FY 2008 Performance Budget

In accordance with Section 220 of Office of Management and Budget Circular A-11, the
SEC has crafted the following Performance Budget for FY 2008. This document aligns the
goals and measures developed for the SEC’s Strategic Plan for Fiscal 2004-2009 with the
SEC’s budget request; it aims to improve the linkages between the SEC’s resource needs,
effectiveness, and outcomes. Separately, the SEC’s Division of Investment Management was
scored by OMB’s Performance Assessment and Rating Tool (PART). The results of these
assessments are included in the President’s budget request for FY 2008.

Goals and Outcomes

As established in the SEC’s strategic plan, the agency’s four goals are to:

e Enforce compliance with federal securities laws;

e Promote healthy capital markets through an effective and flexible regulatory
environment;

o Foster informed investment decision making; and

e Maximize the use of SEC resources.

The SEC works to meet these goals by, among other things, detecting violations and
potential problems or issues in the securities markets and ensuring that the violations are
addressed; crafting regulations that strengthen corporate and fund governance; providing
investors with timely access to accurate, adequate, and useful disclosure materials that can be
easily understood and analyzed across companies, industries, or funds; and ensuring that the
agency’s human capital strategies, information technology initiatives, and resources are
appropriately aligned to achieve the agency’s mission, goals, and outcomes.

Like other federal regulatory and law enforcement agencies, the SEC has found it
challenging to develop measures that accurately depict the outcomes of its activities. In many
cases, the effects of the SEC’s efforts can only be indirectly assessed. The SEC continues to
explore alternatives for measuring outcomes that help the public gauge its progress in achieving
its mission.

The indicators included at the end of this section are useful in understanding the SEC’s
activities, but should not be considered performance measures and do not include targets that
the agency will strive to reach in future years. In most cases, the SEC chose not to include
targets for these indicators because they gauge the number of violations or “significant”
deficiencies uncovered, and it would be inappropriate for the agency to conduct these activities
with an eye towards hitting predetermined numerical targets rather than evaluating the evidence
as presented.
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Goal One: Enforce Compliance with Federal Securities Laws

Performance Measure 1
Percentage of First Enforcement Cases Filed Within Two Years

Description: This measure identifies the percentage of first enforcement actions filed within
two years of opening an investigation or inquiry. In conducting investigations, the Division of
Enforcement continually strives to balance the need for complete, effective, and fair
investigations with the need to file enforcement actions in as timely a manner as possible.

FY FY FY FY 2006 FY 2006 FY FY
2003 [ 2004 | 2005 Plan Actual 2007 2008
62% 69% | 65% 66% 64% 66% 66%

FY 2008 Request: The SEC anticipates maintaining a high percentage rate of the number of
first enforcement cases filed within two years. However, this statistic is dependent on the
types of cases brought or emphasized in a specific year, as well as completing staff priorities
such as litigation actions already filed and the availability of litigation and investigation
resources.

Performance Measure 2
Percentage of Enforcement Cases Successfully Resolved

Description: A case is considered “successfully resolved” if it results in a favorable judgment
for the SEC, a settlement, or the issuance of a default judgment. In general, the SEC strives to
successfully resolve as many cases as possible but, at the same time, aims to file large,
difficult, or precedent-setting cases when appropriate, even if success is not assured.

FY FY FY 2006 FY 2006 FY FY
2004 | 2005 Plan Actual 2007 2008
98% 99% 85% 99% 85% 85%

FY 2008 Request: A continued high success ratio depends on numerous factors, including the
complexity of cases, the extent to which parties contest actions, and the availability of
litigation and investigation resources.
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Performance Measure 3
Number of Requests to and from Foreign Regulators for Enforcement Assistance

Description: Each year, the SEC makes hundreds of requests to foreign regulators for
enforcement assistance, while responding to hundreds of requests from other nations. To
facilitate this type of assistance, and encourage other countries to enact laws necessary to
allow regulators to cooperate with their foreign counterparts, the SEC has entered into more
than 30 bilateral information-sharing agreements, as well as the International Organization of
Securities Commissions (IOSCO) Multilateral Memorandum of Understanding. These
agreements create a framework for information sharing and expedite international cooperation
among regulators.

FY FY FY FY |FY 2006 | FY 2006 | FY FY
2002 | 2003 [ 2004 | 2005 Plan Actual | 2007 | 2008

Requests to

foreign regulators | 448 309 380 | 438 460 561 460 483
Requests from
foreign regulators | 353 344 372 | 315 330 353 371 389

FY 2008 Request: The number of requests between regulators is expected to rise gradually
through FY 2008. The FY 2007 estimate for requests to foreign regulators includes a
reduction of over 100 requests largely attributable to the SEC’s debt collection project, which
is not expected to continue beyond FY 2006.
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Performance Measure 4
Distribution of Cases Across Core Enforcement Areas

Description: Effective deterrence of securities fraud requires that the cases filed by the SEC
have adequate reach across all core enforcement program areas. The mix and types of cases

vary from year to year based upon the conditions of the markets and changes in financial

instruments being used. The SEC’s enforcement program seeks to maintain a presence and
depth so that no single area dominates its case mix, nor is underrepresented. This measure

evaluates whether the Commisston maintains an effective distribution of cases so that no

category exceeds 40 percent of the total.

Percentage of Cases

FY FY FY | FY 2006 | FY 2006 FY FY

2003 | 2004 | 2005 Plan Actual 2007 | 2008
Core Enforcement Program Areas
Financial Disclosure 29% 28% [ 29% <40% 24% <40% | <40%
Investment Advisers and
Investment Companies 11% 14% | 16% <40% 16% <40% | <40%
Broker-Dealers 20% 22% | 15% <40% 13% <40% | <40%
Securities Offerings 16% 15% 9% <40% 11% <40% | <40%
Insider Trading 7% 7% 8% <40% 8% <40% | <40%
Market Manipulation 5% 6% 7% <40% 5% <40% | <40%
Delinquent Filings 16% <40% | <40%
Other 12% 8% 16% <40% 7% <40% | <40%
Total 100% | 100% | 100% 100% 100% 100% | 100%

FY 2008 Request: The agency will continue to maintain a presence in all program areas with
no category exceeding 40 percent of the total amount of cases brought in any one year. The
exact percentage may vary depending on the circumstances and priorities unique to that year.
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Performance Measure 5
Investment Advisers and Investment Companies Examined

Description: To conduct oversight of investment companies and advisers, the staff conducts
a risk-based program of routine examinations, cause inspections to follow up on tips and
complaints, and perform special inspections to probe emerging risk areas. Rapid growth in the
industry, coupled with serious compliance violations, led to changes in the SEC’s oversight
methodologies for investment companies and advisers in 2003-2004. These changes included
significantly greater attention to identifying and evaluating the severity of risks present at
investment companies and advisers, as well as adapting exam policies and procedures to
address the most serious of these risks.

FY FY FY FY |FY 2006 | FY 2006 | FY FY
2002 | 2003 | 2004 | 2005 Plan Actual | 2007 | 2008

Investment
Advisers Examined | 1,570 | 1,556 | 1,543 | 1,530 1,500 1,346 1,300 | 1,300

Investment
Companies
Examined 304 { 318 | 783 582 350 344 250 250

FY 2008 Request: The figures for FY 2006 and expectations for FY's 2007 and 2008 are
lower than in previous years, for a variety of reasons. These include: an increase in the
complexity of registrants’ operations, including the need to review the activities of private
funds in conjunction with examination of the funds’ advisers (e.g., in FY 2006, more than 750
private funds were also reviewed); a substantial increase in the time needed during each
routine examination to evaluate the effectiveness of the compliance programs that advisers
and funds were required to maintain beginning in FY 2005; an increase in exam scope in order
to review advisers’ and funds’ compliance with other new regulatory requirements; a decrease
in the number of targeted special examinations conducted (which are generally of shorter
duration than routine exams); a dedication of staff resources to new proactive compliance
initiatives designed to improve compliance, including CCOutreach and monitoring large
advisory groups; and a decrease in resources.
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Goal Two: Promote Healthy Capital Markets
Through an Effective and Flexible Regulatory Environment

Performance Measure 1
Percentage of Responses to Exemptive, No-Action Letter, and Interpretive Requests
Issued Within Six Months

Description: Corporate Finance, Market Regulation, and Investment Management staffs
respond to inquiries from individuals or companies about whether an activity undertaken in a
specified manner would violate the securities laws. The inquiries take the form of written
requests that the staff not recommend enforcement or other action to the Commission if the
activity is completed as specified. The staff also responds to requests to interpret specific
provisions of the securities rules and reviews applications for exemptions from the securities
laws.

FY FY FY 2006 FY 2006 FY FY
2004 2005 Plan Actual 2007 2008
84% 89% 85% 85% 85% 85%

FY 2008 Request: The SEC will continue striving to meet or exceed the goal of completing
85 percent of these requests within six months. However, the agency’s success in achieving
this goal is somewhat dependent upon the complexity of the requests received in a given year.

Performance Measure 2

Percentage of SRO Rule Filings Closed in Less Than 60 Days

Description: SRO rule changes are reviewed for consistency with investor protection and
market operation and structure rules that govern the operation of registered national securities
exchanges, clearing agencies, the NASD, and the Municipal Securities Rulemaking Board.
The figures below represent the percentage of proposed SRO rules changes reviewed (i.e.,
approved or disapproved) within 60 days from receipt of the last amendment filed by the SRO.

FY FY FY FY 2006 FY 2006 FY FY
2003 2004 2005 Plan Actual 2007 2008
74% 78% 80% 75% 84% 75% 75%

FY 2008 Request: The Division of Market Regulation anticipates responding to 75 percent
of SRO rule filings in less than 60 days. However, agency success in achieving this goal is
somewhat dependent upon the complexity of the proposed rule changes submitted in a given

year.
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Performance Measure 3
Average Time to Issue Initial Comments on Securities Act Filings.

Description: The target of 30 days has become a de facto industry standard for the maximum

time to receive SEC comments; companies often build this timeframe into their plans. The
30-day timeframe is considered aggressive given the other mandatory reviews the agency
conducts and the fluctuation in filing volume that impacts workload plans.

FY FY FY FY 2006 FY 2006 FY FY
2003 2004 2005 Plan Actual 2007 2008
<30
27.7 days | 27.8 days | 26.1 days days 262 days <30 days | <30 days

FY 2008 Request: The Division of Corporation Finance will continue to issue initial
comments on 1933 and 1934 Act registration statements and transactional filings within its
target goal of 30 days of filing. The Division also will continue to monitor the average time
between receiving a response to initial comments and final resolution and will endeavor to
maintain the time attributed to staff review.

Performance Measure 4
Annual Number of Online Searches for EDGAR Filings

Description: Greater availability of market-sensitive information through the SEC’s EDGAR
system provides investors with the ability to make better-informed investment decisions. This
measure gauges the demand for EDGAR data through the SEC’s website (in millions).

FY FY FY FY FY 2006 FY 2006 FY FY
2002 | 2003 | 2004 | 2005 Plan Actual 2007 2008
97 142 289 379 480 528 678 764

FY 2008 Request: The SEC anticipates that demand for the disclosure data from EDGAR
will increase as the interactive data, EDGAR ticker, and full text search initiatives improve the
system, making the information more user-friendly for investors.
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FY 2008 Request: The SEC expects to continue to make marked progress in all five areas to
enhance program effectiveness and operational efficiencies, recognizing that the agency’s IT
priorities for the coming years will continue to evolve over time.

Performance Measure 5

Receive an Unqualified Audit Opinion on the SEC’s Audited Financial Statements with No
Material Weaknesses Noted in Internal Controls over Financial Reporting

Description: Under the Accountability of Taxpayer Dollars Act of 2002, the Commission is
required to meet all proprietary accounting guidelines for federal agencies and to undergo
annual audits. The SEC completed its first audit in FY 2004, conducted by the Government

Accountability Office.
FY FY FY 2006 | FY 2006 FY FY
2004 2005 Plan Actual 2007 2008
Unqualified Opinion Yes Yes Yes Yes Yes Yes
Material Weaknesses 3 4 0 0 0 0

FY 2008 Request: SEC aims to continue issuing timely financial statements with unqualified
opinions from the agency’s auditors. Efforts in FY 2008 will focus on making improvements in
systems and management processes to enhance efficiency and reduce the need for heroic efforts
to achieve these goals.
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Indicator 2
Referrals to the Division of Enforcement from the Office of Compliance Inspections and
Examinations or the Division of Corporation Finance

Description: The Office of Compliance Inspections and Examinations’ examination staff and
the Division of Corporation Finance’s disclosure review program strive to uncover serious
potential violations of the federal securities laws, among other objectives. When indicators of
serious violations are found, they are referred to the Division of Enforcement for further
investigation. This indicator measures the number of enforcement referrals from the
examination staff and the disclosure review program each fiscal year.

FY 2003 FY 2004 FY 2005 FY 2006
Examination Staff 171 482 399 223
Corporation Finance 231 415 640 537

Discussion: In general, the examination program and the Division of Corporation Finance
uncovered fewer potential violations that warranted further investigation by the enforcement
program. For the Division of Corporation Finance, the number of referrals in FY 2005 was
unusually high because the Division identified a large number of issuers that failed to file
required reports. For the Office of Compliance Inspections and Examinations, many referrals
in FYs 2004 and 2005 concerned market timing and late trading.

Indicator 3
Monetary Disgorgement and Penalties Ordered and the Amounts and Percentage

Collected by the SEC

Description: In addition to other types of relief, the Commission may seek orders requiring
parties to disgorge any money obtained through wrongdoing. The Commission also is
empowered to seek civil penalties for violations of the securities laws. Where appropriate, the
Commission has sought to return disgorged funds to harmed investors and, as a result of the
“Fair Funds” provision of the Sarbanes-Oxley Act, to use amounts paid as penalties to reduce
losses to injured parties. Funds not returned to investors are sent to the US Treasury; neither
disgorgement nor penalties go to the SEC. This chart lists disgorgement and penalties ordered
as a result of SEC cases and the amounts collected by the agency.

FY 2003 FY 2004 FY 2005 FY 2006
Ordered
(in billions) $.35 $1.7 $1.9 $1.2
Collected
(in billions) $.14 $1.4 $1.8 $.99
Percentage 40% 86% 96% 82%

Discussion: The amount of penalties and disgorgement may vary widely from year to year,
and the collection success rates depend on numerous variables, including the financial status
and size of the parties sued.
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