conduct surprise
or scheduled audits every year of its
clients’ funds and securities. While I
believe that the proposed exemption is
carefully tailored to limit its scope to
persons with whom the fund sponsor
has a close relationship, there were
concerns about the level of connected-
ness and how far current SEC staff
guidance could be extended. This is an
issue that should continue to be evalu-
ated as, I believe, the current SEC
guidance is too narrow, and the cost of
the audit is often greater than the in-
vestor protection it provides.

While I think there are serious policy
merits to the legislation as reported, I
do think that these two changes that
have been proposed by Mr. FOSTER al-
leviate some concerns and help make
the bill even more bipartisan than it
was when it received the strong vote
that it did in the Financial Services
Committee. I support this amendment,
and I thank the gentleman from Illi-
nois (Mr. FOSTER) for offering this
amendment.

Mr. Speaker, I reserve the balance of
my time.

Mr. FOSTER. Mr. Speaker,
much time do I have remaining?

The SPEAKER pro tempore. The gen-
tleman from Illinois has 2% minutes
remaining.

Mr. FOSTER. Mr. Speaker, I yield 22
minutes to the gentlewoman from Ari-
zona (Ms. SINEMA).

Ms. SINEMA. Thank you to Chair-
man HENSARLING, Ranking Member
WATERS, and Congressmen HURT, FoOs-
TER, VARGAS, and STIVERS for all of
their work on this bipartisan legisla-
tion to streamline the antiquated regu-
latory framework for private equity
fund advisers while maintaining appro-
priate industry oversight and investor
protections.

Private equity investors across the
country provide billions of dollars each
year to Main Street businesses, and
over 11 million Americans work for pri-
vate equity-backed businesses. Last
year alone, private equity firms in-
vested an estimated $18 billion in more
than 60 Arizona-based companies. To-
gether, these companies support over
130,000 workers and their families.

GoDaddy is the world’s largest do-
main name register with more than 12
million customers, and like thousands
of large and small American busi-
nesses, GoDaddy is a private equity-
backed company. Last month, I visited
their Tempe, Arizona, facility in my
district. It is a state-of-the-art com-
plex that promotes collaboration and
innovation, and it employs over 1,000
Arizonans, including engineers, devel-
opers, and small business consultants.
With the help and investment of pri-
vate equity, GoDaddy will create hun-
dreds of quality technology jobs for
years to come.

how
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By providing narrowly targeted regu-
latory relief to private equity fund ad-
visers, this legislation improves the
flow of capital to businesses in every
community and in every district in the
United States. This bill passed out of
the House Financial Services Com-
mittee on a bipartisan vote. Following
the committee vote, we worked to-
gether on a bipartisan fix to address
two specific concerns.

First, the amendment strikes the
bill’s narrow exemption from the an-
nual audit or surprise inspection re-
quirements for some funds, ensuring
that investors are able to verify that
funds actually contain particular in-
vestments as claimed. Second, the
amendment ensures that advisers will
continue to deliver a plain language
narrative brochure annually to both
clients and the SEC.

All currently registered investment
advisers remain subject to SEC reg-
istration and examination and the
antifraud provisions of the Investment
Advisers Act. This legislation does not
reduce the SEC’s authority to examine
or to bring enforcement actions
against private fund managers or
eliminate any of the tools that the SEC
has to pursue such actions. Further,
private equity funds invest in compa-
nies for several years and, therefore, do
not present systemic risks.

Private equity-backed businesses are
a key driving force behind our econ-
omy, making critical national and
local economic contributions. We must
work together to create an environ-
ment that enables these companies to
grow and succeed and expand opportu-
nities for hardworking Americans.

Thank you again to my colleagues on
both sides of the aisle for their work on
this important legislation.

Mr. HURT of Virginia. Mr. Speaker, 1
yield 2 minutes to the gentlewoman
from New York (Mrs. CAROLYN B.
MALONEY).

Mrs. CAROLYN B. MALONEY of New
York. I thank the gentleman for yield-
ing.

Mr. Speaker, I support the Foster
amendment that has been offered by
my good friend and colleague from Illi-
nois, and I thank him for his hard work
in responding to concerns that the
Democrats raised. I thank Chairman
HENSARLING for accepting the amend-
ment and Congressman HURT for ac-
cepting the amendment.

This amendment removes a provision
in the bill that would exempt certain
funds from the annual audit require-
ment of the custody rule. The custody
rule is a longstanding investor protec-
tion that guards against outright theft
of clients’ funds, so I think that is a
very huge burden of proof if you want
to even think about rolling it back.

There are so many ways to comply
with the custody rule, but this bill
without the Foster amendment would
allow certain advisers to be exempt
from having an annual audit, from hav-
ing an annual surprise exam, and the
requirement to hold a client’s securi-
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ties at an independent qualified custo-
dian. In other words, it would exempt
certain advisers from all of the protec-
tions of the custody rule. I think that
is a bridge too far, and I am so pleased
that Mr. FOSTER’s amendment would
remove this provision. It makes it a
much better bill.

I still have concerns about the re-
maining provisions of the bill, but I
think that this amendment is a huge
step in the right direction, and I urge
my colleagues to support the Foster
amendment.

Mr. FOSTER. Mr. Speaker, I yield
back the balance of my time.

Mr. HURT of Virginia. Mr. Speaker, 1
close simply by saying that I have cer-
tainly appreciated being able to work
with Mr. FOSTER on this over the last
several months. I appreciate his leader-
ship on the issue, and I hope this body
will approve this amendment.

I yield back the balance of my time.

The SPEAKER pro tempore. Pursu-
ant to the rule, the previous question
is ordered on the bill, as amended, and
on the amendment offered by the gen-
tleman from Illinois (Mr. FOSTER).

The question is on the amendment
offered by the gentleman from Illinois
(Mr. FOSTER).

The amendment was agreed to.

The SPEAKER pro tempore. The
question is on the engrossment and
third reading of the bill.

The bill was ordered to be engrossed
and read a third time, and was read the
third time.

O 1030

MOTION TO RECOMMIT

Mrs. TORRES. Mr. Speaker, I have a
motion to recommit at the desk.

The SPEAKER pro tempore. Is the
gentlewoman opposed to the bill?

Mrs. TORRES. I am opposed in its
current form.

Mr. HENSARLING. Mr. Speaker, I re-
serve a point of order.

The SPEAKER pro tempore. A point
of order is reserved.

The Clerk will report the motion to
recommit.

The Clerk read as follows:

Mrs. Torres moves to recommit the bill
H.R. 5424 to the Committee on Financial
Services with instructions to report the
same back to the House forthwith with the
following amendment:

Add at the end the following:

SEC. 8. REPORT ON EMERGENCY VEHICLE RE-
SPONSE TIMES OF COMPANIES
OWNED BY PRIVATE FUNDS.

(a) IN GENERAL.—Section 204(b) of the In-
vestment Advisers Act of 1940 (15 U.S.C. 80b-
4(b)) is amended by adding at the end the fol-
lowing:

“(12) REPORT ON EMERGENCY VEHICLE RE-
SPONSE TIMES OF COMPANIES OWNED BY PRI-
VATE FUNDS.—

‘‘(A) IN GENERAL.—Each investment adviser
required to file annual or other reports under
this section and who advises a private fund
that owns a controlling interest in an emer-
gency services company shall, not less often
than annually, disclose to the Commission—

‘(i) the change in the average response
time of emergency vehicles since the private
fund acquired a controlling interest in the
emergency services company, disaggregated
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by the response times of emergency vehicles
deployed to—

“(I) rural areas; and

“(IT) urban areas;

‘“(ii) if a required response time is estab-
lished by a contract for emergency services
between the emergency services company
and a unit of local government or by an ordi-
nance of a unit of local government, the per-
centage of response times of emergency vehi-
cles deployed by the emergency services
company to that unit of local government
that do not meet such requirement; and

‘“(iii) if the response times failed to meet
the required response time described under
clause (ii), a description of the impact of
such failure on the value of the emergency
services company to the private fund.

‘‘(B) DEFINITIONS.—For purposes of this
paragraph:

‘(i) EMERGENCY SERVICES COMPANY.—The
term ‘emergency services company’ means a
company that provides ambulance, fire-
fighter, or other emergency services in re-
sponse to 9-1-1 calls.

‘(ii) EMERGENCY VEHICLE.—The term
‘emergency vehicle’ means an ambulance,
fire engine, or other vehicle deployed in re-
sponse to a 9-1-1 call.”.

(b) RULEMAKING.—Not later than 270 days
after the date of the enactment of this sec-
tion, the Commission shall issue regulations
to carry out paragraph (12) of section 204(b)
of the Investment Advisers Act of 1940, as
added by subsection (a).

Mrs. TORRES (during the reading).
Mr. Speaker, I ask unanimous consent
to dispense with the reading.

The SPEAKER pro tempore. Is there
objection to the request of the gentle-
woman from California?

There was no objection.

The SPEAKER pro tempore. The gen-
tlewoman from California is recognized
for 5 minutes.

Mrs. TORRES. Mr. Speaker, this is a
final amendment to the bill, which will
not kill the bill or send it back to com-
mittee. If adopted, the bill will imme-
diately proceed to final passage, as
amended.

Mr. Speaker, a June 26 New York
Times article revealed some of the
troubling consequences of private eq-
uity firms taking over local emergency
services.

According to the article, since the
2008 financial crisis, private equity
firms are investing in growing numbers
in emergency services companies,
sometimes with disastrous results. The
piece found cases where emergency re-
sponse times were so slow, personnel
even had time for a cigarette break be-
fore arriving to the scene.

Some emergency services companies
also reported mismanagement, specifi-
cally, that their parent companies are
not able to pay their salaries or re-
stock ambulances with critical medical
supplies.

My amendment will make sure that
there is accountability and trans-
parency when private equity firms in-
vest in emergency services. My amend-
ment will not prohibit private equity
funds from investing in these services
or place any restrictions on how they
choose to invest, nor will it deny the
fact that private equity has and can
play an important role in investing in
companies in communities across our
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country. It would simply provide reas-
surance to our constituents that when
they call 911, their lives won’t be put at
risk because their local fire or ambu-
lance service wants to turn a profit.

This motion to recommit would re-
quire private equity firms to report the
change in response time of emergency
vehicles since the private fund ac-
quired a controlling interest in the
emergency services company. Addi-
tionally, the report will require data
on the percent of emergency response
times that violate contracts entered
into by local governments and emer-
gency services companies and include
an explanation as to why response
times did not meet requirements set
out in such contracts.

At a time when local jurisdictions
are struggling to make ends meet and
the demands on emergency services are
only growing, there is certainly a role
for private equity firms to play in
making sure our constituents have the
services they need and expect. But if a
private equity firm decides to invest in
an emergency service company, they
also take on the responsibility to pro-
vide those services to the best of their
capacity.

As a former 911 dispatcher, I know
that when it comes to getting emer-
gency personnel to those in need, every
second matters. There is no margin of
error, and under absolutely no cir-
cumstances should profit come before
saving lives.

I urge my colleagues to support this
motion.

I yield back the balance of my time.

Mr. HENSARLING. Mr. Speaker, I
withdraw my reservation of a point of
order.

The SPEAKER pro tempore. The res-
ervation of a point of order is with-
drawn.

Mr. HENSARLING. Mr. Speaker, I
claim the time in opposition.

The SPEAKER pro tempore. The gen-
tleman from Texas is recognized for 5
minutes.

Mr. HENSARLING. Mr. Speaker, I
am just curious where this amendment
was during the bipartisan process to
bring H.R. 5424 to the floor. I am curi-
ous where it was in our committee de-
liberations. I am curious why it was
never presented to the Rules Com-
mittee and we are just seeing it now.

Again, H.R. 5424, the Investment Ad-
visers Modernization Act, is a bipar-
tisan piece of legislation to make sure
our small businesses, entrepreneurs,
and innovators can access capital. It
passed the committee 49-12. More than
half of the Democrats supported it.

Now we have a motion to recommit
that moves it in the complete opposite
direction—one more disclosure, dis-
claimer, more job-killing regulations
to be put upon those who are trying to
fund our small businesses, to try to
help the working poor better them-
selves, to try to help improve the pay-
checks and the well-being of middle-in-
come America.

It is time to reject the motion to re-
commit. Let’s work on a bipartisan
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basis. Let’s pass H.R. 5424. Vote down
the motion to recommit. Vote for the
bipartisan bill.

I yield back the balance of my time.

The SPEAKER pro tempore. Without
objection, the previous question is or-
dered on the motion to recommit.

There was no objection.

The SPEAKER pro tempore. The
question is on the motion to recommit.

The question was taken; and the
Speaker pro tempore announced that
the noes appeared to have it.

Mrs. TORRES. Mr. Speaker, on that I
demand the yeas and nays.

The yeas and nays were ordered.

The SPEAKER pro tempore. Pursu-
ant to clause 8 of rule XX and the order
of the House of today, further pro-
ceedings on this question will be post-
poned.

————

RECESS

The SPEAKER pro tempore. Pursu-
ant to clause 12(a) of rule I, the Chair
declares the House in recess subject to
the call of the Chair.

Accordingly (at 10 o’clock and 36
minutes a.m.), the House stood in re-
cess.

————
O 1105

AFTER RECESS

The recess having expired, the House
was called to order by the Speaker pro
tempore (Mr. CARTER of Georgia) at 11
o’clock and 5 minutes a.m.

——————

JUSTICE AGAINST SPONSORS OF
TERRORISM ACT

Mr. GOODLATTE. Mr. Speaker, I
move to suspend the rules and pass the
bill (S. 2040) to deter terrorism, provide
justice for victims, and for other pur-
poses.

The Clerk read the title of the bill.

The text of the bill is as follows:

S. 2040

Be it enacted by the Senate and House of Rep-
resentatives of the United States of America in
Congress assembled,

SECTION 1. SHORT TITLE.

This Act may be cited as the ‘‘Justice
Against Sponsors of Terrorism Act’.
SEC. 2. FINDINGS AND PURPOSE.

(a) FINDINGS.—Congress finds the fol-

lowing:

(1) International terrorism is a serious and
deadly problem that threatens the vital in-
terests of the United States.

(2) International terrorism affects the
interstate and foreign commerce of the
United States by harming international
trade and market stability, and limiting
international travel by United States citi-
zens as well as foreign visitors to the United
States.

(3) Some foreign terrorist organizations,
acting through affiliated groups or individ-
uals, raise significant funds outside of the
United States for conduct directed and tar-
geted at the United States.

(4) It is necessary to recognize the sub-
stantive causes of action for aiding and abet-
ting and conspiracy liability under chapter
113B of title 18, United States Code.
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