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COMPLIANCE WATCH: Family Ties 
May Taint Compliance Officer   

By Suzanne Barlyn  

A DOW JONES NEWSWIRES COLUMN  

NEW YORK (Dow Jones)--Family ties within a business can be a plus - just not when 
one of those family members is the firm's chief compliance officer.  

A dramatic case in point is Bernard L. Madoff Securities LLC, now exposed as an 
alleged $50 billion Ponzi scheme. The fact the company run by Bernard L. Madoff was in 
many ways a family business, employing two sons, a brother and niece, was a selling 
point for some unwitting investors.  

However, Bernard Madoff's brother, Peter, in his role as compliance officer may have 
lacked independence or risked being subject to family influence, say compliance 
professionals. To compound the issue, Peter's daughter, Shana Madoff, was a rules 
compliance attorney for the company's market-making arm on the broker-dealer side.  

Neither Peter nor Shana Madoff has been accused of any wrongdoing, and the Madoff 
case may be somewhat extreme. Still, compliance specialists believe a compliance 
officer's authority in any company is compromised by the potential influence of a relative 
in a position of power in that same company.  

"The CCO should have independence and power," says David M. Sobel, chief 
compliance officer and executive vice president of Abel/Noser, a New York-based 
brokerage.  

"If you can't walk into the president and say 'This is wrong - follow it up,' then you can't 
be an effective CCO," he said.  

Guy Talarico, chief executive of Alaric Compliance Services LLC in New York, put it 
this way: "Why would anyone in this environment want to be a CCO without having 
independence and authority to do what's right? That's really insane."  

Tools For Empowerment  

Appointing compliance officers became increasingly popular at companies after the 
Enron and Worldcom scandals and subsequent passage of the Sarbannes-Oxley Act 
of 2002. In 2004, the SEC set new rules for financial advisers that included 
establishing permanent chief compliance officers and developing compliance 



procedures that firms must review annually. The Financial Industry Regulatory 
Authority, or Finra, imposes similar requirements for broker-dealers.  

For empowerment the job requires more, says Joseph Murphy, author of "Building 
a Career in Compliance and Ethics."  

He said it begins by appointing professionals, and by not simply asking another 
executive, such as the general counsel or head of human resources, to take on the 
compliance role as a second duty, says Murphy.  

Peter Madoff served as both chief compliance officer and director of trading. Such a 
dual role can compromise independence, says Donna Boehme, principal of 
Compliance Strategists LLC in New Providence, N.J., and a former group 
compliance and ethics officer for BP Plc. A compliance officer shouldn't have 
operational responsibility, she says.  

The new rules have given industry compliance officers more power than ever, says Mark 
Egert, chief compliance officer of Cowen & Co., a New York-based investment bank.  

"But that also means an elevated responsibility," he says. Management and regulators 
expect compliance officers to catch weaknesses - such as procedural issues or potential 
rogue employees - and resolve them quickly, says Egert.  

An open dialogue with senior management about the company's compliance problems 
and issues is the key, says Egert. "And you must hear back from them for it to be a two-
way street," says Egert. Management should also provide the compliance officer with 
advance notice of new financial products and services it's offering.  

Resources, such as an adequate, knowledgeable staff, and technology that can detect 
atypical trading patterns, are also critical, says Egert.  

Beyond Regulation  

Boehme, the principal of Compliance Strategists, stressed the need for a company 
culture that respects compliance and stresses transparency. Employees need to be 
encouraged to express concerns and must be treated equally: When a senior 
manager breaks the rules, say by condoning bribery, he should be disciplined just as 
a mailroom worker would be.  

"You need a holistic approach by the company," she says. "It's not just talking - but 
actions across the board by the management."  

When a chief compliance officer finds they haven't been given enough authority or 
resources, they need to judge whether senior management is really serious about 
implementing a meaningful compliance and ethics program.  



He or she can try building support and finding champions among the board - if they 
have access to the directors - or even among C-level executives, Boehme suggests.  

In some cases, a compliance officer may find they can't enforce their role. When 
that happens, they are probably better off going somewhere else, rather than 
remaining accountable to their company and regulators for duties they can't fulfill.  

"If you find yourself in that position," says Boehme, "run like the wind."  

(Suzanne Barlyn writes Compliance Watch, a column that focuses on compliance and 
regulatory issues affecting financial advisers. She can be reached at 201-938-4546 or by 
email at suzanne.barlyn@dowjones.com)  

(TALK BACK: We invite readers to send us comments on this or other financial news 
topics. Please email us at TalkbackAmericas@dowjones.com. Readers should include 
their full names, work or home addresses and telephone numbers for verification 
purposes. We reserve the right to edit and publish your comments along with your name; 
we reserve the right not to publish reader comments.)  

 


