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The rules and interpretations we
are adopting today address issues
that the Commission has been
actively considering for nearly

two decades.

—Chairman Jay Clayton

AGA. CERTIFICATE OF EXCELLENCE IN
Certificate of Excellence in ACCOU NTAB | L|TY R EPO RT| NG

Acco y Reporting

The SEC's fiscal year 2018 Agency Financial Report received the

U.S. Securities and

E Certificate of Excellence in Accountability Reporting from the
xchange Com:

Association of Government Accountants. This was the 13th year
in a row that the SEC has won this award, which is presented

to federal government agencies whose annual reports achieve
the highest standards in demonstrating accountability and

communicating results.
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Our Vision

To promote capital
markets that inspire
public confidence
and provide a diverse
array of financial
opportunities

to retailand
institutional investors,
entrepreneurs, public
companies and other

market participants.

This year we celebrated 85 years since the enactment of the Securities Exchange
Act of 1934, which created the Commission. That document, crafted with
purpose and foresight in the wake of the market crash of 1929, entrusted us with
broad authority over all aspects of our securities markets and its participants.
Much has changed since 1934, both at the Commission and in our markets.

But the commitment of the Commission and its staff to our mission to protect
investors, maintain fair, orderly, and efficient markets, and facilitate capital
formation, with that same purpose and foresight, remains steadfast. This report
details several notable Commission accomplishments in Fiscal Year (FY) 2019.

It continues to be a privilege for me to chair this Commission, whose more than
4,000 women and men come to work every day with the interests of our long-term
Main Street investors at the top of their minds. I say it often, but that’s because it

is important to me to emphasize whenever I have the opportunity: the SEC’s most
critical resource is our people. They are the most direct connection we have with
investors, and they enable all of the work that is described in this report. It is one of
my priorities as Chairman to continue to foster a community of care for investors,
professionalism, diversity, inclusion, and opportunity within the agency.

Over the past fiscal year, we have reached significant milestones in pursuit of the
goals of the Commission as outlined in our Strategic Plan for 2018-2022.

Our first goal is to focus on the long-term interests of Main Street investors.

This year we have continued to place a high priority on direct engagement with
investors and other market participants. Staff in divisions and offices traveled
around the country to attend events to both educate investors and listen to the
challenges they have experienced first-hand in our markets. It is invaluable for us
to hear from them, in their own words, how our capital markets are working for
them and how we can improve.

In perhaps the longest awaited investor-focused rulemaking in our 85-year
history, this year we also adopted a package of initiatives designed to enhance
the quality and transparency of retail investors’ relationships with investment
professionals. These actions represent decades of work on these issues by the
agency’s expert staff and reflect their unique understanding of a diverse and
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complex marketplace. P'm very proud of the staff’s
work to get this package across the finish line.

Just a small sample of the other work done by the
Commission on behalf of Main Street investors over
the past year includes:

« forming the Teachers Initiative and Military Service
Members Initiative, which focus additional enforce-
ment and investor education resources on instructing
and protecting those groups from investment fraud;

« continuing the Division of Investment Management’s
modernization of the design, delivery, and content of
fund disclosures;

« facilitating capital formation in our public markets,
including by expanding important JOBS Act initia-
tives to all companies, such as the “testing the waters”
exemption and proposing additional amendments
designed to recognize that a one-size regulatory
structure for public companies does not fit all;

- improving Investor.gov, including short, educational
videos created with retail investors in mind; and

« proposing amendments to enhance retail investor
protections in the over-the-counter securities market,
part of the Commission’s ongoing effort to better
address risks to retail investors and promote market
efficiency.

Our second goal is to be responsive and innovative in
the face of significant market developments and trends.
The Commission advanced this goal on several fronts in
FY 2019, including:

« Cryptocurrencies and Digital Assets — We launched the
Strategic Hub for Innovation and Financial Technol-
ogy (FinHub), a resource for public engagement on the
Commission’s FinTech related issues and initiatives.
The Cyber Unit also continued to investigate and
recommend enforcement actions against fraudulent
ICOs and in other cryptocurrency-related cases.

« Modernizing our Regulatory Framework — We
adopted and proposed several rules and amendments

designed to streamline the regulatory framework for
exchange-traded funds, “fund of funds,” and closed-end
funds. We also took important steps toward improving
the proxy voting process and Regulation NMS.

Our third goal is to elevate the agency’s performance

by enhancing our analytical capabilities and developing
the human talent I mentioned previously. This year we
focused on the recruitment and retention of staff in certain
areas that are critical to our mission such as quantitative
analysts with expertise in Treasury and fixed-income
markets; an equity market microstructure expert; a former
FINRA senior investigator; a trading practices compliance
expert; an expert in clearing agency risk management
practices for the Division of Trading and Markets;
financial economists in the Division of Economic and

Risk Analysis; and compliance examiners with experience
working in the credit rating sector, with particular exper-
tise in the municipal market, fixed income, and structured
finance offerings. We also dedicated resources to improv-
ing and updating our information technology systems,
including through encouraging interoffice collaboration.

This year’s Agency Financial Report also includes the
results of the independent audit of our FY 2019 financial
statements, which is once again an unmodified opinion.
The financial and performance data in this report are also
complete and accurate under the Office of Management
and Budget guidance. While the SEC has remediated the
previously reported material weakness in cybersecurity
risks following meaningful action on the part of the SEC,
we recognize that we must continue to work to improve
the security of the agency’s information systems and
overall cybersecurity risk profile.

I am enormously proud of the work of the Commission
over the past year as detailed in this report, and to be

a part of the dedicated team that made it all possible.

I look forward to accomplishing even more in the

days ahead.

JAY CLAYTON
Chairman
November 13, 2019
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INTRODUCTION

The SEC's fiscal year (FY) 2019 Agency Financial Report (AFR) provides detailed financial and

performance information that enables the President, Congress, and the public to assess the

agency's accomplishments and understand its financial and operational picture. In lieu of a
combined Performance and Accountability Report, the SEC will also publish an Annual Performance

Report (APR) to provide a more in-depth review of strategic goals and performance results. The APR

will be included in the FY 2021 Congressional Budget Justification Report available in 2020.

The FY 2019 AFR satisfies the requirements contained in the Office of Management and Budget

(OMB) Circular A-136, Financial Reporting Requirements, and contains three main sections and

supplemental appendices.

Management's Discussion and Analysis
Provides a high-level overview of the SEC—its

history, mission, and organizational structure—and
the agency’s FY 2019 overall performance as related
to its strategic goals and initiatives. This section also
includes management’s assurances on internal controls;
an analysis of the SEC’s financial position and opera-
tions; and the agency’s FY 2020 outlook.

Financial Section

Contains audited financial statements, accompanying
notes, and required supplementary information, as
well as the independent auditor’s report on these
statements and management’s response to that report.
Also included are comparative financial statements and
accompanying notes for the Investor Protection Fund.

ﬁ Electronic copies of this AFR and prior year
budget reports are available at SEC.gov/reports.

Other Information

Details the agency’s compliance with, and commitment
to, specific regulations. Included in this section are
performance and management analyses and recom-
mendations from the Office of Inspector General, and
the SEC’s response to that information in accordance
with the Reports Consolidation Act of 2000; a detailed
explanation of any significant erroneous payments and
overpayments recaptured as required by the Improper
Payments Information Act of 2002, as amended;
recent inflationary adjustments made to civil monetary
penalties in accordance with the Federal Civil Penalties
Inflation Adjustment Act of 1990, as amended; and the
agency’s Fraud Reduction Report.

Appendices

Offers additional resources related to the agency and
this report: a glossary of selected terms, frequently
used acronyms and abbreviations, biographies, and
contact information.
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Chairman Jay Clayton (center) and Senior Advisor to the Chairman Sebastian Gomez Abero (right) tour an
Opportunity Zone in Omaha, Nebraska.



MANAGEMENT'S

D
ANALYSIS

SCUSSION AND

This section provides a high-level overview of the agency, its FY 2019 program and financial

performance, and FY 2020 outlook.

Mission, Vision, Values, and Goals
Explains the SEC’s mission, vision, values, and
three strategic goals, as set forth in the agency’s
Strategic Plan.

History and Purpose

Provides background on the SEC and its responsi-
bility to oversee the nation’s securities markets and
certaln primary participants.

Organizational Structure and Resources
Lists the SEC’s office locations, organizational
structure, and employment statistics, and summarizes
the 10 major programs by responsible divisions

and offices.

Our Year in Review and the Year Ahead
Summarizes efforts made by the SEC in pursuit

of its strategic goals in FY 2019, and details specific
areas that the SEC will continue to focus on as part of
its regulatory and oversight responsibilities.

Financial Highlights

Provides an overview of the SEC’s financial infor-
mation, including an analysis of the financial data
presented in the audited financial statements, the
limitations of the financial statements, and the
sources and uses of the SEC’s funds.

Performance Highlights

Discusses the SEC’s strategic and performance
planning framework; the process used to verify
and validate the performance results; the FY 2019
performance results by strategic goal; and key
performance accomplishments.

Management Assurances and
Compliance with Other Laws

Provides management’s assessment and assurances
on the SEC’s internal controls under the Federal
Managers’ Financial Integrity Act of 1982, and on
the compliance of the SEC’s financial systems with
federal requirements under the Federal Financial
Management Improvement Act of 1996. It also
addresses the SEC’s compliance with the Federal
Information Security Modernization Act of 2014
and other laws and regulations.
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Our Mission

To protect investors, maintain fair, orderly,
and efficient markets, and facilitate capital
formation.

Our Vision

To promote capital markets that inspire public
confidence and provide a diverse array of
financial opportunities to retail and institu-
tional investors, entrepreneurs, public compa-
nies and other market participants.

Our Values
INTEGRITY

We inspire public confidence and trust by
adhering to the highest ethical standards.

EXCELLENCE
We are committed to excellence in pursuit of
our mission on behalf of the American public.

ACCOUNTABILITY
We embrace our responsibilities and hold
ourselves accountable to the American public.

TEAMWORK

We recognize that success depends on a skilled,
diverse, coordinated team committed to the
highest standards of trust, hard work, coopera-
tion, and communication.

FAIRNESS
We treat investors, market participants, and
others fairly and in accordance with the law.

EFFECTIVENESS

We strive for innovative, flexible, and
pragmatic regulatory approaches that achieve
our goals and recognize the ever-changing
nature of our capital markets.

4 | 2019 SEC AGENCY FINANCIAL REPORT

Strategic Goals and Strategic Initiatives

STRATEGIC GOAL 1
Focus on the long-term interests
of our Main Street investors.

Strategic Initiative 1.1: Enhance our understanding of
the channels retail and institutional investors use

to access our capital markets to more effectively tailor
our policy initiatives.

Strategic Initiative 1.2: Enhance our outreach, educa-
tion, and consultation efforts, including in

ways that are reflective of the diversity of investors
and businesses.

Strategic Initiative 1.3: Pursue enforcement and
examination initiatives focused on identifying
and addressing misconduct that impacts retail
Investors.

Strategic Initiative 1.4: Modernize design, delivery,
and content of disclosure so investors, including in
particular retail investors, can access readable,
useful, and timely information to make informed
investment decisions.

Strategic Initiative 1.5: Identify ways to increase the
number and range of long-term, cost-effective invest-
ment options available to retail investors, including
by expanding the number of companies that are SEC-
registered and exchange-listed.



STRATEGIC GOAL 2

Recognize significant developments
and trends in our evolving capital
markets and adjust our efforts to
ensure we are effectively allocating
our resources.

Strategic Initiative 2.1: Expand market knowledge
and oversight capabilities to identify, understand,
analyze, and respond effectively to market develop-
ments and risks.

Strategic Initiative 2.2: Identify, and take steps to
address, existing SEC rules and approaches that are
outdated.

Strategic Initiative 2.3: Examine strategies to address
cyber and other system and infrastructure risks faced
by our capital markets and our market participants.

Strategic Initiative 2.4: Promote agency preparedness
and emergency response capabilities.

KORMAY. STRATEGIC GOAL 3
& Elevate the SEC's performance
by enhancing our analytical
capabilities and human capital
development.

Strategic Initiative 3.1: Focus on the SEC’s workforce
to increase our capabilities, leverage our shared
commitment to investors, and promote diversity,
inclusion, and equality of opportunity among the
agency’s staff.

Strategic Initiative 3.2: Expand the use of risk and data
analytics to inform how we set regulatory priorities
and focus staff resources, including developing a data
management program that treats data as an SEC-wide
resource with appropriate data protections, enabling
rigorous analysis at reduced cost.

Strategic Initiative 3.3: Enhance our analytics of
market and industry data to prevent, detect, and
prosecute improper behavior.

Strategic Initiative 3.4: Enhance the agency’s internal
control and risk management capabilities, including
developing a robust and resilient program for dealing
with threats to the security, integrity, and availability of
the SEC’s systems and sensitive data.

Strategic Initiative 3.5: Promote collaboration within
and across SEC offices to ensure we are communicating
effectively across the agency, including through evalu-
ation of key internal processes that require significant
collaboration.
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History and Purpose

Prior to the Great Crash of 1929, there was little
support for federal regulation of the securities markets.
This was particularly obvious during the post-World
War I surge of securities activity. Proposals that

the federal government require financial disclosure

and prevent the fraudulent sale of stock were never
seriously pursued.

Tempted by promises of “rags to riches” transforma-
tions and easy credit, most investors gave little thought
to the systemic risk that arose from widespread abuse
of margin financing and unreliable information about
the securities in which they were investing. During the
1920s, approximately 20 million shareholders took
advantage of post-war prosperity and set out to make
their fortunes in the stock market. It is estimated that
one-half of the $50 billion in new securities offered
during this period became worthless.

DECADES OF DISTINCTION

«kﬂl

The SEC is

\ I‘ ﬁ
established (1934) fﬂl ﬂ

all

Oversight of investment
advisers (1940)

When the stock market crashed in October 1929,
public confidence in the markets plummeted. Investors
and banks lost great sums of money in the ensuing
Great Depression, and restoring faith in the capital
markets was essential to economic recovery. Congress
held hearings to identify problems and search for
solutions.

Based on those hearings, Congress passed the
Securities Act of 1933" (Securities Act)—the first
federal law to regulate the issuance of securities—
followed by the Securities Exchange Act of 19342
(Exchange Act).

The SEC was established to regulate and enforce
this legislation.

Narrative discussion required
for public companies (1968)

~
K

‘ '&f

>/€@I’S o
\

—_—

P

d
1950

Accounting rules
codified (1953)

1 More information about the Securities Act of 1933 can be found at SEC.gov/about/laws/sa33.pdf
2 More information about the Securities Exchange Act of 1934 can be found at SEC.gov/about/laws/sea34.pdf
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These laws aim to provide investors and the markets
with reliable information, clear rules for honest
dealing, and specifically ensure the following:

« A company that publicly offers securities for invest-
ment dollars is forthcoming and transparent about
its business, the securities it is selling, and the risks
involved with investing; and

« A person who sells and trades securities does so in
a fair and honest manner.

The SEC is responsible for overseeing the nation’s
securities markets and certain primary participants,
including broker-dealers, investment companies,
investment advisers, clearing agencies, transfer agents,
credit rating agencies, and securities exchanges, as
well as organizations such as the Financial Industry

Exemptions for small business
capital formation (1982)

Regulatory Authority, Municipal Securities Rulemak-
ing Board, and the Public Company Accounting
Oversight Board. Under the Dodd-Frank Wall Street
Reform and Consumer Protection Act of 2010°
(Dodd-Frank Act), the agency’s jurisdiction was
expanded to include certain participants in the
derivatives markets, private fund advisers, and
municipal advisors.

Each year, the SEC brings hundreds of civil enforce-
ment actions against individuals and companies for
violation of securities laws. Examples of infractions
are insider trading, accounting fraud, market manipu-
lation, and providing false or misleading information
about securities and/or the issuing companies.

Startups gain access to
crowdfunding (2015)

Securities markets begin
quoting in decimals (2001)

AZOI.O
\ /

\

|
\/

Investors
guaranteed best
bid price (1978)

Thank you

for allowing us

EDGAR goes
live (1996)

to serve you.

Happy Anniversary.

3 More information about the Dodd-Frank Act can be found at SEC.gov/about/laws/wallstreetreform-cpa.pdf

MANAGEMENT'S DISCUSSION AND ANALYSIS | 7


http://www.sec.gov/about/laws/wallstreetreform-cpa.pdf

Organizational Structure and Resources
The agency’s functional responsibilities are organized into 5 divisions and 25 offices. In FY 2019, the SEC
employed 4,350 full-time equivalents.

The following chart is accurate as of September 30, 2019.

Chart 1.1 | Organization Chart

Chairman

Office of the Chairman Commissioner

Commissioner

Commissioner

Commissioner

Advocate for Chief Chief
Small Business Operating
Capital Formatio Accountant Officer

Credit Equal Compliance
Ratings Employment [ Inspections and
9 Opportunity Examinations

Corporation Investment
Finance Management

Economic and Trading and
Risk Analysis Markets

Administrative
Law Judges

Investor Legislative and Minority and
Women

Advocacy Affairs Inclusion

General Inspector International Investor
Counsel General Affairs Advocate

Municipal Public
Securities Affairs

EDGAR Financial Human
Business Office | Management Resources

Information Support

Acqulsitions Technology Operations

Atlanta Boston Chicago Denver Fort Worth Los Angeles New York Philadelphia
Regional Office |§ Regional Office [§ Regional Office |§ Regional Office § Regional Office J§ Regional Office j Regional Office i Regional Office Jj Regional Office

Salt Lake San Francisco

Note: This is the official SEC organization chart. All divisions and offices indirectly report to the Office of the Chairman. Offices within the Office of the

Chief Operating Officer are in gray. Regional offices are in teal.

The SEC is an independent federal agency led by a
bipartisan, five-member Commission—one of whom
is designated as the Chairman—with staggered five-
year terms.

Each member of the Commission is appointed by

the President and confirmed by the Senate (see Appen-
dix A: Chairman and Commissioner Biographies).
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The Chairman serves as the chief executive and, by law,
no more than three of the Commissioners may belong to
the same political party.

The Commission convenes on a regular basis, and
meetings are open to the public and the news media
unless the discussion pertains to a confidential subject,
such as whether to begin an enforcement investigation.



Office Locations ment and examination staff to inspect regulated

The SEC’s headquarters are in Washington, DC, and entities such as investment advisers, investment

the agency has 11 regional offices located throughout companies, and broker-dealers. The following chart
the country. The regional offices are responsible for illustrates the location of each regional office and their
investigating and litigating potential violations of the areas of jurisdiction.

securities laws. The regional offices also have enforce-

Chart 1.2 | Headquarters and Regional Office Locations

Chicago

Regional Office

Salt Lake llinois, Indiana, lowa,

Regional Office Kentucky, Michigan,
Utah Minnesota, Missouri, Boston Regional Office
Ohio, Wisconsin Massachusetts, Connecticut,

Maine, New Hampshire,

Rhode Island, Vermont

New York
Regional Office
New York, New Jersey

" Philadelphia
‘_‘ Regional Office
Pennsylvania, Delaware,
- District of Columbia, Maryland,
i“* :— Virginia, West Virginia
San Francisco ———@, ™
Regional Office M SEC Headquarters

Northern California,* -
Alaska, Idaho, Montana, ~ 8
Oregon, Washington Atlanta Regional Office
Georgia, Alabama, North Carolina,
‘\ South Carolina, Tennessee

% Los Angeles

» Regional Office
Southern California,* Arizona, Denver ‘
Guam, Hawaii, Nevada Regional Office o
-
Colorado, Kansas
(Exam Program), Fort Worth
Nebraska, New Mexico, Regional Office Miami Regional Office
North Dakota, South Texas, Arkansas, Florida, Louisiana, Mississippi,
Dakota, Wyoming Kansas, Oklahoma Puerto Rico, U.S. Virgin Islands

* Northern California includes ZIP codes 93600 and above, and 93200-93299
Southern California includes ZIP codes 93599 and below, except 93200-93299
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Programs
The SEC organizes its divisions and offices within the 10 major programs outlined below.

Table 1.1 | SEC Programs and Program Descriptions

ENFORCEMENT

Division of Enforcement Investigates and brings civil charges in federal district court or in administrative proceedings
based on violations of the federal securities laws. An integral part of this program’s function is
seeking penalties and the disgorgement of ill-gotten gains in order to return funds to harmed
investors. Also within this program is the Office of the Whistleblower, which rewards individu-
als who provide the agency with tips that lead to successful enforcement actions.

COMPLIANCE INSPECTIONS AND EXAMINATIONS

Office of Compliance Inspections Conducts examinations of registrants such as investment advisers, investment companies,
and Examinations broker-dealers, self-regulatory organizations (SRO), transfer agents, and clearing agencies.

CORPORATION FINANCE

Division of Corporation Finance Helps investors gain access to materially complete and accurate information about compa-
nies and the securities they offer and sell, to facilitate capital formation and to deter fraud and
misrepresentation in the public offering, trading, voting, and tendering of securities.

TRADING AND MARKETS

Division of Trading and Markets Supervises major market participants and conducts activities to maintain fair, orderly, and
efficient standards that foster investor protection and confidence in the markets.

INVESTMENT MANAGEMENT

Division of Investment Management Seeks to minimize the financial risks to investors from fraud, mismanagement, self-dealing,
and misleading or incomplete disclosure in the investment company and investment adviser
segments of the financial services industry.

ECONOMIC AND RISK ANALYSIS

Division of Economic and Provides economic analyses as part of the Commission’s rulemaking process and supports
Risk Analysis its rule review, examination, and enforcement programs with data-driven, risk-based
analytical methods.

GENERAL COUNSEL

Office of the General Counsel Serves as the chief legal officer of the Commission and provides independent legal analysis
and advice to the Chairman, Commissioners, and operating divisions on all aspects of
Commission activities. This office also defends the Commission in federal district courts.

10 | 2019 SEC AGENCY FINANCIAL REPORT



Table 1.1 | Continued from previous page

OTHER PROGRAM OFFICES

Office of Administrative
Law Judges

Conducts public hearings throughout the United States in a manner similar to non-jury trials in the
federal district courts. As independent adjudicators, administrative law judges issue initial decisions
on allegations set out in Commission Orders Instituting Proceedings, issue subpoenas, hold
prehearing conferences, and rule on motions and the admissibility of evidence.

Office of the Advocate for
Small Business Capital
Formation

Helps small businesses and investors resolve significant problems incurred with the SEC or SROs,
and analyzes the potential impact of current and proposed regulations.

Office of the Chief Accountant

Establishes accounting and auditing policies, and works to improve the professional performance
of public company auditors to ensure that financial statements used for investment decisions are
presented fairly and have credibility.

Office of Credit Ratings

Administers the rules of the Commission with respect to the practices of nationally recognized
statistical rating organizations (NRSRO) in determining ratings; protects the users of credit ratings;
promotes accuracy in credit ratings issued by NRSROs; and ensures that such ratings are not unduly
influenced by conflicts of interest.

Office of International Affairs

Advances international regulatory, supervisory, and enforcement cooperation; promotes
converged high regulatory standards worldwide; and facilitates technical assistance programs
in foreign countries.

Office of the Investor Advocate

Helps investors resolve significant problems with the SEC or with SROs, and identifies areas in which
investors would benefit from changes to federal laws or to SEC regulations or SRO rules.

Office of Investor Education
and Advocacy

Serves investors who complain to the SEC about investment fraud or the mishandling of their invest-
ments by securities professionals; ensures the views of retail investors inform the Commission’s
regulatory policies and disclosure programs; and works to improve investors’ financial literacy.

Office of Municipal Securities

Oversees the municipal securities market and administers the agency’s rules pertaining to municipal
securities brokers and dealers, advisors, investors, and issuers. This office also coordinates with the
Municipal Securities Rulemaking Board on rulemaking and enforcement actions.

AGENCY DIRECTION AND ADMINISTRATIVE SUPPORT

EDGAR Business Office

Provides direct executive-level oversight for the ongoing transformation of specific functions and
programs to include business ownership of the Electronic Data Gathering, Analysis, and Retrieval
System (EDGAR) and the EDGAR modernization program initiative.

Office of Acquisitions

Provides advice on acquisition planning, development, and sourcing; awarding contracts and
interagency agreements; and ensures contract terms and conditions are met through timely
contract closeouts and de-obligation of funds.

Office of the Chairman

Oversees all aspects of agency operations. The Chairman and Commissioners are responsible for
reviewing and approving enforcement cases and formal orders of investigation, as well as overseeing
the development, consideration, and execution of policies and rules.

Office of the Chief Operating
Officer

Provides strategic leadership and operational oversight of the SEC’s core mission support activities
and compliance with administrative requirements from Congress and the Executive Branch.

Office of Equal Employment
Opportunity

Strives to enhance access to employment opportunities for the best and brightest talent, and to
foster a fair and equitable work environment in compliance with federal laws and SEC standards.

Office of the Ethics Counsel

Administers the Commission’s Ethics Program, and interprets the SEC’s Supplemental Ethics Rules
as well as government-wide ethics laws, rules, and regulations.

MANAGEMENT'S DISCUSSION AND ANALYSIS | 11



Table 1.1 | Continued from previous page

AGENCY DIRECTION AND ADMINISTRATIVE SUPPORT (CONTINUED)

Office of Financial
Management

Oversees the agency’s financial systems and internal controls over financial reporting; prepares
financial statements and reports; manages the formulation and execution of the SEC’s annual
budget; and coordinates the agency’s performance and cost reporting.

Office of Human Resources

Assists with recruitment, staffing, organizational development, leadership and employee develop-
ment, compensation and benefits administration, position classification, workforce planning, and
labor relations.

Office of Information
Technology

Maintains responsibility for the Commission’s infrastructure operations and engineering; user
support; program management; capital planning; cybersecurity; and enterprise architecture.

Office of Legislative and
Intergovernmental Affairs

Serves as the liaison between the SEC and Congress, and is responsible for responding to
requests from Congress for information related to agency programs and legislation affecting the
SEC or its mission.

Office of Minority and Women
Inclusion

Develops standards for all agency matters relating to diversity in management, employment, and
business activities.

Office of Public Affairs

Assists the Commission in making the work of the SEC is accessible to the public, understandable
to investors, and accountable to taxpayers.

Office of the Secretary

Reviews all documents issued by the Commission; schedules and coordinates Commission
meetings; prepares and maintains records of Commission actions; and receives and tracks filings
in administrative proceedings.

Office of Support Operations

INSPECTOR GENERAL

Processes requests under the Freedom of Information Act and the Privacy Act; maintains all
agency records in accordance with the Federal Records Act; oversees the security and safety
of SEC facilities; and manages property, equipment, and overall building operations.

Office of Inspector General

Conducts audits of the SEC’s programs and operations, and investigates allegations of misconduct
by staff or contractors. This is an independent office whose mission is to detect fraud, waste, and
abuse, and promote integrity, economy, efficiency, and effectiveness throughout the agency’s
programs and overall operations.

As shown in the Statements of Net Cost on page 56, the SEC presents its costs of operations by the programs

outlined above, consistent with the presentation used by the agency in submitting its budget requests.
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OUR YEAR IN REVIEW AND THE YEAR AHEAD

The women and men of the SEC come to work every
day to serve America’s investors. Below, we summarize
the initiatives and achievements of the Commission
during FY 2019 and discuss our ongoing efforts in our
continued pursuit of our mission, organized around
four major priorities: (1) enforcement and compliance;
(2) monitoring and addressing market developments
and risks; (3) regulatory and policy agenda; and

(4) investor education initiatives.

It is important to note that while many of the items
discussed in the following pages are attributed to one
particular division or office, each and every one of
these accomplishments and ongoing initiatives are
the result of collaborative efforts among talented and
solutions-oriented professionals, supervisors, and
managers across the agency. Their work, in turn, is
made possible thanks to the agency’s administrative
and operations personnel. As just one example, every
rulemaking requires the participation of the Division
of Economic and Risk Analysis (DERA), Office of the
General Counsel (OGC), Office of the Secretary (OS),
Office of Public Affairs (OPA), and Office of Legisla-
tive and Intergovernmental Affairs (OLIA), regardless
of which divisions or offices were principally respon-
sible for drafting the release. We close this review by
focusing on three significant initiatives that involve
the work of multiple divisions and offices: (1) new
standards of conduct for investment professionals;

(2) improvements to the proxy process; and (3) inves-
tor education and outreach.

Enforcement and Compliance

Division of Enforcement

The ongoing efforts made by the Division of Enforce-
ment (ENF) to deter misconduct and punish securities
law violators are critical to safeguarding our millions of
investors and instilling confidence in the integrity of our

markets. ENF investigates and recommends a diverse
mix of cases targeting fraud and other wrongdoing.

While ENF has many programs and initiatives to
combat fraud and illicit conduct, we highlight three for
their impact on investor protection in FY 2019: (1) the
Cyber Unit; (2) the Share Class Selection Disclosure
Initiative; and (3) the addition of the Teachers and
Military Service Members Initiatives to the work of the
Retail Strategy Task Force.

The Cyber Unit has investigated and recommended

a number of new cases involving digital assets and
distributed ledger technology (DLT). A large portion
of the Cyber Unit’s matters focused on fraudulent
conduct involving so-called “Initial Coin Offerings”
(ICO). Many of its more recent cases have focused on
violations of the registration provisions of the securities
laws. For example, in FY 2019 the Cyber Unit filed
settled proceedings against a pair of celebrities who
had promoted an ICO without disclosing that they
were compensated for doing so, and also filed settled
charges against an individual who founded a platform
for trading digital assets, but had not registered it as

a securities exchange. In another series of cases, the
SEC charged issuers of digital assets who allegedly
failed to register their ICOs with the Commission. The
Cyber Unit has also continued to proactively protect
investors from potentially illegal ICOs in ways that
are not reflected in statistics, including by contacting
ICO issuers either before, or in the early stages of,
their offerings and informing them of the potential
securities law issues their ICOs raise. In a number of
these instances, the issuers have either abandoned their
planned ICOs and returned the funds raised or have
pursued steps to become compliant.

In FY 2019, we also announced that the Cyber Unit,
in a joint investigation with the Market Abuse Unit,
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INSIDER INFORMATION
Six Red Flags of Elder Fraud

Elder Fraud may occur when someone exploits a
position of influence or trust over an elderly person to
gain access to that person's assets. Protect yourself or
your loved ones by knowing these six red flags.

+ Sudden reluctance to discuss financial matters

+ Unusual or unexplained account withdrawals, wire
transfers, or other financial changes

- Cash or other items missing from the home

- Drastic shifts in investments

- Abrupt changes in wills, trusts, power of attorney,
or beneficiaries

- Concern or confusion about missing funds

For additional resources and information, please visit
Investorgov/seniors.

was able to track down nine individuals allegedly
involved in a previously disclosed scheme to hack into
the Electronic Data Gathering, Analysis, and Retrieval
(EDGAR) system, in spite of the lengths to which they
went in an attempt to evade detection, including using
an offshore entity and nominee accounts to place
their trades.

The Share Class Selection Disclosure Initiative

was launched in February 2018, with a focus on
investment advisers that did not adequately disclose
conflicts as a result of their receipt of compensation
in the form of 12b-1 fees. In FY 2019, we announced
that the program has resulted in settled charges
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against 95 investment advisers who will return
more than $135 million to harmed clients. This
initiative will have additional, lasting benefits

for Main Street investors, including through the
improved disclosure of fees and conflicts and lower
costs.

The Teachers Initiative and the Military Service
Members Initiative build on the ongoing efforts

of the Retail Strategy Task Force. These initiatives
focus additional enforcement and investor educa-
tion resources on teachers, veterans, and active

duty military personnel, particularly in the areas

of savings and investment, investment fees and
expenses, retirement programs specific to educators
and service members, and the red flags of investment
fraud. They are a formalization of our commitment
to protecting these vulnerable market participants,
including through our efforts to fight affinity frauds
that target these groups by either being or pretending
to be “one of them.”

ENF has intensified staff efforts to protect retail
investors against many forms of affinity frauds.

In March 2019, we announced fraud charges and
an asset freeze against the alleged operators of a
$25 million Ponzi scheme falsely promising high
annual returns with minimal to no risk to investors
in the Vietnamese community in Orange County,
California. More recently, we obtained an emergency
court order and consented-to preliminary injunction
freezing assets of a Santa Ana, California-based
company and its founder, who allegedly carried out
an ongoing fraud likewise targeting members of the
Vietnamese-American community.

The Retail Strategy Task Force also announced
that it will hold a roundtable in October 2019 on
combating elder investor fraud, exploring views
from a broad range of regulators and industry
experts on potential steps regulators, broker-deal-
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KNOW ?

ers, investment advisers, and others can take to
identify and combat elder investor fraud.

It is also important to note that other divisions and
offices across the agency provide valuable support

on ENF cases, including referrals from various
divisions, economic analyses from DERA, technical
expertise from policy divisions, and litigation support

from OGC.

Office of Compliance Inspections

and Examinations

The SEC’s Office of Compliance Inspections and
Examinations (OCIE) is responsible for conducting
examinations of entities registered with the SEC.
OCIE’ 2019 Examination Priorities reflect a contin-
ued focus on our commitment to protecting retail
investors—including seniors and those saving for
retirement. In particular, OCIE has looked closely at
products and services offered to retail investors, the
disclosures they receive about those investments and
the financial services professionals who serve them, as
well as several other areas that present heightened risk,
including compliance and risks in critical market infra-
structure, cybersecurity, and anti-money laundering
programs. OCIE also publishes a number of risk alerts
to inform registered firms and investors of common
compliance issues to aid in the identification and
correction of potentially deficient practices to better
protect the interests of our Main Street investors.

The term Main Street investor—or retail
investor—refers to an individual investor
rather than a large corporation or
investment firm.

During FY 2019, OCIE exceeded its goal and
conducted over 3,075 examinations. This included
a 15 percent coverage ratio for investment advisers,
up 10 percent from just five years ago. Staff will
continue to leverage data analysis to identify poten-

tially problematic activities and firms as well as to
determine how best to scope the examinations of
those activities and firms.

Monitoring and Addressing Market
Developments and Risks

Throughout the Commission’s 85-year history, we
have been required to evolve alongside U.S. markets
and adapt to a rapidly changing global economy. More
recently, the development of the digital asset and ICO
space has introduced new challenges and opportunities
to our markets that require an interdivisional and
interjurisdictional response.

In FY 2019, we launched the Strategic Hub for
Innovation and Financial Technology (FinHub), which
replaces and builds on the work of several internal
working groups at the Commission that have focused
on similar issues. The FinHub serves as a resource for
public engagement on the Commission’s Financial
Technology (FinTech)-related issues and initiatives, such
as DLT (including digital assets), automated investment
advice, digital marketplace financing, and artificial intel-
ligence/machine learning. In May 2019, FinHub hosted
a public FinTech forum focusing on DLT and digital
assets and explored topics such as ICOs, digital asset
platforms, DLT innovations, and how these technolo-
gies impact investors and markets. Digital assets and
ICOs are also areas in which we are in close contact
with regulatory partners, both domestic and interna-
tional, coordinating efforts and identifying any areas
where additional regulatory oversight may be needed.

Our strong relationships with international regulatory
partners have been especially beneficial as we prepare
for upcoming changes to global markets that will affect
investors and other market participants. For example,
the Commission and SEC staff have been closely
monitoring Brexit and its potential impacts on U.S.
markets and investors, and more broadly, on global
financial markets. We will continue to monitor and
plan for various potential outcomes. Other examples of
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global events that we are monitoring are the expected
transition away from LIBOR (London Interbank
Offered Rate) and the impact of the MiFID II (Markets
in Financial Instruments Directive) research provisions
on U.S. and global market practices.

The Office of International Affairs (OIA) manages
these and other interactions with global partners. In
May 2019, OIA led the Commission’s entrance into the
International Organization of Securities Commissions
(IOSCO) Administrative Arrangement for the transfer
of personal data with European securities regulators
and the European Securities and Markets Authority.
This arrangement will facilitate the continued transfer
of personal data in enforcement investigations and
supervisory matters from IOSCO members based in
the European Economic Area to authorities in other
jurisdictions, and OIA anticipates additional members
to sign onto the arrangement in FY 2020.

The staff of ENF’s Office of Market Intelligence, in
coordination with OIA and OIEA, maintains and
operates the Public Alert: Unregistered Soliciting
Entities (PAUSE) Program. The PAUSE Program is

an initiative that informs retail investors about
complaints concerning soliciting entities that have made
false claims about ties to U.S. markets or fictitious
regulators so that investors may potentially avoid being
the victim of fraud. During FY 2019, the Commission
posted 89 suspect entities to the respective PAUSE lists.
The Commission expects to launch an updated PAUSE
website with more user-friendly language, features, and
functionalities in the near future.

Domestically, the Commission is engaged in several
projects that involve other federal financial regulators.
We worked closely with the Federal Reserve, the
Commodity Futures Trading Commission (CFTC),
the Federal Deposit Insurance Corporation, and the
Office of the Comptroller of the Currency throughout
FY 2019 to adopt a final rule excluding community
banks from the Volcker Rule, consistent with the

Economic Growth, Regulatory Relief, and Consumer
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Protection Act passed in 2018. The Commission also
voted on a final rule to simplify and streamline compli-
ance requirements with the portion of the Volcker Rule
generally prohibiting banking entities from engaging in
proprietary trading or investing in or sponsoring hedge
funds or private equity funds. We expect to announce
that the vote has been completed by all the relevant
regulators this fall.

We have particularly engaged with the CFTC on our
work toward establishing the Dodd-Frank Wall Street
Reform and Consumer Protection Act of 2010’ Title
VII regulatory regime. Our efforts in this area achieved
several milestones in FY 2019. We issued for public
comment a joint proposal with the CFTC to align the
minimum margin required on security futures with
other similar financial products. The Commission also
adopted capital, margin, and segregation rules intended
to help ensure the safety and soundness of firms in that
market, to protect their counterparties, and reduce
risk to the market as a whole. In terms of SEC-only
rulemaking, we created a transparent, efficient, and
comprehensive process for applying for relief from the
statutory disqualification prohibition; proposed rules
to improve the framework for regulating cross border
security-based swap transactions and market partic-
ipants; and proposed a rule to apply risk mitigation
techniques to portfolios of uncleared security-based
swaps. We anticipate completing the consideration of
these outstanding security-based swap rulemakings
under Title VII in the coming year.

Cybersecurity and Information Technology

at the Commission

Maintaining strong cyber defenses and resilience
continues to be a top priority for the Commission.
The data we hold is an attractive target for many,
and the technology being used by those attempting to
penetrate our systems can be sophisticated and backed
by substantial resources. Over the past year, the
Commission has been focused on a number of areas
for improvement, including information technology
(IT) governance and oversight, security controls, risk
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awareness related to sensitive data, incident response,
and reliance on legacy systems. While progress has
been made, much work remains to be done. We look
forward to soon bringing on board a Chief Data
Officer, who will help us improve our review process
over data collection to provide greater assurance that
we collect only the data we need to fulfill our mission
and can effectively manage and secure. The Chief Data
Officer is expected to work closely with our Chief
Risk Officer.

The Office of the Chief Risk Officer was established
within the front office of the Office of the Chief
Operating Officer in FY 2019. Its mission is to estab-
lish the agency’s enterprise risk management function
while continuing to strengthen the agency’s operational
risk management capacity. This will include develop-
ing a governance structure, promoting a risk-aware
organizational culture, defining risk appetite and
tolerances, operationalizing risk assessment processes,
and developing an enterprise-wide risk profile.

Commenting on proposed SEC rulemakings
is easy—and encouraged! In this video,

SEC Advocate for Small Business Capital
Formation Martha Miller explains how to
engage in the rulemaking process.

SEC.gov/news/sec-videos/how-comment-
engage-rulemaking-process

We will also continue to pursue those who have
attempted to infiltrate our data systems. As discussed
above, in FY 2019 the Commission announced charges
against nine defendants who allegedly participated in a
previously disclosed scheme to hack into the EDGAR
system and extract nonpublic information to use for
illegal trading.

Looking forward, we are focused on several IT
initiatives designed to make the Commission’s

IT more secure, reliable, and efficient, including:
(1) continuing the modernization and development

of a more secure EDGAR filing system; (2) deploying
enhancements to critical analytic systems and upgrad-
ing the agency’s electronic discovery and document
management tools; (3) digitizing business processes so
SEC staff can be more efficient and focus more of their
time on higher-order analyses in pursuit of our mission;
and (4) retiring legacy SEC systems and applications in
favor of modernized, more secure replacements with
lower costs.

Regulatory and Policy Agenda

Division of Corporation Finance

In FY 2019, the Division of Corporation Finance
(CF) led the advancement of several key initiatives
in support of the Commission’s efforts, particularly
facilitating capital formation while maintaining or
enhancing investor protections.

In furtherance of our goal of making the public
company alternative more attractive to all companies,
including initial public offering (IPO) candidates, in
FY 2019 the Commission adopted new rules that
allow all issuers to “test the waters” and gauge market
interest in a potential IPO or proposed registered
securities offering with certain investors prior to the
filing of a registration statement. Further, recognizing
that a one-size regulatory structure for public compa-
nies does not fit all, in May 2019 the Commission
proposed amendments to the accelerated filer and
large accelerated filer definitions. Under the proposed
amendments, smaller reporting companies with less
than $100 million in revenues would not be required
to obtain an attestation of management’s assessment
of company internal controls over financial reporting
from an independent outside auditor.

In FY 2019, in a joint CF and Division of Investment
Management (IM) initiative, the Commission also
continued evaluating how we may improve the proxy
voting process. As a first step, in August 2019 the
Commission issued: (1) guidance to assist investment
advisers in fulfilling their responsibilities when voting
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proxies on behalf of clients, and (2) an interpretation
that proxy voting advice provided by proxy advisory
firms generally constitutes a solicitation under the
federal proxy rules. The Commission’s current
regulatory agenda anticipates continued rulemaking
in this area in 2020 to modernize, improve, and
bring greater transparency to this important aspect of
corporate governance.

As the private markets continue to represent a large
share of new capital raised in the United States, we
are also undertaking a comprehensive review of the
federal securities law framework for these offerings.
In June, the SEC issued a concept release that seeks
public comment on ways to harmonize the private
securities offering exemptions. The concept release
considers whether changes should be made to improve
the consistency, accessibility, and effectiveness of

the exemptions for both companies and investors,
including identifying potential overlap or gaps within
the framework. The release also considers whether
the SEC’s “accredited investor” definition should be
revised or expanded to focus on criteria other than
an investor’s wealth or income, such as the investor’s
financial sophistication or experience. The staff is
considering comments received on the concept release
as it considers recommendations for the Commission
to improve the private offering framework.

Division of Investment Management

In FY 2019, IM achieved significant goals and made
large strides in pursuit of the Commission’s commit-
ment to modernization and streamlining, while always
working to improve investor protection.

IM has launched a number of outreach initiatives with
investors and market participants to better understand
what is working well, what could be working better,
and how different solutions may be implemented

to improve the investor experience and regulatory
oversight. This outreach is done both in-person, with
staff attending local investor meetings, and through
the recently launched Fund Disclosure website. These
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outreach efforts are part of IM’s broader initiative

to promote greater transparency for investors and
other market participants regarding the Commission’s
disclosure review process. These efforts will continue
in the coming year.

The Commission advanced several recommendations
from IM in FY 2019 that are designed to modernize
the regulatory framework for various types of funds. In
September 2019, the Commission adopted a new rule
and amendments designed to modernize the regulatory
framework for exchange-traded funds (ETF). The rule
replaces hundreds of individualized exemptive orders
with a single rule that permits certain ETFs to come to
market, facilitating greater competition and innovation
in the ETF marketplace by lowering barriers to entry.
Also in the area of ETFs, in June 2019 the Commission
approved its first exemptive relief for a new model

of actively-managed ETF that does not provide daily
portfolio transparency.

In December 2018, the Commission proposed a new
rule and amendments designed to streamline and
enhance the regulatory framework for funds that invest
in other funds—also known as “fund of funds” arrange-
ments. Similar to the rule adopted regarding ETFs, this
proposal would allow a fund in certain circumstances to
acquire the shares of another fund without seeking an
individual exemptive order from the Commission.

Consistent with Congressional mandates under

the Small Business Credit Availability Act and the
Economic Growth, Regulatory Relief, and Consumer
Protection Act, in March 2019 the Commission
proposed rule and form amendments to modernize
the offerings of business development companies and
registered closed-end funds.

Staff are currently reviewing the comments received as
they consider final recommendations for the Commis-
sion on the proposals described above. Final recom-
mendations are expected in FY 2020.
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As reflected by IM’s agenda, major trends in retirement
funding, investment philosophies, technology, and
capital formation have driven changes in the market
over the last two decades. In order to continue to
stay on top of this dynamic market, the Commission
announced the anticipated formation of an Asset
Management Advisory Committee. The committee’s
objective will be to provide the Commission with
diverse perspectives on asset management as well as
advice and recommendations on matters related to
asset management.

Division of Trading and Markets

The Division of Trading and Markets (TM) led the
Commission in several initiatives in FY 2019 focused
on helping to ensure fair and efficient trading markets
for our Main Street investors, particularly in the areas
of market structure and data.

As laid out by Chairman Jay Clayton and TM
Director Brett Redfearn in a joint speech in March
2019, the Commission completed several initiatives

in FY 2019 that seek to modernize and improve the
regulatory structure of our equity markets which are
primarily governed by Regulation NMS. These include
moving forward with a Transaction Fee Pilot to

gather the data needed to help resolve the debate over
transaction fees and rebates and adopting amendments
requiring broker-dealers to disclose new and enhanced
information to investors about the way they handle
investors’ orders.

At a TM roundtable last year, participants questioned
the effectiveness of Rule 15¢2-11, which mandates
what actions broker-dealers must take prior to
publishing quotations for securities that do not trade
on a national securities exchange and has not been
updated since before it was commonplace to distribute
disclosure materials and quotations electronically. In
particular participants raised significant concerns about
the rule’s piggyback exception. The lack of current

and publicly available information about a company

INSIDER INFORMATION
Notes From the Chairman

Chairman Jay Clayton shares his personal,
handwritten notes with essential information and
simple tips to help you invest wisely. In a series of
videos, he also discusses the six basic concepts
of investing.

Investing: Getting Started | It is never too late to
begin investing, but before you do, understand
your basic financial picture.

Compounding | Make money tomorrow on the
money you made investing, today.

Diversification | Don't put all your eggs in
one basket.

“Free Money” | Take it. If your employer offers a
401(k) option, take it.

Fees, Costs, and Taxes | Advice and services are
not free, so understand what you're getting and
don't overpay.

Avoiding Fraud | Know the signs, and keep
your eyes open: If it seems too good to be true,
it probably is.

To watch these videos and read Chairman Clayton's

complete notes, visit SEC.gov/page/investment-
tips-chairman-jay-clayton.
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OUR FY 2019 PACKAGE OF RULES
AND INTERPRETATIONS

The SEC adopted a package of rulemakings and interpretations designed to enhance the quality and
transparency of retail investors' relationships with investment advisers and broker-dealers, bringing
the legal requirements and mandated disclosures in line with reasonable investor expectations, while

preserving access (in terms of choice and cost) to a variety of investment services and products.
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Regulation Best Interest
Requires broker-dealers to act in the best interest of a retail investor.

Enhances the broker-dealer standard of conduct beyond existing suitability obligations, and makes it
clear that a broker-dealer may not put its financial interests ahead of the interests of a retail investor
when making recommendations of any securities transaction or investment strategy involving securities.

Form CRS Relationship Summary
Requires registered investment advisers and broker-dealers to provide retail investors with simple,
easy-to-understand information about the nature of their relationship with their financial professional.

Allows for comparability among the two different types of firms in a way that is distinct from other
required disclosures while also facilitating layered disclosure. Form CRS will also include a link to
a dedicated page on Investor.gov, which offers educational information about broker-dealers and
investment advisers, and other materials.

Interpretations: The Investment Advisers Act of 1940
The following interpretations were issued to confirm, reaffirm, and clarify the Commission'’s views of
specific aspects related to broker-dealers under this Act.

1. THE FIDUCIARY DUTY THAT INVESTMENT ADVISERS OWE TO THEIR CLIENTS.

This interpretation reflects how the Commission and its staff have applied and enforced the law in this
area, and inspected for compliance, for decades. By highlighting principles relevant to the fiduciary duty,
investment advisers and their clients will have greater clarity about advisers' legal obligations.

2. THE “SOLELY INCIDENTAL" PRONG OF THE BROKER-DEALER EXCLUSION.

This interpretation explains the Commission's position on the exclusions, which are intended to more
clearly delineate when a broker-dealer's performance of advisory activities causes it to become an
investment adviser, and illustrates the application in practice in connection with exercising investment
discretion over customer accounts and account monitoring.
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allowed by this exception may particularly disadvan-
tage retail investors in making informed choices. In
September 2019, the Commission proposed a rule
designed to update Rule 15¢2-11 to more effectively
protect retail investors from fraud and manipulation in
these types of securities transactions.

TM staff continues to explore further ways to help our
markets function better for retail investors, such as the
potential of primary listing exchanges to develop their
own innovative market structure solutions that could
address certain issues regarding thinly-traded securities.

The Commission and TM staff in particular continue
to work closely with the self-regulatory organizations
(SRO), who are responsible for developing and imple-
menting the Consolidated Audit Trail (CAT). There
have been several delays in the implementation of the
CAT, and to reduce the likelihood of continuing further
down this path the Commission recently proposed
amendments to increase accountability and transpar-
ency in the implementation process. Also, in January
2019 the Chairman announced a new Senior Policy
Adpvisor for Regulatory Reporting who is focused on
overseeing the implementation of the CAT, working
alongside TM staff.

TM is also heavily involved in the Commission’s

Fixed Income Market Structure Advisory Committee,
which has held 7 meetings and provided 10 recommen-
dations to the Commission to date. America’s fixed
income markets continue to grow in both size and
significance and are particularly significant to retail
investors, making this committee an important asset

to the Commission.

Office of the Advocate for Small Business
Capital Formation

The Office of the Advocate for Small Business Capital
Formation (OASB) began operating in January 2019,
and has spent its first months engaging in an extensive
outreach campaign with small businesses and their
investors around the country. In keeping with the

Commission’s renewed focus on direct interaction
with market participants, staff from the office
conducted outreach events in 10 cities and 8 states
where they spoke with the women and men whose
business or work is in some part dependent on our
securities laws. We will continue to benefit from this
open dialogue with the small business community as
the Commission considers actions such as harmonizing
the exempt offering framework in the future.

OASB also planned and executed our annual Govern-
ment-Business Forum on Small Business Capital Forma-
tion, which this year was held in Omaha, Nebraska, an
emerging entrepreneurial frontier known as the “Silicon
Prairie.” All five Commissioners were in attendance at
the event to hear from local experts about how compa-
nies and investors are finding success in building and
growing companies in the prairie states.

Standards of Conduct for Investment Professionals
As discussed above, while all of the Commission’s
actions require coordination and collaboration
between individuals in many divisions and offices,
there are a number of initiatives from FY 2019 that
heavily involved the participation of two or more
divisions and offices.

There are key differences between
broker-dealers and investment
advisers. Check out the videos on
SEC.gov/brokers-and-investment-
advisers-tips-chairman-jay-clayton
to learn more.

DID YOU
KNOW ?

The Commission’s adoption earlier this year of a
package of rulemakings and interpretations regarding
retail investors’ relationships with SEC-registered
investment advisers and broker-dealers was the culmi-
nation of decades of experience across the agency.
Specifically, these actions include new Regulation Best
Interest, the new Form CRS Relationship Summary
(Form CRS), and two separate interpretations under the
Investment Advisers Act of 1940 (Advisers Act).
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INSIDER INFORMATION

The Exchange Act on Display

The Securities Exchange Act of 1934 (Exchange Act) was enacted by the
Senate and the House of Representatives to “provide for the regulation
of securities exchanges and of over-the-counter markets . .. to prevent
inequitable and unfair practices on such exchanges and markets ... "

With this Act, Congress established the SEC.

To commemorate our shared 85th anniversary, the original copy of the Exchange Act was displayed
at the SEC. This event celebrated our history and our foundation, and served as a reminder of our purpose.

Under Regulation Best Interest, broker-dealers will

be required to act in the best interest of their retail
customer when making a recommendation of any
securities transaction or investment strategy involving
securities. Form CRS will require registered investment
advisers and broker-dealers to provide retail investors
with simple, easy-to-understand information about

the nature of their relationship with their financial
professional. Form CRS will also include a link to a
dedicated page on the Commission’s investor education
website, Investor.gov, which offers educational infor-
mation about broker-dealers and investment advisers,
and other materials. Investment professionals are set
to begin complying with Regulation Best Interest and
Form CRS in 2020.

The Commission also issued an interpretation of the
fiduciary duty that investment advisers owe to their
clients under the Advisers Act. Finally, the Commission
issued an interpretation of the “solely incidental”
prong of the broker-dealer exclusion under the Advis-
ers Act, which is intended to more clearly delineate
when a broker-dealer’s performance of advisory
activities causes it to become an investment adviser
within the meaning of the Advisers Act.
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We recognize that although these FY 2019 actions
were the latest step in improving retail investors’
relationships with their investment professionals,
our work is far from over. Following the adoption
of these actions, the Commission launched a Main
Street investor education campaign designed to help
retail investors understand key differences between
broker-dealers and investment advisers, and to help
them decide whether working with one of these types
of financial professionals is right for them.

This campaign, along with other aspects of our
investor education and outreach efforts, is discussed
in more detail below.

In order to assist firms with planning for compliance
with these new rules, the Commission established an
interdivisional Standards of Conduct Implementation
Committee comprised of representatives from IM,
TM, DERA, OCIE, and OGC. We encourage firms to
actively engage with this committee as questions arise
when planning for implementation.

The Commission also plans to maintain an active
dialogue with fellow regulators, with a desire to work
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together to establish clear and consistent legal standards
and protections across the regulatory landscape.

Investor Education Initiatives

This fiscal year, the Commission continued to
promote informed investment decision making
through education initiatives and other efforts
spearheaded by our Office of Investor Education
and Advocacy (OIEA).

In FY 2019, SEC staff conducted more than 500
in-person investor education events focused on different
segments of the population, including senior citizens,
both current and former military personnel, teachers,
younger investors, and other affinity groups. A number
of the events occurred during World Investor Week, a
global initiative promoted by IOSCO to raise awareness
about the importance of investor education and protec-
tion. SEC staff led U.S. efforts and organized outreach
events around the country with the CFTC, the Financial
Industry Regulatory Authority (FINRA), and the North
American Securities Administrators Association to
highlight key investor education messages.

We issued a variety of investor alerts and bulletins
during the year to warn Main Street investors of
possible fraudulent schemes, and educate them on
investment-related matters. Topics included scams
relating to hurricanes and the California wildfires,
fraudulent digital asset and “crypto” trading websites
(jointly with the CFTC), and social sentiment investing
tools (jointly with FINRA).

Our revamped Investor.gov website drew a record
3.7 million individuals in FY 2019, driven partly
by our national public service campaign, “Before
You Invest, Investor.gov.” We continue to look for
innovative ways to use Investor.gov and other tools
at our disposal to spread the message of responsible
investing to new audiences.

Also in FY 2019, we expanded our outreach to teachers
and military service members to educate them about
saving and investing, investment fees and expenses,
retirement programs specific to educators and service
members, and the red flags of investment fraud.

As part of the Teachers Initiative, OIEA created a
guide for teachers that provides K-12 educators
with information about the basics of saving and
investing, planning for retirement, and ways to
protect themselves from fraud. In October 2018,

the San Francisco Regional Office hosted a summit
that brought together stakeholders to discuss best
approaches for informing and protecting California
public school educators when they invest in their
403(b) and 457(b) plans. Throughout the fiscal year,
regional offices, OIEA, and the Retail Strategy Task
Force participated in various trainings and conferences
to help teachers and other public school employees
make informed investing decisions and educate them
about how they can protect themselves from fraud.

We also expanded our military outreach coordination
as a core member of the Department of Defense’s
Financial Readiness Network. OIEA, regional offices,
and the Retail Strategy Task Force increased investor
outreach to military audiences by engaging with
service members and their families through in-person
briefings and brochure distribution at every branch of
service and more than 100 U.S. military installations
worldwide. As part of this outreach, Chairman Jay
Clayton participated in town hall events at the Penta-
gon and the Marine Forces Reserve Headquarters in
New Orleans, Louisiana, where he spoke to hundreds
of military personnel on financial readiness, investing
wisely, and avoiding financial fraud. In addition, OIEA
joined the U.S. Army in a Twitter chat resulting in
345,000 impressions, and SEC staff distributed nearly
40,000 copies of our updated Financial Readiness:
Saving and Investing for Military Personnel brochure.
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FINANCIAL HIGHLIGHTS

This section provides an analysis of the financial Sequestration Order for FY 2019
position, results of operations, and the underlying On March 1, 2013, the President issued the Seques-
causes for significant changes in balances presented tration Order for FY 2013, which reduced FY 2013
in the SEC’s FY 2019 financial statements. budget authority.
As described further below, the SEC’s finances have As determined by the Office of Management and
several main components: Budget (OMB), for FY 2019, the sequestration order
« An annual appropriation from Congress; was applicable to mandatory appropriations, which
« Securities transaction fees, charged in accordance included the Reserve Fund and the Investor Protection
with Section 31 of the Securities Exchange Act, Fund, of the SEC as follows:
which offset the agency’s annual appropriation;
« Securities registration, tender offer, and merger Reserve Fund
fees (also called filing fees), of which $50 million is The budget authority of $75 million was reduced by
deposited into the Securities and Exchange Commis- 6.2 percent, or $4.7 million.
sion Reserve Fund (Reserve Fund) each year. The
Reserve Fund may provide resources up to $100 Investor Protection Fund
million to pay for SEC expenses, and are not subject The budget authority of $185.3 million was reduced by
to annual appropriation or apportionment; 6.2 percent, or $10.1 million.

« Disgorgement and penalties ordered and collected
from violators of the securities laws, some of which
are then returned to harmed investors and the
balances are transferred to the Treasury; and

« The SEC Investor Protection Fund, which is funded
through disgorgement and penalties not distributed
to harmed investors, and is used to make payments
to whistleblowers who give tips to aid the SEC’s
enforcement efforts in certain circumstances, as
well as to cover the expenses of the SEC Office of
Inspector General Employee Suggestion Program.
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Overview of Financial Position
Assets. At September 30, 2019, the SEC’s total

assets were $10.1 billion, a decrease of $341 million,

or 3 percent, from FY 2018.

Investments decreased by $423 million between
FY 2019 and FY 2018 year end. The decrease is
primarily due to reductions in disgorgement and
penalties investments as a result of disbursements
to fund administrators for planned distributions.
These disbursements were partially offset by new
collections that were invested during FY 2019,
and a larger investment balance in the Investor
Protection Fund due to replenishment.

Accounts Receivable increased by $97 million
between FY 2019 and FY 2018 year end. The
variance is primarily the result of a $56 million
increase in Section 31 receivables, largely due to a
higher fee rate in effect for September of FY 2019
compared to the same period of the previous year.
The increase is also attributable to disgorgement and
penalties receivables established during FY 2019.

Chart 1.3 | FY 2019 Assets by Type
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Table 1.2 | Assets as of September 30, 2019 and 2018

(DOLLARS IN MILLIONS) 2019 2018
Fund Balance with Treasury $ 7,835 $ 7,822
Investments — Disgorgement
and Penalty Fund 1,306 1,811
Investments —Investor 392 310
Protection Fund
Accounts Receivable, Net 417 320
Property and Equipment, Net 96 121
Other Assets 5 8
Total Assets $ 10,051 $ 10,392
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Liabilities. At September 30, 2019, the SEC’s total
liabilities were $2.2 billion, a decrease of $526 million,
or 19 percent, from FY 2018.

For the assets received resulting from enforcement
judgments, the SEC recognizes a corresponding
liability, which is either custodial if the collections
are transferred to the U.S. Treasury General Fund
or the Investor Protection Fund, or governmental if
the collections are held pending distribution to
harmed investors.

The decrease of $531 million in the liability for
disgorgement and penalties is mostly attributable to
disbursements to fund administrators for planned
distribution to harmed investors that occurred between
October 1, 2018, and September 30, 2019.

Custodial Liability increased by $86 million due to a
significant increase in new custodial disgorgement and
penalties orders in FY 2019.

Accounts Payable decreased by $82 million primarily
due to a reduction in whistleblower awards payable as
of September 30, 2019, compared to the prior year.

Contingent Liabilities decreased by $13 million as of
September 30, 2019. The majority of the FY 2018
awards that were included in the contingent liability
as of September 30, 2018, were paid or moved to
accounts payable during FY 2019.

Ending Net Position. The SEC’s net position,
comprised of both unexpended appropriations and
the cumulative results of operations, increased by
$185 million between September 30, 2019 and 2018.
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Chart 1.4 | FY 2019 Liabilities by Type
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Table 1.3 | Liabilities as of September 30, 2019 and 2018

(DOLLARS IN MILLIONS) 2019 2018
Liability for Disgorgement $ 1,728 $ 2,259
and Penalties

Custodial Liability 151 65
Accrued Payroll, Benefits, and Leave 137 121
Accounts Payable 88 170
Registrant Deposits 42 40
Contingent Liability 51 64
Other Liabilities 15 19
Total Liabilities $ 2,212 $ 2,738




Results of Operations

Earned Revenues. Total earned revenues for
the year ended September 30, 2019, decreased by
$194 million, or 8 percent, from FY 2018.

Filing Fee Revenue decreased by 3 percent through
September 30, 2019, when compared to the prior year
due to the filing fee rate decreasing from $124.50 per
million transacted in FY 2018 to $121.20 per million
transacted in FY 2019.

Section 31 fee revenue decreased primarily due to
lower fee rates in effect during FY 2019 ($13.00 and
$20.70 per million transacted) compared to FY 2018
($23.10 and $13.00 per million transacted). The
Section 31 fee rate was adjusted to $20.70 per million
transacted, effective April 16,2019.

Reserve Fund. Section 991(e) of the Dodd-Frank
Wall Street Reform and Consumer Protection Act of
2010 (Dodd-Frank Act) authorized the creation of a
Reserve Fund. Funded from filing fee collections, the
SEC can deposit up to $50 million per fiscal year, and
the fund cannot hold more than $100 million in total.
Excess filing fees are deposited to the U.S. Treasury
General Fund.

For the year ended September 30, 2019, filing fee
revenues totaled $579 million. Fifty million dollars was
deposited into the Reserve Fund, of which $5 million
was sequestered. The excess of $529 million was
earned on behalf of the U.S. Treasury General Fund.

Table 1.4 | Earned Revenues
For the years ended September 30, 2019 and 2018

(DOLLARS IN MILLIONS) 2019 2018
Section 31 Securities $ 1,530 $ 1,704
Transaction Fees
Securities Registration, Tender Offer, 579 599
and Merger Fees (Filing Fees)
Total Earned Revenues $ 2,109 $ 2,303
Chart 1.5 | Filing Fee Earned Revenue
(DOLLARS IN MILLIONS)
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Filing fees deposited to the Reserve Fund can be

used to fund the SEC’s operations, create budgetary
authority, and are reported as a component of
Appropriations (Discretionary and Mandatory) on the
SEC’s Statement of Budgetary Resources. Filing fees
deposited to the U.S. Treasury General Fund do not
create budget authority and cannot be used to fund
the SEC’s operations.

After FY 2019 deposits of $50 million, prior year
sequestration returned totaling $5 million, and new
FY 2019 sequestration totaling $5 million, Reserve
Fund resources totaling $63 million were obligated
for the year ended September 30, 2019, for both
capitalized and non-capitalized IT-related hardware,
software, and contracting, leaving a remaining unobli-
gated balance of $3 million of available resources.

Program Costs. Total Program Costs were

$1.8 billion for the year ended September 30, 2019,
an increase of $43 million, or 2 percent, compared
to FY 2018.
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Chart 1.6 | FY 2019 Filing Fee Revenue
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Budgetary Resources

For the year ended September 30, 2019, the SEC’s
total budgetary resources equaled $2.5 billion, a
4 percent increase from FY 2018.

Unobligated Balance from Prior Year Budget
Authority. The Unobligated Balance for the Salaries
and Expenses Fund increased due to the $245 million
that was appropriated in FY 2018 for the potential
build out of a new SEC headquarters. Unfunded lease
obligations decreased from $68 million at the begin-
ning of FY 2019, to a balance of $28 million for the
year ended September 30, 2019.

Appropriations. The SEC’s Appropriations balance
as of September 30, 2019, increased by $60 million
when compared to the prior year primarily due to a
higher shortfall of FY 2019 Section 31 transaction
fees collected to offset the SEC’s appropriation
authority for Salaries and Expenses. As an offset to
this shortfall, the SEC experienced reduced Reserve
Fund resources in FY 2019 when compared to

FY 2018 as a result of the FY 2017 temporary rescis-
sion becoming available during FY 2018.

Table 1.5 | Total Budgetary Resources
For the years ended September 30, 2019 and 2018

(DOLLARS IN MILLIONS)

Chart 1.8 | FY 2019 Sources of Funds
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Percentages do not include the Unobligated Balance Brought
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2019 2018

Unobligated Balance from Prior Year Budget Authority, Net (Discretionary and Mandatory)

Salaries and Expenses Fund—Without Unfunded Lease Obligations

$ 284 $ 51

Salaries and Expenses Fund —Effect of Change in Legal Interpretation for Lease Obligations (68) (139

Reserve Fund 16 2

Investor Protection Fund 299 297
Total Unobligated Balance, Brought Forward, October 1 531 211
Appropriations (Discretionary and Mandatory)

Salaries and Expenses Fund 239 145

Reserve Fund 50 75

Investor Protection Fund 165 174
Spending Authority from Offsetting Collections 1,473 1,753
Total Budgetary Resources $ 2458 $ 2,358

MANAGEMENT'S DISCUSSION AND ANALYSIS | 29



Spending Authority from Offsetting
Collections and Appropriations

During the fiscal year, the SEC receives an appro-
priation to fund its operations. This appropriation
establishes the SEC’s new budget authority in its
Salaries and Expenses Fund for the fiscal year. The
SEC received new budget authority of $1,712 million
for FY 2019.

Chart 1.9 | Offsetting Collections vs. New Budgetary
Authority Section 31 Exchange and Transaction Fees
(DOLLARS IN MILLIONS)

$2,000

31,500 $1 321 $1 350

$1,000

4928 $1,476

$1,
$1,2731$1:291

$500

S0

FY2013 FY2014 FY2015 FY2016 FY2017 FY2018 FY2019

B Total Actual

I New Budgetary
Offsetting Collections

Authority

I Appropriations

30 | 2019 SEC AGENCY FINANCIAL REPORT

The SEC’s Section 31 fee collections are used to offset
the appropriation, and as the collections come in, the
appropriated authority is returned to the U.S. Treasury
General Fund. The SEC collected $1,473 million in
Section 31 transaction fees for the year ended Septem-
ber 30, 2019. In FY 2018, the SEC’s appropriation
was $1,896 million, which was offset by $1,751
million in collections.



Investor Protection Fund

The SEC prepares standalone financial statements

for the Investor Protection Fund as required by the
Dodd-Frank Act. The Fund was established in FY 2010
to provide funding for a whistleblower award program
and to finance the operations of the SEC Office of
Inspector General Employee Suggestion Program.

For the year ended September 30, 2019, the balance of
the Investor Protection Fund increased by $104 million
when compared to the prior fiscal year.

During FY 2019, the SEC deposited available
Disgorgement and Penalty collections and interest
totaling $163 million; $156 million due to Investor
Protection Fund replenishments after falling below
the $300 million statutory threshold; and $7 million
due to investment interest in Treasury securities. The
SEC paid $142 million to whistleblowers, including
$61 million awarded in FY 2019.

Table 1.6 | Investor Protection Fund Activity
For the years ended September 30, 2019 and 2018

Limitations of the Financial Statements
The principal financial statements are prepared to
report the financial position and results of operations
of the reporting entity, pursuant to the requirements of
31 US.C. § 3515(b). The statements are prepared from
the books and records of Federal entities in accordance
with Federal GAAP and the formats prescribed by
OMB. Reports used to monitor and control budgetary
resources are prepared from the same books and
records. The financial statements should be read with
the realization that they are for a component of the
U.S. Government.

(DOLLARS IN MILLIONS) 2019 2018

Balance of Fund at Beginning of Fiscal Year, October 1 $ 299 $ 297
Amount Deposited Into or Credited to the Fund During the Fiscal Year 163 185
Amount Obligated and Unpaid During the Fiscal Year 81 (77)
Amount Paid From the Fund During the Fiscal Year to Whistleblowers (142) (94)
Net Sequestration and Recoveries 2 (12)
Balance of the Fund at the End of the Reporting Period $ 403 $ 299
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PERFORMANCE HIGHLIGHTS

The SEC’s performance data provides a foundation for
both programmatic and organizational decision making,
and is critical for gauging the agency’s success in meeting
its strategic goals. The SEC is committed to using perfor-
mance management best practices to promote greater
accountability. This section provides information on key
performance measures for FY 2019. It outlines the SEC’s
strategic and performance planning framework and
highlights the agency’s progress toward reaching its key
performance targets.

The SEC’s FY 2019 Annual Performance Report (APR)
will be issued with the agency’s FY 2021 Congressional
Budget Justification Report, and will provide a complete
discussion of the agency’s strategic goals, including a
description of performance goals and objectives, data
sources, performance results and trends, and informa-
tion about internal reviews and evaluations. The below
summary of the SEC’s verification and validation of

all performance data will also be included in the APR.
The SEC’s APR is expected to be available in 2020 at
SEC.gov/about/secreports.shtml.

Strategic and Performance

Planning Framework

The SEC’s FY 2019 strategic and performance planning
framework is based on the FY 2018—FY 2022 Strategic
Plan, which is available at SEC.gov/strategic-plan. The
Strategic Plan outlines the agency’s mission, vision,
values, strategic goals, and strategic initiatives. The
SEC’s work is structured around 3 strategic goals

that also serve as its strategic objectives, as well as

14 strategic initiatives the agency plans to achieve in
support of those goals and objectives.
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Verification and Validation of
Performance Data

The SEC’s programs require accurate data to properly
assess program performance and make sound manage-
ment decisions. To ensure data is correct, a system of
data verification and validation is used. Data verifica-
tion is a systematic process for evaluating a set of data
against a set of standards to ascertain its completeness,
correctness, and consistency using the methods and
criteria defined in the project documentation. Data
validation follows the data verification process in

an effort to ensure that performance data are free of
systematic error or bias, and that what is intended

to be measured is actually measured. Together, these
processes are used to evaluate whether the information
has been generated according to specifications, satisfies
acceptance criteria, and is appropriate and consistent
with its intended use.

Below is a list of steps taken to ensure the performance
data presented in this report is complete, reliable, and
accurate.

1. The agency develops performance goals through its
strategic planning process.

2. The SEC’s divisions and offices provide:

« The procedures used to obtain assurance as to
the accuracy and reliability of the data;

« The data definitions for reference;

« Documentation and explanation of the perfor-
mance goal calculations; and

« The sources of the underlying data elements.

3. The performance data is approved by the division
directors and office heads. This process ensures that
the data used in the calculation of performance goals
is accurate and reliable, and that internal control is
maintained throughout the approval process.


http://www.SEC.gov/about/secreports.shtml
https://www.sec.gov/strategic-plan

Strategic Goal 1. Focus on the long-term interests of our Main Street investors

Chart 1.10

Number of outreach events, roundtables, educational, and information sessions for different types of

investors/market participants

Description: This metric indicates the number of two types of
activities: (1) educational events that are designed primarily to
provide individual investors and the general public with
information about investing and the securities markets; and
(2) outreach events that are designed primarily to engage

with investors (including small business investors) and receive
feedback about policy questions. Outreach events could
include public events, meetings with groups of investors, or

a coordinated series of one-on-one meetings (not routine
meetings with advocacy groups).

Target: Educational Events—Exceeded,;
Outreach Events—Exceeded

Responsible Division/Office: Office of Investor Education
and Advocacy; Office of the Investor Advocate

Data Source: Internal Tracking Logs

Main Street investors are the bedrock of our public
capital markets. Their willingness to commit capital
over the long term provides businesses with the oppor-
tunity to flourish and create jobs. Main Street investors
also supply the capital markets with the funds that fuel
the U.S. economy. In turn, our markets have provided
retail investors with investment opportunities that help
them secure their financial futures and provide for their
families. In FY 2019, the SEC staff interacted directly
with investors from across the country. Specifically, the
SEC staff conducted 510 in-person investor education
events and 14 outreach events focused on different
segments of the population, including senior citizens,
both current and former military personnel, teachers,
younger investors, and other affinity groups. Many of
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Note: Data for FY 2014 — FY 2017 is not available.

the events occurred during World Investor Week,
a global initiative promoted by the International
Organization of Securities Commissions to raise
awareness about the importance of investor
education and protection.

At the SEC, we are motivated by the fact that tens

of millions of Americans are invested in our capital
markets and have to make personal investment
decisions such as which stocks, bonds, mutual funds,
exchange-traded funds (ETF), and other securities to
purchase or sell, or whether to hire a broker-dealer or
investment adviser. Many Americans also participate
in our markets through pension funds and related
investment vehicles.
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Chart 1.11

Percentage of enforcement actions in which the Commission obtained relief on one or more claims

Description: This metric identifies, as to all 100%
parties to enforcement actions that were resolved
in the fiscal year, the percentage against whom
the Commission obtained a judgment or order
entered on consent, a default judgment, a
judgment of liability on one or more charges,
and/or the imposition of monetary or other relief.
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The SEC’s Enforcement Program plays an essential
role in carrying out the SEC’s strategic goal to focus
on the long-term interests of Main Street investors

by focusing on identifying and addressing misconduct
that impacts retail investors.

The remedies sought by the Division of Enforcement
(ENF) in both litigated and settled actions are intended
to ensure that the agency obtains appropriate relief
commensurate with the nature and extent of the
misconduct and all relevant facts and circumstances at
issue. The SECs litigation efforts also deter misconduct
by demonstrating the agency’s commitment to pursu-
ing valid claims to trial, where necessary. The SEC
endeavors to resolve actions quickly and on a favorable
basis where practicable, while at the same time filing
contested matters where appropriate settlement terms
cannot be reached before filing. The agency seeks to
direct its limited resources toward cases that are likely
to have the greatest impact in furthering the SEC’s
mission and strategic goals.
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FY2014 FY2015 FY2016 FY2017 FY2018 FY2019 FY 2019

Plan Actual

In FY 2019, ENF exceeded its performance goal by
obtaining such a judgment or order 95 percent of
the time. These judgments and orders were issued

in hundreds of different actions, including those
directly impacting retail investors, such as offering
fraud, Ponzi schemes, affinity frauds, microcap fraud,
and the Share Class Selection Disclosure Initiative.
The Share Class Selection Disclosure Initiative

alone will result in the return of over $135 million

to retail investors. The resulting savings to retail
investors from moving to lower cost share classes
will continue for years to come. Over the past five
fiscal years—2013 through 2018—ENF, on average,
obtained a judgment or order finding liability on one
or more claims and/or imposing relief 94 percent of
the time. We are pleased that our FY 2019 results are
consistent with this figure.



Strategic Goal 2: Recognize significant developments and trends in our evolving capital
markets and adjust our efforts to ensure we are effectively allocating our resources

Table 1.7

Respond to 95 percent of written requests for guidance within 90 days, in accordance with timeframes established by

SEC policy

Description: The SEC staff responds to requests for guidance from individuals and market participants about specific provisions of the
federal securities laws. These queries may seek interpretations of the securities laws or regulations, or assurances that no enforcement
action will be taken if the individual or market participant engages in a specified activity. The staff also reviews applications for exemptions
from the securities laws. Written responses to requests for guidance, when provided, generally are publicly available, as are applications
and related notices and orders, when issued. This metric gauges the timeliness of initial comments issued by the Divisions of Trading and
Markets (TM), Investment Management (IM), and Corporation Finance (CF).

FY 2019 FY 2019
Fiscal Year FY 2014 FY 2015 FY 2016 FY 2017 FY 2018 Plan Actual
Division of Trading and Markets (TM) Prior Year Data Not Available 95% 98%
Division of Investment Management (IM) Prior Year Data Not Available 95% 100%
Division of Corporation Finance (CF) Prior Year Data Not Available 95% 99%

Target: TM—Exceeded; IM—Exceeded; CF—Exceeded

Responsible Division/Office: Division of Trading and Markets; Division of Investment Management; Division of Corporation Finance

Data Source: CCO Project Tracker (IM) and Internal Databases (CF, TM)

Our capital markets are evolving rapidly, mainly

as a result of technology and broad, global macro-
economic factors. As technological advancements

and commercial developments continue to change
how our securities markets operate and spur the
development of new products, the SEC’s ability to
remain an effective regulator requires that we foster
an environment in which innovation, modernization,
and productivity can advance while investors are also
provided with necessary information and protections
against fraud and abuse. An important way in which
the SEC achieves this goal is by responding to written
requests for exemptive relief and other staff guidance
and assistance. The Divisions of Trading and Markets,
Investment Management, and Corporation Finance all
exceeded their timeliness targets of responding to 95
percent of written requests for guidance within 90 days.

Specifically, exemptive relief is a significant and
valuable tool in the evolution of the investment
management industry. It has paved the way to support
capital formation through innovative investment
products, services, structures, and techniques while
maintaining important investor protections. For
example, the Division of Investment Management
responded to requests for exemptive relief in areas
such as actively-managed ETFs and requests for
guidance concerning fund board oversight.

The SEC continues to exceed its target of issuing
initial comments on exemptive applications and
guidance letters within 90 days because providing
initial comments within the targeted timeframe is a
continuing priority.

MANAGEMENT'S DISCUSSION AND ANALYSIS | 35



Strategic Goal 3: Elevate the SEC's performance by enhancing our analytical capabilities

and human capital development

Chart 1.12

Percentage of GAO and OIG recommendations closed out within 12 months

Description: Timely completion of audit 80%
recommendations is an important SEC priority.
This metric measures how well the Commission is 70% 729%
doing completing corrective action on GAO and ?
OIG audit recommendations within 12 months. 60% 65%
Target: Not met
9 50%
Responsible Division/Office: 50%
Office of the Chief Operating Officer 40%
Data Source: Audit Management System (Archer) 20
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On January 3, 2019, Congress passed a new law called
the Good Accounting Obligation in Government Act
(GAO-IG Act) for the purpose of enhancing transpar-
ency into open and unimplemented recommendations
issued by the Government Accountability Office
(GAO) and federal Offices of Inspectors General.

The GAO-IG Act requires federal agencies to include,
in their annual budget justifications, a report that
identifies each public recommendation issued by GAO
and the Office of Inspector General (OIG) which has
remained unimplemented for one year or more from
the annual budget justification submission date. This
new requirement will provide greater transparency for
Congress and the public over the SEC’s older outstand-
ing audit recommendations and the agency’s progress
in implementing them.
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Note: Data for FY 2014 = FY 2017 is not available.

In FY 2019, the SEC hired its first ever Chief Risk
Officer to help lead our team dedicated to ensuring
the timely completion of agency corrective actions.

In FY 2019, the SEC closed 50 percent of open GAO
and OIG audit recommendations within one year of
issuance, which was below its target of 65 percent.
However, the SEC also closed an additional eight open
GAO and OIG audit recommendations right after the
12-month milestone, which would have resulted in

a 62 percent completion rate. In FY 2020, the SEC
will focus on improving how the agency proactively
addresses its open audit recommendations in a timely
manner and further enhancing its audit follow-up
program, including hiring key program personnel,
enhancing policy and procedures, and taking
additional measures to improve response times and
communication regarding agency corrective actions.



MANAGEMENT ASSURANCES AND
COMPLIANCE WITH LAWS

In FY 2019, the SEC demonstrated its continued
commitment to maintaining strong internal controls.
Internal control is an integral component of effective
agency management, providing reasonable assurance
that the following objectives are being achieved:
effectiveness and efficiency of operations, reliability of
reporting, and compliance with laws and regulations.
The Federal Managers’ Financial Integrity Act of 1982
(FMFTA) establishes management’s responsibility to
assess and report on internal accounting and adminis-
trative controls. Such controls include program, opera-
tional, and administrative areas, as well as accounting
and financial management. The FMFIA requires
federal agencies to establish controls that reasonably
ensure obligations and costs are in compliance with
applicable laws; funds, property, and other assets are
safeguarded against waste, loss, unauthorized use,

or misappropriation; and revenues and expenditures
are properly recorded and accounted for to permit

the preparation of reliable reports and to maintain
accountability over the assets. The FMFIA also
requires agencies to annually assess whether financial
management systems conform to related requirements

(FMFIA § 4). Guidance for implementing the FMFIA

is provided through Office of Management and Budget
(OMB) Circular A-123, Management’s Responsibility
for Enterprise Risk Management and Internal Control,
and the newly revised Appendix A, Management of
Reporting and Data Integrity Risk.

Section 963 of the Dodd-Frank Wall Street Reform
and Consumer Protection Act of 2010 (Dodd-Frank
Act) describes the responsibility of SEC management
to establish and maintain adequate internal controls
and procedures for financial reporting. This section
requires an annual financial controls audit, a Govern-
ment Accountability Office (GAQ) audit of the SEC’s
assessment of the effectiveness of financial controls,
and attestation by the Chairman and the Chief Finan-
cial Officer (CFO). Section 922 of the Dodd-Frank Act
requires the SEC to submit audited financial statements
of the Investor Protection Fund to the Senate Commit-
tee on Banking, Housing, and Urban Affairs, and the
House of Representatives Committee on Financial
Services. The following Assurance Statement is issued
in accordance with the FMFIA, OMB Circular A-123,
and Sections 963 and 922 of the Dodd-Frank Act.
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Annual Assurance Statement

SEC management is responsible for establishing and maintaining an effective system of
internal control that meets the objectives of the Federal Managers’ Financial Integrity Act
of 1982 (FMFIA). In accordance with OMB Circular A-123, Management’s Responsibility
for Enterprise Risk Management and Internal Control, the SEC conducted its annual
assessment of its system of internal control. Based on the results of this assessment, the
SEC can provide reasonable assurance that its system of internal control over operations,
reporting, and compliance was operating effectively as of September 30, 2019.

SEC management is also responsible for establishing and maintaining an adequate internal
control structure and procedures for financial reporting. Based on the results of its annual
assessment of internal controls, the SEC can provide reasonable assurance that internal
controls and procedures over financial reporting were operating effectively during the year
ended September 30, 2019.

The SEC also conducted reviews of its financial management systems in accordance with
OMB Circular A-123 Appendix D, Compliance with the Federal Financial Management
Improvement Act of 1996 (FFMIA). Based on the results of these reviews, the SEC can
provide reasonable assurance that its financial management systems substantially comply
with the requirements of the FFMIA as of September 30, 2019.

il g i

JAY CLAYTON CARYN E. KAUFFMAN
Chairman Chief Financial Officer
November 12, 2019 November 12, 2019
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Management's Assessment of

Internal Control

The Chairman and CFO’s FY 2019 annual assurance
statement for FMFIA provides reasonable assurance
that internal controls over operations, reporting, and
compliance were operating effectively as of September
30, 2019. The associated objectives are: effective and
efficient operations; compliance with applicable laws
and regulations; and reliability of reporting.

The basis for management’s assessment of, and assur-
ance about, the SEC’s system of internal control is
composed of many facets. A central facet is the reports
from each division director and office head. These
statements were based on each person’s knowledge of
daily operations, self-assessments, and internal reviews
supported by control testing, as well as recommen-
dations for improvement from audits, investigations,
and reviews conducted internally by the SEC Office

of Inspector General (OIG) and GAO. Management

considered the contents of these statements along with

other sources of information that included, but were
not limited to, the following:

« An entity-level internal control evaluation;

« Internal management reviews, self-assessments, and
tests of internal controls;

« Management’s personal knowledge gained from
daily operations;

« Reports from GAO and the OIG;

« Reviews of financial management systems under
OMB Circular A-123 Appendix D, Compliance with
the Federal Financial Management Improvement Act
of 1996 (FEMIA);

« Reports pursuant to the Federal Information
Security Modernization Act (FISMA) and OMB
Circular A-130, Management of Federal
Information Resources;

« Reviews on improper payments;

« Reviews that support compliance with the Digital
Accountability and Transparency Act of 2014
(DATA Act);

« Reports and other information from Congress
or agencies such as OMB, the Office of Personnel
Management, and/or the General Services
Administration reflecting the adequacy of internal
controls; and

« Additional reviews relating to a division or office’s
operations.

With respect to internal controls over reporting of
financial information, the SEC performed a compre-
hensive risk assessment. The agency documented its
key controls to address risks, and assessed the design
and operating effectiveness of these controls through
detailed test procedures. The agency also tested the
operating effectiveness of control activities that were
found to be deficient in prior years. SEC management
analyzed the magnitude of internal control deficiencies,
both individually and in the aggregate, to determine
whether a material weakness existed in the financial
reporting processes.

Taking into account the statements from directors and
office heads, the supplemental sources of information
as described above, and the results of the assessment
of internal controls over operations, reporting, and
compliance, the agency’s Financial Management
Oversight Committee advises the Chairman as to
whether the SEC had any internal control deficiencies
and, if so, their related significance.
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Material Weakness Related to
Cybersecurity Risks

In August 2017, the SEC learned that a cybersecurity
incident previously detected in 2016 may have provided
the basis for illicit gain through trading. Specifically,

a software vulnerability in the test filing component
of the agency’s Electronic Data Gathering, Analysis,
and Retrieval (EDGAR) system was exploited and
resulted in access to nonpublic information. The 2016
intrusion resulted in part from a deficiency in the SEC’s
ability to timely detect and mitigate vulnerabilities
within the EDGAR system’s source code. Specifically,
the security reviews of EDGAR source code were not
consistently implemented. In addition, the agency’s
incident response protocols did not sufficiently ensure
that agency leadership was appropriately apprised of
information necessary for addressing cybersecurity
risks. Taken together, management determined that
these two deficiencies represented a material weakness
in the agency’s internal control system over operations
as of September 30, 2017.

During FY 2018, the agency completed a series of
substantive steps designed to better detect and prevent
code vulnerabilities and improve communication
around potential cybersecurity risks, including imple-
menting new vulnerability assessment tools, proactive
code reviews, and an agency-wide incident management
plan. While multiple corrective actions were imple-
mented during FY 2018, the SEC continued to report
for that year a material weakness in internal control in
operations associated with information security, until a
more comprehensive assessment of the effectiveness of
controls in this area could be performed.

During FY 2019, the SEC completed this independent
third-party assessment of its IT entity and system-
level controls. The assessment leveraged the GAO
Green Book, applying the Federal Information System
Controls Audit Manual (FISCAM) to test controls
pursuant to the National Institute of Standards and
Technology (NIST) Special Publication 800-53. The
results of the independent assessment demonstrated
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that, for purposes of OMB Circular A-123, the SEC
has an effective system of internal controls with respect
to information security. As described below, however,
agency management does not view the determination
for purposes of OMB Circular A-123 as an indication
that the agency’s systems are substantively immune
from cyberattacks, or that significant work does not
need to be done with respect to cybersecurity.

The SEC has also taken other substantive steps designed
to improve the agency’s detection and response capabil-
ities and additional work is planned for FY 2020 and
beyond. For example, in FY 2019:

« The SEC continued to partner with multiple
third parties to conduct penetration testing and
other security assessment activities to identify
system vulnerabilities and test incident response
mechanisms.

« The SEC increased its emphasis on high value
asset (HVA) risk management. In accordance with
OMB memorandum 19-03, the SEC established an
intra-agency HVA governance structure led by the
Chief Operating Officer to enable the incorporation
of HVA activities into broader agency planning
activities for information system security and
privacy management. In accordance with Binding
Operational Directives 18-02, the Department
of Homeland Security (DHS) conducted security
testing for the SEC’s HVAs, and third party cyberse-
curity experts conducted multiple penetration tests
and system assessments.

« The SEC made further progress in implementing
the NIST Cybersecurity Framework (CSF), pursu-
ant to the President’s Executive Order 13800, by
completing risk profiles for all HVAs and continues
to integrate the CSF into cybersecurity risk manage-
ment practices.

« The SEC made progress toward implementing
DHS Continuous Diagnostics and Mitigation
(CDM) capabilities by establishing agency-level
dashboard components that will collect data from

security management tools and interface with the
federal-level CDM dashboard.



Collectively, these assessments and enhancements have
resulted in management’s conclusion to consider the
agency’s material weakness in operations remediated
for the purposes of OMB Circular A-123. Importantly,
while progress has been made, this determination is
only for the purposes of OMB Circular A-123 and
should not be viewed as a determination that the
agency’s systems are immune from cyberattacks or
that we can be certain that an incident like the one
that occurred in 2016 could not happen again. SEC
management remains mindful of the fact that—like
many other governmental agencies, financial market
participants, and private sector entities—the agency

is the subject of frequent attempts by unauthorized
actors to disrupt public-facing systems, access data, or
otherwise damage technology infrastructure. Accord-
ingly, we recognize that we must continue to work to
improve our cybersecurity risk profile, particularly in
today’s environment.

Other Reviews

The Improper Payments Elimination and
Recovery Improvement Act

The Improper Payments Information Act of 2002
(IPTA), as amended by the Improper Payments Elimina-
tion and Recovery Act of 2010 (IPERA), the Improper
Payments Elimination and Recovery Improvement Act
of 2012 (IPERIA), and the Federal Improper Payments
Coordination Act of 20135, requires agencies to review
all programs and activities they administer and identify
those which may be susceptible to significant erroneous
payments. For all programs and activities in which the
risk of erroneous payments is significant, agencies are
to estimate the annual amount of erroneous payments
made in those programs. The SEC’s risk assessments
have consistently indicated that none of the SEC’s
programs are susceptible to significant improper
payments. Therefore, per OMB guidelines, the SEC is
required to conduct risk assessments every three years,
or sooner if a program has a significant change in legis-
lation and/or a significant increase in its funding. The
agency’s last assessment was conducted in FY 2016
prompting a risk assessment be performed in FY 2019.

The results of this assessment continue to support the
determination that all of the SEC evaluated programs
are low risk. The SEC anticipates that its next risk
assessment will be performed in FY 2022,

For additional information regarding the SEC’s compli-
ance with improper payments, please refer to Payment
Integrity Reporting Details in the Other Information
Section of this report.

Digital Accountability and Transparency

Act of 2014/Data Quality Plan

The DATA Act (Pub. L. 113-101) was enacted to
establish government-wide financial data standards to
increase the availability, accuracy, and usefulness of
federal spending information. The DATA Act requires
that federal agencies report financial spending data in
accordance with data standards established by the U.S.
Department of the Treasury (Treasury) and OMB. The
DATA Act requires federal agencies to disclose direct
federal agency expenditures and link federal contract
spending information to programs of federal agencies
to enable taxpayers to track federal spending more
effectively using USASpending.gov.

In accordance with the DATA Act, the SEC formal-
ized financial system and manual controls over the
completeness and accuracy of federal spending data
reported both internally and externally. The SEC
began its successful quarterly reporting transmission to
Treasury in the second quarter of FY 2017.

OMB memorandum 18-16, Appendix A to OMB
Circular A-123, Management of Reporting and Data
Integrity Risk, was published on June 6, 2018. This
memorandum called for the creation of a Data Quality
Plan (DQP). The SEC completed a DQP that contains
the processes in place to address the completeness and
accuracy of award and financial data reported to the
Treasury. It utilizes the principles of OMB Circular
A-123 Appendix A to highlight the discipline and
internal controls of the related information systems
that contain spending information.
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Financial Management System
Conformance

The FEMIA requires that each agency implement and
maintain financial management systems that comply
substantially with federal financial management
systems requirements, applicable federal accounting
standards, and the U.S. Standard General Ledger at
the transaction level. The purpose of the FFMIA is to
advance federal financial management by verifying
that financial management systems provide accurate,
reliable, and timely financial management information
in order to manage daily operations, produce reliable
financial statements, maintain effective internal control,
and comply with legal and regulatory requirements.
Although the SEC is exempt from the requirement to
determine substantial compliance with the FEMIA,
the agency assesses its financial management systems
annually for conformance with the requirements of
OMB Circular A-123 Appendix D and other federal
financial system requirements.

Summary of Current Financial System and
Future Strategies

The FY 2019 assessment of current financial systems
demonstrated that a low risk rating would be appro-
priate, and that the agency substantially complied with
the requirements of Section 803(a) of the FFMIA. The
SEC’s financial system, Delphi, is supported by an
approved Federal Shared Service Provider (FSSP) and
meets all of the requirements of the FFMIA.

In FY 2019, the SEC continued to work with its FSSP,
the Department of Transportation’s Enterprise Services
Center, to enhance its existing systems. The SEC is
also continuing to improve efficiencies to create a new
Disgorgements and Penalties System. This project is
scheduled for implementation in FY 2020. The SEC
believes that continuing to invest in technology-based
solutions will help to put its controls on a more
sustainable path.
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Federal Information Security
Modernization Act (FISMA)

FISMA requires federal agencies to “develop,
document, and implement an agency-wide information
security program to provide information security

for the information and information systems that
support the operations and assets of the agency,
including those provided or managed by another
agency, contractor, or other source.” In addition,
FISMA requires federal agencies to conduct annual
assessments of their information security and privacy
programs, to develop and implement remediation
efforts for identified weaknesses and vulnerabilities,
and to report compliance to OMB. The SEC’s Inspec-
tor General, Chief Information Security Officer, and
Senior Agency Official for Privacy perform a joint
review of the Commission’s compliance with FISMA
requirements each year. The Commission submitted its
FY 2019 report to OMB on October 31, 2019.

Oversight and Compliance

During FY 2019, the SEC’s Office of Information
Technology (OIT), in partnership with business
owners, completed assessment and authorization
activities for 38 FISMA reportable systems. OIT
performed 309 privacy reviews for information
collections in accordance with the Privacy Act of 1974,
the Paperwork Reduction Act, and the E-Government
Act of 2002. These privacy reviews resulted in OIT
conducting and publishing nine privacy impact assess-
ments for systems that collect, maintain, or disseminate
personally identifiable information (PII). A privacy
breach response exercise, involving senior leadership,
was also conducted in September. OIT facilitated the
remediation of over 550 self-identified deficiencies that
consist of Plans of Actions and Milestones (POA&M)
associated with the SEC’s assessments of its network
infrastructure and major applications. GAO performed
the SEC’s annual financial statement audit, which
included an audit of the technology environment
supporting financial statement preparation.



The SEC OIG performed an independent evaluation
of the SEC’s information security program, as required
by the E-Government Act of 2002. During FY 2019,
the OIG closed 29 audit recommendations and is in
the process of reviewing closure requests for three
additional recommendations. GAO closed three prior-
year audit recommendations.

Training and Communications

OIT developed and delivered Privacy and Information
Security Awareness training to all SEC personnel and
achieved 100 percent compliance, to include requiring
acknowledgement of the agency’s acceptable use
policy. Network restrictions were placed on personnel
who failed to complete the required training on time.
Throughout the year, OIT promoted information
security and privacy awareness through the agency’s
internal newsletter and by presenting tips for protecting
PII on the SEC Intranet site and lobby displays. The PII
tips focused on practical methods for protecting PII at
home and in the office. OIT developed and presented
in-person Privacy and Information security training at
three regional offices designed to remind employees
about their roles and responsibilities in safeguarding
sensitive data, protecting SEC resources, and reporting
privacy breaches.

Governance and Technology

OIT continues to update governance procedures and
processes consistent with OMB policy and NIST
guidance. In support of these efforts, OIT utilizes an
integrated information security compliance manage-
ment system, recommended by DHS, to serve as a
centralized repository for managing the Commission’s
FISMA compliance obligations, information system
inventory, POA&Ms, and incident tracking. OIT also
continues to improve its operational security capabilities
by implementing an Information Security Continuous
Monitoring (CM) Program and by making investments
in proactive security capabilities, including automated
threat detection mechanisms and vulnerability assess-
ment tools. The SEC is well positioned to continue

the transition to CM and is an active participant in
interagency cybersecurity initiatives, many of which are
led by DHS. The SEC continues to explore secure cloud
computing technologies and solutions that meet federal
information protection requirements. The SEC leverages
eight cloud service providers that have been through the
Federal Risk and Authorization Management Program,
and is exploring opportunities to leverage additional
cloud service providers in accordance with emerging
agency objectives.
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2019 FinTech Forum, sponsored by the SEC's Strategic Hub for Innovation and Financial Technology (FinHub), focused
on distributed ledger technology and digital assets.



FINANCIA

S

~CTION

This section contains the SEC's financial statements and additional information for FYs 2019 and 2018. Infor-
mation presented here satisfies the financial reporting requirements of the Accountability of Tax Dollars Act of
2002 and the Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010 (Dodd-Frank Act). The SEC
prepares these statements and accompanying notes in compliance with U.S. generally accepted accounting
principles for the federal government and OMB Circular A-136, Financial Reporting Requirements.

SEC Financial Statements

Balance Sheets

Presents, as of a specific time, the amount of resources
that embody economic benefits or services owned or
managed by the SEC (assets); amounts owed by the SEC
(liabilities); and amounts that comprise the difference
(net position).

Statements of Net Cost

Presents the gross cost incurred by the SEC, less exchange
revenue earned from its activities. The SEC presents cost
of operations by program to provide cost information at
the program level, and recognizes collections as exchange
revenue on the Statement of Net Cost, even when the
collections are transferred to other entities.

Statements of Changes in Net Position

Reports the change in net position during the reporting
period, including changes to Cumulative Results of
Operations and Unexpended Appropriations.

Statements of Budgetary Resourcest
Provides information about how budgetary resources
were made available, and reports their status at year-end.

Statements of Custodial Activity
Reports the collection of revenue for the U.S. Treasury
General Fund. The SEC accounts for sources and

disposition of the collections as custodial activities on
this statement. Custodial collections of non-exchange
revenue, such as amounts collected from violators of
securities laws as a result of enforcement proceedings,
are reported only on the Statement of Custodial Activity.

Accompanying Notes to the Financial Statements
Provides a description of significant accounting policies
and detailed information on select statement line items.

Required Supplementary Information
(Unaudited)?

Reports the Combining Statements of Budgetary
Resources by fund account.

Investor Protection Fund Financial
Statements

Investor Protection Fund Financial Statements
Provides stand-alone, comparative financial statements
(Balance Sheets, Statements of Net Cost, Statements of
Changes in Net Position, and Statements of Budgetary
Resources), as required by the Dodd-Frank Act.

Accompanying Notes to the Investor Protection
Fund Financial Statements

Provides a description of significant accounting policies
and detailed information on select statement line items,
as required by the Dodd-Frank Act.

1 Budgetary information aggregated for purposes of the Statement of Budgetary Resources is disaggregated for each of the SEC’s major budget accounts

and is presented as Required Supplementary Information.

2 The SEC does not have stewardship over resources or responsibilities for which supplementary stewardship reporting would be required.
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MESSAGE FROM THE CHIEF FINANCIAL OFFICER

I am pleased to join
Chairman Clayton in
presenting the SEC’s
AFR for FY 2019.

Our goal is to present
the agency’s use of
resources, operational
effectiveness, financial
stewardship, and inter-
nal controls in a manner

that demonstrates the
value the SEC provides to the American public. The
financial statements and financial analysis, coupled
with the agency’s Performance Highlights, demonstrate
how the SEC optimizes the use of its financial resources
to protect investors, maintain fair, orderly, and efficient
markets, and facilitate capital formation.

Our independent auditor, the U.S. Government
Accountability Office issued an unmodified opinion
on the SEC’s financial statements and internal controls
over financial reporting in which no significant issues
were identified. This achievement reflects the agency’s
sustained drive to promote strong internal controls
and effective financial management.

In recent years, we invested heavily in improving the
security over our systems and data. The SEC also
focused on replacing legacy applications with new
solutions that are more modern, efficient, and secure.
This is true for SEC financial systems as well. The
Office of Financial Management (OFM) partnered
with other offices to ensure that the systems developed
provide value in addressing mission-related require-
ments as well as financial management needs.
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Examples of these efforts include:

+ Building a comprehensive Disgorgement and
Penalties System (DPS) to improve both financial
and programmatic reporting of enforcement actions.
DPS is expected to improve the quality of data used
to track and manage the agency’s billions of dollars
of enforcement actions, and is a collaborative effort
between OFM and our Division of Enforcement.

« Continuing to modernize the EDGAR Financial
Management System, which supports the SEC’s
management of registration fees. These enhance-
ments both improve the security of our data and
enable more efficient processing of fees on behalf of
the registrant.

« Collaborating with the Enterprise Services Center,
our shared services provider, and the Office of
Acquisitions on electronic invoicing enhancements to
further automate vendor invoice processing, which
will reduce invoice processing costs and standardize
business processes.

Data quality remains a top priority for the SEC. OFM
completed the agency’s first draft of a Data Quality
Plan, which focuses on the key controls and processes
in place to ensure the accuracy of data reported to the
public about SEC spending via USAspending.gov.
Another area of focus within the plan relates to
accuracy of reporting in the area of property manage-
ment. Our strong system of internal controls is the
backbone of the accuracy and integrity of our data.

Our focus on a robust internal controls program
extends beyond financial management and into the
security of our data and our systems. In the two prior
years, the SEC self-identified a material weakness in


https://www.usaspending.gov/#/

the area of information security. As Chairman Clayton
noted in his introductory message to the AFR, we have
undertaken a robust effort to formalize our internal
controls in the area of information security which will
allow us to assess the effectiveness in this area on an
ongoing basis. We therefore consider the previously
reported material weakness to be remediated. There
was a significant amount of effort that went into
addressing this weakness throughout the agency.

[ am proud to be part of a team that works hard

to maintain strong cross-functional partnerships
throughout the agency. Together, OFM and other SEC
divisions and offices will collaborate to provide excep-
tional financial management information, services, and
support. [ would like to thank all of the employees at
the SEC—and especially the personnel within OFM—
for their continued dedication toward this objective.

Sincerely,

W KWM
CARYN E. KAUFFMAN

Chief Financial Officer
November 13, 2019
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REPORT OF INDEPENDENT AUDITORS

48

‘ U.S. GOVERNMENT ACCOUNTABILITY OFFICE

441 G St. NW.
Washington, DC 20548

Independent Auditor's Report

To the Chairman of the United States Securities and Exchange Commission

In our audits of the fiscal years 2019 and 2018 financial statements of the United States
Securities and Exchange Commission (SEC)' and its Investor Protection Fund (IPF),” we found

+ the SEC and IPF financial statements as of and for the fiscal years ended September 30,
2019, and 2018, are presented fairly, in all material respects, in accordance with U.S.
generally accepted accounting principles;

¢« SEC maintained, in all material respects, effective internal control over financial reporting for
SEC and for IPF as of September 30, 2019; and

¢ noreportable noncompliance for fiscal year 2019 with provisions of applicable laws,
regulations, contracts, and grant agreements we tested.

The following sections discuss in more detail (1) our report on SEC's and IPF’s financial
statements and on intemal control over financial reporting, which includes the required
supplementary information (RS1)? and other information included with the financial statements;*
(2) our report on compliance with laws, regulations, contracts, and grant agreements; and (3)
agency comments.

'Section 963 of the Dodd-Frank Wall Street Reform and Consumer Protection Act (Dodd-Frank Act), requires that
(1) SEC annually submit a report to Congress describing management’s responsibility for internal control over
financial reporting and assessing the effectiveness of such internal control during the fiscal year; (2) the SEC
Chairman and Chief Financial Officer attest to SEC's report; and (3) GAQ assess the effectiveness of SEC’s internal
control over financial reporting and evaluate, attest to, and report on SEC’s assessment. Pub. L. No. 111-203, §
963(a), (b), 124 Stat. 1376, 1910 (July 21, 2010), classified at 15 U.5.C. § 78d-8(a), (b). SEC evaluated its internal
control over financial reporting in accordance with the Office of Management and Budget's Circular A-123,
Management's Responsibility for Enterprise Risk Management and Internal Control, based on criteria established
under 31 U.8.C. § 3512(c), (d), commonly known as the Federal Managers’ Financial Integrity Act.

ZIPF, which was established by section 922 of the Dodd-Frank Act, funds the activities of SEC’s whistleblower award
program under that section and the SEC Office of Inspector General Employee Suggestion Program established
under section 966 of the Dodd-Frank Act. Pub. L. No. 111-203, §§ 922(a), 966, 124 Stat. 1376, 1844, 1812-13

(July 21, 2010), classified at 15 U.S.C. §§ 78d-4(e), 78u-6(b), (g). IPF is a separate SEC fund and its financial
statements present SEC’s financial activity associated with these programs. Accordingly, IPF's financial transactions
are also included in SEC's overall financial statements.

IThe RSl consists of the Management's Discussion and Analysis and the Combined Statement of Budgetary
Resources, by Fund, which are included with the financial statements.

“Other information consists of information included with the financial statements, other than the RSI and the auditor's
report.
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Report on the Financial Statements and on Internal Control over Financial Reporting

The Accountability of Tax Dollars Act of 2002 requires that SEC annually prepare and submit
audited financial statements to Congress and the Office of Management and Budget.” The
Securities Exchange Act of 1934, as amended in 2010 by section 922 of the Dodd-Frank Vall
Street Reform and Consumer Protection Act (Dodd-Frank Act), requires SEC to annually submit
a complete set of audited financial statements for IPF to Congress.® IPF's financial transactions
are also included in SEC’s overall financial statements. In accordance with the authority
conferred by the Chief Financial Officers Act of 1920, as amended by the Govemment
Management Reform Act of 1994,7 we have audited the SEC and IPF financial statements.
Further, in accordance with the Dodd-Frank Act, we have assessed the effectiveness of SEC’s
internal control over financial reporting, evaluated SEC's assessment of such effectiveness, and
are attesting to and reporting on SEC’s assessment of its intemal control over financial
reporting. SEC's financial statements comprise the balance sheets as of September 30, 2019,
and 2018; the related statements of net cost of operations, changes in net position, budgetary
resources, and custodial activity for the fiscal years then ended; and the related notes to the
financial statements. IPF's financial statements comprise the balance sheets as of

September 30, 2019, and 2018; the related statements of net cost of operations, changes in net
position, and budgetary resources for the fiscal years then ended; and the related notes to the
financial statements. We also have audited SEC’s internal control over financial reporting as of
September 30, 2019, based on criteria established under 31 U.S5.C. § 3512(c), (d), commonly
known as the Federal Managers' Financial Integrity Act (FMFIA}.

We conducted our audits in accordance with U.S. generally accepted government auditing
standards. We believe that the audit evidence we obtained is sufficient and appropriate to
provide a basis for our audit opinions.

Management's Responsibility

SEC management is responsible for (1) the preparation and fair presentation of SEC’s financial
statements and those of IPF in accordance with U.S. generally accepted accounting principles;
(2) preparing, measuring, and presenting the RSI in accordance with U.S. generally accepted
accounting principles; (3) preparing and presenting other information included in documents
containing the audited financial statements and auditor's report, and ensuring the consistency of
that information with the audited financial statements and the RSI; (4) maintaining effective
internal control over financial reporting, including the design, implementation, and maintenance
of internal control relevant to the preparation and fair presentation of financial statements that
are free from material misstatement, whether due to fraud or error; (5) evaluating the
effectiveness of intemal control over financial reporting based on the criteria established under
FMFIA; and (6) its assessment about the effectiveness of intemal control over financial reporting
as of September 30, 2019, included in the Management Assurance section of the agency
financial report.

%Pub. L. No. 107-289, § 2, 116 Stat. 2048-50 (Nov. 7, 2002), amending 31 U.S.C. § 3515.

Dodd-Frank Act, § 922(a), 124 Stat. 1844 (July 21, 2010), adding § 21F(g)(5) of the Securities Exchange Act of
1934, classified at 15 U.5.C. § 78u-6(g)(5).

See the Chief Financial Officers Act of 1890, Pub. L. No. 101-576, 104 Stat. 2838 (Nov. 15, 1990), codffied, irr

relevant part, as amended, at 31 U.5.C. § 3521(g),; see also the Government Management Reform Act of 1994, Pub.
L. No. 103-356, 108 Stat. 3410 (Oct. 13, 1984), codified, in relevant part, as amended, at 31 U.5.C. § 3515(c).
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Auditor's Responsibility

Our responsibility is to express opinions on SEC’s and IPF’s financial statements and opinions
on intemal control over financial reporting for SEC and for IPF, based on our audits. U.S.
generally accepted government auditing standards require that we plan and perform the audits
to obtain reasonable assurance about whether the financial statements are free from material
misstatement, and whether effective internal control over financial reporting was maintained in
all material respects. We are also responsible for applying certain limited procedures to the RSI
and cother information included with the financial statements.

An audit of financial statements involves performing procedures to obtain audit evidence about
the amounts and disclosures in the financial statements. The procedures selected depend on
the auditor’'s judgment, including the auditor's assessment of the risks of material misstatement
of the financial statements, whether due to fraud or error. In making those risk assessments, the
auditor considers internal control relevant to the entity's preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate in the
circumstances. An audit of financial statements also involves evaluating the appropriateness of
the accounting policies used and the reasonableness of significant accounting estimates made
by management, as well as evaluating the overall presentation of the financial statements.

An audit of internal control over financial reporting involves performing procedures to obtain
evidence about whether a material weakness exists.? The procedures selected depend on the
auditor's judgment, including the assessment of the risk that a material weakness exists. An
audit of intemal control over financial reporting also includes obtaining an understanding of
interna