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SEC DIVISION OF EXAMINATIONS ANNOUNCES
2026 EXAM PRIORITIES

Under new SEC leadership, the Division’s 2026 Examination Priorities reflect a modified approach,
following a reevaluation of the Division’s risk-based priorities, and a renewed focus on several
traditional risk areas (including Regulation Best Interest, adherence to fiduciary standards of
conduct, complex products and the broker-dealer financial responsibility rules) as well as continued
attention to emerging risks, such as those arising in connection with cybersecurity, artificial
intelligence and automated investment tools.

On November 17, 2025, the Division of Examinations (“"EXAMS" or the “Division”) of the U.S. Securities and
Exchange Commission (“SEC") released its examination priorities (the “2026 Priorities”) for fiscal year 2026
(which started October 1, 2025).’

Overall Observations
The 2026 Priorities reflect a refined approach for the Division,? including notably:

e Headline Changes — There is no specific mention of crypto assets or the industry’s transition to a
T+1 standard settlement cycle in the 2026 Priorities; by contrast, these topics had a dedicated
section in the 2025 Priorities. In a change from last year, there is no separate section regarding
investment advisers to private funds in the 2026 Priorities. Furthermore, whereas the 2025
Priorities highlighted commercial real estate as an asset class that might trigger heightened focus,
there is no such focus on commercial real estate in the 2026 Priorities, with leveraged and private

credit assets taking its place.

e New Product- and Service-Specific Focus Areas — The 2026 Priorities expressly reference prime

brokerage activities and extended-hours trading, among others, as specific focus areas.

e Emerging Technology and Other Key Areas — The Division continues to highlight certain risks from
last year, including use of artificial intelligence (“Al") and related cybersecurity risks, retail sales
practices, conflicts of interest, complex products, private credit, private funds, and preparation for

compliance with the SEC's 2024 amendments to Regulation S-P.

Broker-dealers, investment advisers, and other market participants should review the priorities closely and
evaluate their compliance efforts and examination preparedness, including by raising awareness within
their organizations and identifying and addressing opportunities to strengthen internal controls and

compliance procedures.



RISK AREAS IMPACTING VARIOUS MARKET PARTICIPANTS

INFORMATION SECURITY AND OPERATIONAL RESILIENCY
CYBERSECURITY

EXAMS will focus on whether registrants are reasonably managing information security and operational
risks to prevent interruptions to mission-critical services and protect investor information, records, and
assets. This focus arises amid elevated disruption risks relating to cyberattacks, firms’ dispersed
operations, weather-related events, and geopolitical developments. In particular, the Division will
scrutinize registrants’ policies and procedures relating to governance, data loss prevention, access
controls, account management, and incident response and recovery capabilities (with attention to
ransomware attacks). The Division will also focus on registrants’ training and controls to address risks
associated with Al and polymorphic malware attacks,? including how registrants operationalize threat
intelligence.

REGULATIONS S-ID AND S-P

EXAMS will evaluate registrants’ compliance with Regulations S-ID and S-P, with a focus on policies and
procedures (including, procedures for covered institutions to provide timely notification to affected
individuals whose sensitive customer information was, or is reasonably likely to have been, accessed or
used without authorization), controls, oversight of third-party vendors, and governance practices. With
respect to Regulation S-ID, the Division will review whether registrants’ written Identity Theft Prevention
Programs are designed to detect, prevent, and mitigate identity theft—particularly red-flag detection
during attempted account takeovers and fraudulent transfers—and associated personnel training.

In preparation for the approaching compliance dates for the amendments to Regulation S-P (December 3,
2025 for larger entities and June 3, 2026 for smaller entities; for additional information, see our Legal
Update here), the Division will engage with registrants regarding their progress in preparing written
incident response programs reasonably designed to detect, respond to, and recover from unauthorized
access to or use of customer information. Following the applicable compliance date, the Division will
review for compliance with Regulation S-P’s new provisions that address administrative, technical, and
physical safeguards.

EMERGING FINANCIAL TECHNOLOGY

EXAMS will focus on registrants’ use of Al technology, automated investment tools, and trading
algorithms and platforms, and the risks associated with such technologies as well as alternative data
sources. The Division will prioritize the review of those registrants offering automated advisory services
and/or recommendations, and related tools and methods. Among other things, such reviews will assess
whether:

e Representations are fair and accurate;

e Operations and controls align with investor disclosures;
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e Algorithms lead to advice/recommendations consistent with investors’ investment profiles and/or
stated strategies; and

e Controls ensure that outputs comply with regulatory obligations (including with respect to retail
and older investors).

As to Al technology, EXAMS will scrutinize the accuracy of registrants’ Al-related claims and evaluate
whether they maintain adequate policies and procedures to monitor and/or supervise Al use across
functions (e.g., trading, anti-money laundering ("AML"), fraud detection, back-office operations). The
Division will also assess how registrants integrate regulatory technology to automate internal processes
and improve efficiency.

REGULATION SYSTEMS COMPLIANCE AND INTEGRITY (SCI)

The Division will review SCI entities’ incident response policies and procedures and management of
third-party vendor risk (including proper identification of vendor systems as SCI systems or indirect SCI
systems).

ANTI-MONEY LAUNDERING

EXAMS will focus on whether registered broker-dealers and investment companies appropriately tailor
and update their AML programs to their business models, including addressing risks tied to omnibus
accounts for foreign financial institutions; # conducting adequate independent testing; maintaining an
adequate Customer Identification Program (with emphasis regarding the beneficial owners of legal entity
customers); and meeting Suspicious Activity Report filing obligations.> In addition, the Division will review
whether such registrants, as well as investment advisers, monitor and comply with OFAC sanctions
requirements.

FOCUS AREAS BY REGISTRANT TYPE
BROKER-DEALERS
FINANCIAL RESPONSIBILITY RULES

EXAMS will continue to prioritize firms’ compliance with the SEC's broker-dealer financial responsibility
rules—specifically, the net capital rule (SEC Rule 15¢3-1) and customer protection rule (SEC Rule 15¢3-3)
and related internal processes, procedures, and controls. Reviews will cover timeliness of financial
notifications and other required filings as well as firms' operational resiliency programs, including
oversight of third-party/vendors that contribute to the records used to prepare financial reporting
information and change management. EXAMS will also review: (1) credit, market, and liquidity risk
management controls to ensure firms can withstand stress events; (2) cash sweep programs; and (3) prime
brokerage activities, including with respect to concentration, liquidity, and counterparty risks.
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TRADING-RELATED PRACTICES AND SERVICES

The Division will scrutinize broker-dealer trading-related practices across equities and fixed income,
including with respect to:

e Extended hours trading;

e Municipal securities, including the rates reset process on variable rate demand obligations
("VRDOs"), priority of orders, and mark-up disclosures;

e Order routing and execution practices, concentrating on:
o Best execution;

o Pricing and valuation of illiquid instruments (e.g., VRDOs, other municipal securities, and
non-traded REITs); and

o Required order routing/execution disclosures, such as those pursuant to Rule 605 of
Regulation NMS.

EXAMS will assess Regulation SHO compliance, including reliance on the bona fide market-making
exception, and evaluate alternative trading systems’ (“ATSs") compliance with written safeguard
requirements relating to the protection of subscriber confidential information, alignment with the
descriptions in Form ATS-N filings for each ATS, disclosures, and risk controls.

RETAIL SALES PRACTICES

As to retail sales practices of broker-dealers, EXAMS will review compliance with Regulation Best Interest
("Reg BI"), focusing on:

e Product- and strategy-related recommendations (e.g., account and rollover recommendations);

e Conflict identification and mitigation, especially relating to account and rollover
recommendations as well as recommendations involving limited product menus;

e Processes for reviewing reasonably available alternatives; and

e Processes for satisfying the Care Obligation given a customer’s investment profile and the
characteristics of products and account types.

For a discussion of SEC staff guidance regarding the Care Obligation under Reg B, including
consideration of reasonably available alternatives and special considerations regarding complex or
risky products, see our Legal Update here.

Particular attention will be paid to the following investment products:

e Complex or tax-advantaged products, including variable and registered index-linked annuities;
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e Exchange-traded funds that invest in illiquid assets (e.g., private equity or private credit);
e Municipal securities, including 529 plans;

e Private placements;

e Structured products;

e Alternative investments; and

e Other products in which fee structures or return calculations are complex, applicable benchmarks
are exotic, liquidity is limited, or retail adoption is growing.

Additionally, the Division may review specific types of recommendations, including those that:
e Move investments to substantially similar products;
e Relate to the opening of options, margin, or self-directed individual retirement accounts; or
e Are made to older investors and those saving for retirement or college.

Finally, EXAMS will review the content and accuracy of broker-dealers’ Form CRS disclosures regarding
relationships and services, fees and costs, conflicts of interest, and disciplinary histories.

With respect to dual registrants (broker-dealer/investment adviser), EXAMS will focus on how firms handle
of conflicts tied to compensation or other financial incentives, account selection practices (e.g., brokerage
versus advisory, recommendations to open wrap fee accounts), allocation practices (e.g., allocation of
investments where an investor has more than one type of account), and branch office supervision.

INVESTMENT ADVISERS

ADHERENCE TO FIDUCIARY STANDARDS OF CONDUCT

As a continuing priority, EXAMS will focus on investment advisers’ adherence to fiduciary standards of
conduct including the duty of care and duty of loyalty, especially with respect to their engagement with
retail investors. The Division will assess investment advice and related disclosures by investment advisers

for alignment with their fiduciary obligations, such as:
e The impact of advisers' financial conflicts of interest on the provision of unbiased advice;

e Advisers’ evaluation of the range of factors informing their investment recommendations,
including the cost, investment product’s or strategy’s investment objectives, characteristics
(including any special or atypical features), liquidity, risks, and potential benefits, volatility,
expected performance in varying market and economic conditions, time horizon, and the exit

costs; and
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e Advisers’ pursuit of best execution with the aim of maximizing client value under the specific
circumstances prevailing at the time of the transaction.

For the latter, in addition to reviewing their best execution compliance procedures, which often involve
periodic reviews of best execution committee meetings and reports as well as evaluations of execution
quality and cost over stretches of time (e.g., quarterly and annual reviews), investment advisers should
consider whether conducting random sample testing of the execution of past trades would be
appropriate.

EXAMS will also prioritize the review of investment products that exhibit the following strategies or
characteristics: (1) alternative investments (e.g., private credit and private funds with long lock-up
periods); (2) complex investments (e.g., exchange traded funds (“"ETF") wrappers on thinly traded
underlying strategies, option-based ETFs, and leveraged and/or inverse ETFs); and (3) products with
higher costs associated with investing (e.g., high commissions and higher investment expenses than
comparable products/investments).

The Division will review investment advisers’ recommendations for consistency with product disclosures
and the clients’ investment objectives, risk tolerance, and financial/personal backgrounds, with emphasis
on:

e Recommendations to older investors and those saving for retirement;

e Advisers to private funds that are also advising separately managed accounts and/or newly
registered funds;®

e Advisers to newly launched private funds;
e Recommendations of certain products that may be particularly sensitive to market volatility; and
e Advisers that have not previously advised private funds.

Of note, here and throughout the stated exam priorities, is the Division's attention to “newness”: newly
registered funds, newly launched private funds, investment advisers that have not previously advised
private funds, advisers that have newly merged or consolidated with other advisers, advisers that are new
to advising particular types of assets and, finally, recently registered advisers. Aligned with the Division’s
consistent references to risk-based examinations and the need to be efficient with examination resources,
this suggests a shift to focus resources on those investment advisers with less regulatory compliance
experience, generally or specifically with regard to certain products or clients. Though this may signal the
need for increased compliance resources or focus by such firms, advisers may also feel encouraged by the
Division’s references to empowering registrants and partnering with compliance professionals who “serve

with us on the front lines of protecting investors."”

Finally, EXAMS will focus on particular types of investment advisers and advisory services or business

practices that may create additional risks and potential or actual conflicts of interest, including:
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e Advisers that are dually registered as broker-dealers, especially when their registered
representatives receive compensation that may create conflicts that must be addressed;

e Aduvisers utilizing third parties to access clients’ accounts, where extra asset and data controls may
be necessary; and

e Advisers that have merged or consolidated with, or been acquired by, existing advisory practices,

which may result in operational or compliance complexities or new conflicts of interest.

EFFECTIVENESS OF ADVISERS' COMPLIANCE PROGRAMS

As Mayer Brown forecasted during our panel on the SEC’s exam priorities at our Investment Management
Regulatory University ("IMU") in the spring, the Division will continue to treat as fundamental its
assessment of investment advisers’ core compliance programs.® Examinations focusing on this topic
typically include an evaluation of marketing, valuation, trading, portfolio management, disclosure, filings,
and custody. In addition, the Division indicated that it will typically analyze advisers’ annual reviews of the
effectiveness of their compliance programs which, though not legally required to be in writing despite the
SEC's attempt to adopt such a requirement as a part of the private funds rules which were vacated in June
2024,° are required to be conducted timely each year under the Compliance Rule' and the evidence for
which is expected to be produced to examiners.

In reviewing advisers' compliance programs, the Division continues to focus on whether policies and
procedures fully address compliance with the Advisers Act and the rules thereunder and are reasonably
designed to address conflicts of interest in light of a firm's particular operations, including whether such
policies and procedures are implemented and enforced and whether disclosures address fee-related
conflicts, with a focus on conflicts that arise from account and product compensation structures. The
Division’s focus may shift depending on an adviser’'s business model or products, such as for advisers with
activist engagement practices (for example, whether advisers are making late or inaccurate filings on
Schedules 13D and 13G; and Forms 13F, 3, 4, 5, and N-PX). Advisers are reminded to ensure the timely
submission of required regulatory filings the lack of filing or late filing for which have been quickly

ascertained by the SEC and resulted in costly penalties.™

NEVER-EXAMINED ADVISERS AND RECENTLY REGISTERED ADVISERS
Consistent with the Division’s overall attention to what is novel and as in prior years, the Division will
prioritize examinations of advisers that have never been examined, with particular emphasis on recently

registered advisers.

Of note, the Division removed the focus on advisers that have not been recently examined, perhaps as a
way to utilize its resources in a risk-based fashion, which may alleviate some pressure for advisers with
which the SEC staff is already familiar.
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INVESTMENT COMPANIES

EXAMS continues to prioritize examinations of registered investment companies (“RICs"), including mutual
funds and ETFs, as it focuses on the products’ importance to retail investors and those saving for
retirement.

Examinations of RICs will cover compliance programs, disclosures, filings, and governance practices. Areas
of emphasis will include: (1) fund fees and expenses, and any related waivers and reimbursements; and (2)
portfolio management practices and disclosures, for alignment with statements regarding investment
strategies or approaches, with fund filings and marketing materials, and the amended fund “Names
Rule”"? (after the compliance date).

The Division will also continue to monitor certain developing areas of interest to the SEC staff, which
include: (1) RICs that participate in mergers or similar transactions, including any associated operational
and compliance challenges; (2) certain RICs that use complex strategies and/or have significant holdings
of less liquid or illiquid investments (e.g., closed-end funds), including any associated issues regarding
valuation and conflicts of interest; and (3) RICs with novel strategies or investments, including funds with
leverage vulnerabilities (private credit for example, as mentioned above with respect to investment adviser
examination priorities). Examinations of these areas will increase as private market participants make
greater use of registered products to access retail capital.™

As with adviser examinations, EXAMS will continue its prioritization of never-before-examined RICs, with
particular emphasis on recently registered RICs. Notably, the Division indicates that these priorities are
designed “to help empower and encourage RICs in building robust compliance programs.”™

CLEARING AGENCIES

Regarding systemically important clearing agencies, EXAMS will focus on their core risk, process, and
control elements, as well as the nature of their operations and assessment of financial and operational
risk. The Division will also review other registered clearing agencies for compliance with the Standards for
Covered Clearing Agencies. In this regard, examinations will include risk-based and corrective action
reviews to determine (1) whether risk management frameworks comply with applicable securities laws; (2)
the adequacy and timeliness of their remediation of past deficiencies; and (3) other areas of risk identified
in coordination with other SEC divisions and regulators.

OTHER MARKET PARTICIPANTS
EXAMS' priorities for other market participants include:

e Municipal Advisors — Assessing adherence to fiduciary duties to clients and compliance with
MSRB Rule G-42 (particularly conflict of interest disclosures and documentation of the advisory
relationship), as well as whether required filings were made and professional qualifications,

registration, recordkeeping, and supervision requirements were met;
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Transfer Agents — Continuing reviews of transfer agent processing of items and transfers,
recordkeeping, and retention, safeguarding of funds and securities, and regulatory filings
requirements, as well as reviewing the use of emerging technology to perform transfer agent
functions;

Funding Portals — Reviewing arrangements with qualified third-parties for maintaining and
transmitting investor funds and compliance with recordkeeping and retention requirements;

Security-Based Swap Dealers — Confirming the accurate and complete reporting of security-based
swap transactions to security-based swap data repositories under Regulation SBSR, the adequacy
of risk management practices, and compliance with capital, margin, and segregation
requirements; and

Security-Based Swap Execution Facilities ("SBSEF”) — Reviewing SBSEF rules and internal policies and

procedures governing trade monitoring, trade processing, and participation, as well as assessing the
establishment of risk analysis and oversight programs.

The Free Writings & Perspectives, or FW&Ps, blog provides news and views on securities regulation

EREE WRITINGS + and capital formation. The blog provides up-to-the-minute information regarding securities law

Soupettitey

developments, particularly those related to capital formation. FW&Ps also offers commentary
regarding developments affecting private placements, mezzanine or "late stage” private placements,
PIPE transactions, IPOs and the IPO market, new financial products and any other securities-related
topics that pique our and our readers’ interest. Our blog is available at: www.freewritings.law.

CONTACTS

For more information about the topics raised in this Legal Update,
please contact any of the following lawyers.
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