
S.E.C. Adopts New Rule on Whistleblowers: 
Expanding the Scope and Monetary Amount

On May 25, 2011, the Securities and Exchange Commission approved rules to create a whistleblower 
program that rewards individuals who provide the Commission with tips that lead to successful 
enforcement actions. 

Prior to the Dodd-Frank Act, the Commission could only provide whistleblowers with awards in insider 
trading cases, and any such awards were limited to 10% of the penalty collected in the enforcement 
action.  Section 922 of the Dodd-Frank Act, however, expanded the Commission’s authority.  Now the 
Commission may compensate individuals for providing original information about any violation of 
federal securities laws (not just insider trading). The Dodd-Frank Act also removed the 10% cap and now 
permits awards up to 30% of monetary amount recovered in any related enforcement action. 

There are a few basic requirements to be considered a whistleblower under the Commission’s new 
rule.  First, the individual must “voluntarily” provide information.  In other words, the individual must 
provide the Commission with information before the government, self-regulatory organization, or Public 
Company Accounting Oversight Board asks for the information from the individual or the individual’s 
representative. Second, the individual must provide “original information,” which is information based 
on the whistleblower’s independent knowledge or analysis; it may not be information already known by 
the Commission or derived from public sources. 

Third, the whistleblower’s information must lead to the successful enforcement by the SEC of a federal 
court or administrative action.  To meet this requirement, the whistleblower’s information must be specific 
and credible and lead to the Commission either opening a new examination or investigation, reopening 
a closed investigation, or opening a new line of inquiry in an existing examination or investigation.  Lastly, 
the Commission’s enforcement action must result in monetary sanctions totaling more than one million 
dollars.  Importantly, this monetary requirement may include multiple claims against multiple parties so 
long as the proceedings all involve the same or similar facts and allegations.   

Since the passage of the Dodd-Frank Act, there has been much debate over whether this whistleblower 
rule would require individuals to first report any possible wrongdoing to their employers before going 
to the Commission.  The final rule does not require a person to first report internally, but does include a 
potential bonus if the employee chooses to do so.  Specifically, the rule states that the Commission “may 
increase the reward” based on the individual first reporting the information internally.  

It remains to be seen whether this new rule will lead to increased litigation and enforcement actions.  It is 
clear, however, that companies should take measures to encourage and incentivize internal reporting in 
order to stay apprized of any suspected wrongdoing. This will help address any suspected wrongdoing 
before the Commission becomes involved.

If you have any questions or need additional information, please feel free to contact Financial Services 
Professional Liability Chair Andrew J. Dorman, Brian P. Nally, or a member of Reminger’s Financial Services 
Professional Liability practice group. 

As laws vary substantially from state to state and are constantly changing, only a lawyer and certified public 
accountants can provide you with specific tax and legal advice to rely upon. This has been prepared for 
informational purposes only. It does not contain legal advice or legal opinion and should not be relied upon for 
individual situations. Nothing herein creates an attorney-client relationship between the Reader and Reminger. 
The information in this document is subject to change and the Reader should not rely on the statements in this 
document without first consulting legal counsel.

Financial Services 
Professional Liability

The Financial Services Professional Liability 
Practice Group handles claims and disputes 
facing a number of professionals, including 
brokers, broker-dealers, disability agent/
brokers, enrolled agents, financial planners, 
health agents/brokers, casualty/property 
insurance agents/brokers, investment 
advisors, investment banks, investment 
bankers, investment managers, investment 
advisory firms, life agent/brokers, 
pension consultants, receivers, registered 
representatives, stock brokers, Taft-Hartley 
consultants, tax preparers, third party 
administrators, trustees and turn around 
consultants.

In addition to the formation, dissolution 
and transactional needs of its clients, 
Reminger is uniquely positioned to handle 
the regulatory, litigation and arbitration 
disputes of its clients before state and 
federal courts, FINRA and other state 
regulatory agencies.

For more information, please contact:

Andrew J. Dorman
Financial Services Professional Liability Chair
adorman@reminger.com
Direct Line: 216.430.2169

Brian P. Nally
Financial Services Professional Liability 
Attorney
bnally@reminger.com
Direct Line: 216.430.2106
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