
 

 

 

 
April 27, 2010 

 

Via Electronic Transmission 

 

The Honorable Mary L. Schapiro 

Chairman 

U.S. Securities and Exchange Commission 

100 F Street, NE 

Washington, DC 20549 

 

Dear Chairman Schapiro: 

 

 I am writing today to inquire about the steps that the Securities and Exchange 

Commission (SEC) has taken to discipline employees who engaged in inappropriate use 

of SEC computer systems to view pornography.  I was pleased to learn that you sent an 

agency-wide email on Friday underscoring the importance of adhering to the SEC’s 

policy on the use of government time and resources. 

 

 Specifically, you wrote: “To remove any possible ambiguity be advised that any 

person who violates our clear rules against this inappropriate use of the internet faces 

termination of employment.”  Your indication that the SEC will punish future violations 

with termination sends exactly the right message, and I applaud you for moving swiftly to 

communicate that message in no uncertain terms.  As you noted, the harm to the agency’s 

reputation from such behavior certainly undermines its ability to credibly enforce the 

securities laws, and thus, termination is the appropriate remedy. 

 

 According to a reply from the Inspector General to my inquiry, however, the SEC 

did not actually terminate any of the SEC employees who engaged in this sort of 

misconduct.  Although the SEC allowed eight employees to resign prior to termination 

and removed five contractors, it dispensed much lesser discipline to 17 of the 33 

employees who engaged in this behavior.  Six were suspended, five received formal 

reprimands, and six received informal counseling or warning letters.  These statistics 

raise questions about why different employees were treated differently and why none of 

these 17 employees was terminated. 

 

 Moreover, my office received a copy of a communication to you purporting to be 

from an SEC employee who fears retaliation and is seeking whistleblower protections for 

the disclosure.  The anonymous whistleblower complaint is attached.  It alleges that one 

of these 17 employees was a supervisor who received no more than a slap-on-the-wrist.  

According to the complaint, the lack of discipline resulted in abnormally low morale and 

excessive staff turnover in that office.   
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 The complaint also claims other types of misconduct more directly connected to 

the SEC’s mission.  Specifically, it alleges that this same supervisor “bullied” examiners 

in an attempt to prevent them from pursuing “certain red-flags” in an examination that 

uncovered a “massive fraud.”  The allegation asserts that the supervisor’s “apparent 

motive for doing this seemed to be that he either performed, or was materially involved in 

directing, the most recent prior exam at the firm” — which had failed to uncover the 

fraud.  Thus, this complaint appears to allege a direct tie between a regulatory failure at 

the SEC and a supervisor who the SEC did not adequately discipline for viewing 

pornography on government computers and on government time. 

 

 Accordingly, in order to better understand these issues, please respond to the 

following: 

 

1) Please describe the pay rate and level of supervisory responsibility for each of the 

eight employees who were allowed to resign prior to termination. 

 

2) Please describe the pay rate and level of supervisory responsibility for each of the 

17 employees who received lesser forms of discipline. 

 

3) Please explain why six of the employees received only informal counseling or 

warning letters. 

 

4) Your email to staff mentioned that you had streamlined disciplinary processes 

since many of these cases were adjudicated.  Please describe in more detail the 

ways in which the disciplinary process has changed. 

 

5) What discipline did the supervisor mentioned in the whistleblower complaint face 

for his misuse of SEC computer systems? 

 

6) If the SEC did not seek to terminate him, then please explain what mitigating 

factors differentiated his case from the eight employees who were allowed to 

resign prior to termination and why the SEC did not seek to terminate his 

employment? 

 

7) What are the basic facts and circumstances surrounding the alleged fraud that the 

whistleblower complaint claims the supervisor failed to uncover? 

 

8) What is the status of the inquiry referred to in the complaint?  Did the SEC ever 

obtain a settlement or bring an action in the case?  If so, what are the estimated 

size of the alleged fraud and the size of any recovery?  If there was no settlement 

or action brought in the matter, please explain why not. 
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 Thank you for your prompt attention to these important issues.  Please provide 

your response in electronic format to Brian_Downey@finance-rep.senate.gov by May 5, 

2010. 

 

Sincerely, 

 

                  
   Charles E. Grassley 

Ranking Member  

 

 

cc: The Honorable H. David Kotz 

      Inspector General 

 U.S. Securities and Exchange Commission 

 
 

Attachment 






