
ExEcutivE Summary 

The legislation was a response to the myriad factors – including financial  ❙

engineering, a monumental increase in the use of leverage by financial institutions 

and lax lending standards that helped create a real-estate bubble – that brought 

the U.S. economy into what is called The Great Recession.

The Dodd-Frank Wall Street Reform and Consumer Protection Act has more than  ❙

2,300 pages outlining 243 new rules that will impact 10 federal agencies.

It likely will take a very long time to implement the new rules and regulations and  ❙

to see the unintended consequences likely to arise in that process.

Financial-reForm  
act oF 2010

A look at the portions of the Dodd-Frank Act, called the biggest financial- 

industry overhaul since the Great Depression, likely to affect most investors.
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Politicians in Washington have hailed the Dodd-Frank Act as the biggest piece of  

financial-reform legislation since the Great Depression. However, it likely will take years for 

regulators to set up the new committees and agencies outlined in the 2,300-page law. This 

paper highlights portions of the sweeping legislation likely to impact most investors.

Washington politicians call the Dodd-Frank Act the 

biggest financial-regulation overhaul since the Great 

Depression but what seems most clear right now is that it’s 

impossible to gauge the real, long-term implications of the 

bill signed into law in late July.

The Dodd-Frank Wall Street Reform and Consumer 

Protection Act has a name proportionately as long as the 

bill itself: more than 2,300 pages! (It is nearly twice as 

long as Leo Tolstoy’s epic novel “War and Peace.”) The 

financial-reform package escaped the rancor associated 

with the equally unwieldy healthcare-reform bill but they 

share a common trait: It likely will take a very long time 

to implement the new rules and regulations and to see the 

unintended consequences likely to arise in that process.

The Dodd-Frank Act came about after a laundry list of 

factors – financial engineering (e.g., collateralized debt 

obligations); credit-rating agencies that were vested in the 

deals they were supposed to be monitoring; a monumental 

increase in the use of leverage by financial institutions; a 

Federal Reserve policy in the early 2000s that kept inter-

est rates artificially low; lax lending standards that in large 

part led to a real-estate bubble; and record commodity 

prices – combined to lead our economy into a recession it 

can’t seem to shake and led to a stock-market plunge in 

2009 that left many investors embittered.

The financial-reform bill is designed to ensure those types 

of events cannot occur again. It is sweeping legislation 

that has 243 new rules that will impact 10 federal agen-

cies. Here are some of the highlights of the law that are 

likely to affect most investors: 

Bureau of Consumer Financial Protection. ❙  This 

bureau, which will be established in the next year, will 

be under the Federal Reserve and is designed to provide 

consumers access to financial services and to ensure 

that those who offer financial services – such as credit 

cards and mortgages – do so in a “fair, transparent and 

competitive” way. The bureau will have investigative 

and enforcement powers. Interestingly, mutual-fund 

companies, larger banks, real-estate brokers and car 

dealers are not directly under the bureau’s jurisdiction. 

 However, there are other aspects of the new law also 

designed to protect consumers. For example, there will 

be a new Investor Advisory Committee in the U.S. 

Securities and Exchange Commission (SEC). That 

committee’s mission will be to advise the SEC on 

consumer-protection issues, such as the effectiveness of 

disclosures.

 Further investor-protection provisions include strength-

ening the SEC’s enforcement arm by encouraging 

whistle-blowers through higher bounties; gaining the 

ability to pursue primary and secondary (those who 

didn’t participate in fraud but knew about it and didn’t 

report it) players in dealings they may have had domes-

tically or abroad; levying penalties in administrative 

(vs. criminal) cases; and subpoenaing witnesses on a 

nationwide basis. Also, the SEC will have the ability to 
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pursue former financial-firm officials who were in charge 

when illegal activities occurred. 

The Financial Stability Oversight Committee. ❙  This 

interagency committee is charged with holding its first 

meeting before the end of the calendar year. Its mission, 

simply put, is to identify bubbles before they burst. 

Banks clearly fall under the committee’s jurisdiction but 

so, too, do companies that are “predominantly engaged 

in financial services.”

 The committee will have the authority to step in 

and put a company under the control of the Federal 

Reserve Board of Governors if it appears the company’s 

instability has the potential – either directly or through 

a cascading effect (e.g., it defaults, causing other 

companies to default and so on) – to damage the U.S. 

financial system. 

Mortgages and derivative securities. ❙  Much was made 

of the impact mortgage-backed securities – particularly 

those where mortgages of varying credit quality were 

packaged together – had on the U.S. credit market. 

New rules will require any firm selling mortgage-backed 

securities to continue to own at least 5 percent of the 

investment package. The idea is that forcing those who 

create such investment vehicles to maintain a stake 

in them will encourage those dealers to put together 

higher-quality deals (i.e., they’ll have to eat their own 

cooking).  

Credit ratings. ❙  Along the same lines, many pointed 

fingers over the last few years at the credit-rating agen-

cies. They were viewed by most consumers in particular 

as neutral reviewers but in many cases, they were vested 

in the same deals for which they were supposed to be 

giving arm’s-length reviews. Now, investors will be able 

to sue the agencies for not adequately disclosing the 

risks associated with the deals the firms review and rate.

 This is one area of the Dodd-Frank Act that may have 

unintended consequences, said James Camp, CFA, head 

of Eagle’s fixed-income programs. 

 The ratings firms have been very good over time in 

reviewing “traditional” bond offerings, such as those 

a company issues for capital expenditures, said Camp. 

It’s not difficult to review a public company’s books and 

determine – based on the industry and the company’s 

past performance – if it will be able to pay back its loan 

obligations. Solid companies with solid prospects get 

high marks; those on the opposite end of the spectrum 

get lower marks. However, the modeling assumptions 

(e.g., home-price appreciation would continue at the 

same rate indefinitely) used for many of the mortgage-

backed deals were flawed from the get-go.

 Some of the packages that were put together in the 

middle of this decade were complicated and some – 

with the benefit of hindsight – clearly were structured 

to benefit only those who sold them, said Camp. But, 

“complicated” doesn’t necessarily mean “bad.”

 Camp said the new rules may effectively shut down the 

synthetic-instrument market if the ratings agencies – in 

a purely self-protective stance – choose to give low 

ratings to ALL structured deals. That would push the 

cost to the deal-makers, facing the prospect of having 

to pay higher interest rates (lower-rated bonds typically 

pay higher interest rates to compensate investors for the 

perceived higher risk of lower-rated bonds), perhaps to a 

point where they can’t take ANY deals to the market. 

FDIC protection. ❙  The federal government, in an effort 

to comfort investors (and prevent runs on banks), 

increased the Federal Deposit Insurance Corp. (FDIC) 

protection for individuals’ assets at a single FDIC-

insured institution from $100,000 to $250,000. The 

$250,000 limit originally was scheduled to revert to 



$100,000 in 2014 but the Dodd-Frank Act makes the 

higher protection permanent. 

Committees and studies. ❙  The Dodd-Frank Act also 

mandates the formation of many committees that 

will report to various agencies as well as commissions 

myriad studies. Those studies include such topics 

as whether pre-purchase disclosures about various 

investment options are clear in spelling out potential 

benefits and risks.  The new law also requires the 

SEC to examine the regulatory standards for financial 

advisors, particularly as it relates to the investment 

advice brokers give to their clients and the level of 

responsibility advisors have in their business relation-

ships with clients.

There are, obviously, a whole host of other issues that the 

2,300-page law addresses but many involve investment 

vehicles and transaction methods that apply to a very 

small percentage of the investment community. Those 

include things (e.g., credit-default swaps) that Eagle 

never bought or sold anyway.

We will monitor the progress of the Dodd-Frank Act’s 

implementation and strive to keep financial advisors and 

clients apprised not only of the events as they occur but 

also – and perhaps more importantly – the implications 

those changes may have on our business. The belief 

of many of our portfolio managers is that, given the 

systemic changes that may come to pass, it likely will 

take years before the last ink is dry on new regulations. 

And it’s entirely possible that, in the meantime, shifting 

winds in the nation’s capitol may lead to changes in the 

law before it really goes into effect. 
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