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MESSAGE FROM
THE CHAIRMAN

OUR VISION

””H“Ih- To promote capital

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

to retail and
institutional investors,
entrepreneurs, public
companies and other

market participants.

2020 was certainly a year of challenge unlike any in recent memory. Fortu-
nately, for America’s investors and markets, the women and men of the U.S.
Securities and Exchange Commission (SEC) once again demonstrated their
unwavering and unparalleled commitment to protecting investors, maintaining
fair, orderly, and efficient markets, and facilitating capital formation. Their
dedication combined with our strong and flexible regulatory framework
allowed the SEC to respond quickly to the health, economic, and other
unexpected challenges we faced this year.

During my time as Chairman, the agency, recognizing the value of our
time-tested regulatory framework, has focused on modernizing our rules and
regulations, some of which have not been meaningfully updated in decades. We
have also taken advantage of advances in communication and other technology
to improve our engagement with market participants as well as the methods
and practices we employ to fulfill our regulatory responsibilities.

These actions were necessary—in the past 30 years our markets have
undergone a sweeping transformation and many of our rules, regulations, and
other requirements had, understandably, become dated. More importantly,

our modernization efforts improved all three components of our mission:
investor protection, market efficiency, and capital formation. This was only
possible because each initiative was shaped by our career staff. Their decades
of experience, cooperation across divisions and offices, and commitment to our
mission provided the bedrock for, and energy to complete, our retrospective
review and modernization processes. These dedicated professionals have my
profound thanks and respect.

As just a few examples, in fiscal year (FY) 2020, in areas principally covered by
the Division of Investment Management, these modernization efforts included:
the regulatory framework for funds’ use of derivatives (40 years since the last
meaningful update), the investment adviser marketing and solicitation rules



(60 years), and the regulation of funds that invest in
other funds (47 years). In areas principally covered
by the Division of Corporation Finance and the
Office of Chief Accountant, these efforts included: the
auditor independence rules (20 years); the business,
legal proceedings, and risk factor disclosure for
public companies (over 30 years); and the “accredited
investor” definition (35 years). Additionally, the
Commission significantly progressed its fulsome
review of the shareholder proposal and proxy voting
process, some components of which had not been
updated since 1954.

This is only a sample of the work done by the
Commission in FY 2020 to evaluate whether decades
old rules continue to function effectively and in line
with their purpose, and to propose and implement
updates as needed. Here I note that, although many
actions are attributed to only one or two divisions

or offices, these efforts rely on indispensable support
from teams throughout the agency. For example,

the Division of Economic and Risk Analysis plays

an important role in analyzing available data and
performing rigorous quantitative and qualitative
economic analysis allowing for better policy choices.
The Office of the General Counsel carefully reviews
staff recommendations and Commission actions not
only for compliance with law but also for consistency,
clarity, and efficiency of administration. The Office

of the Secretary processes the Commission’s actions
and facilitates their public dissemination. The agency’s
capable administrative and operations personnel, in
turn, make all of this work possible.

However, it is not enough to improve the implemen-
tation of our framework. Responsible regulation does
not end with rule adoption. It is also incumbent upon
the SEC to (1) engage with market participants as
they comply with new or updated rules and (2) when

necessary, bring prompt actions to enforce our rules
and applicable law. In FY 2020, in the face of many
challenges, our Office of Compliance Inspections and
Examinations (OCIE) conducted examinations that
covered 15 percent of all SEC-registered investment
advisers, verified 4.8 million investor accounts total-
ing $3.4 trillion in assets, conducted more than 120
outreach events, more than 200 formal meetings with
other regulators, issued a report on cybersecurity and
resiliency, and published 8 risk alerts. Our Division
of Enforcement (ENF) brought over 700 actions,
obtaining financial remedies of more than $4.5 billion,
and awarded a record 39 individual whistleblowers
approximately $175 million. These statistics illustrate
but do not fully capture the flexibility of the women
and men of OCIE and ENF and their unwavering
commitment to protecting investors and our markets.

Of course, without the Commission-wide efforts to
ensure the efficacy and efficiency of our rules discussed
above, the efforts of OCIE and ENF would be less
effective. This is another important driver of our
modernization efforts. If a rule is no longer serving
investors or our markets in the way that it was
intended, it should be re-evaluated and revised so

that related compliance and enforcement efforts
provide the maximum long-term benefits.

Two accomplishments that warrant special attention
this year are the ways we came together as colleagues
and friends to engage with and support each other as
our nation confronted the effects of (1) COVID-19 and
(2) the continuing disparities resulting from bias and
racism. In both respects, recognizing that our human
capital is our most important asset, we listened, we
learned, and we took action to make ourselves and our
organization better, both operationally and culturally.
Here, I thank our Office of Information Technology for
keeping us connected in a mandatory telework posture



and our Office of Minority and Women Inclusion

for driving engagement as well as the adoption of
tangible initiatives to improve diversity, inclusion, and
opportunity at the Commission and more broadly.
Without these efforts, many of our accomplishments
would not have been possible, and none of them would
have been as meaningful.

This year’s Agency Financial Report includes
the results of the independent audit of our FY

2020 financial statements, which is once again an
unmodified opinion. I take pride in this report
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In well-woven fabric,
each strand supports and
strengthens the others
and, in return, receives
strength and support. At
the Commission, I see the

product of this every day.

CHAIRMAN JAY CLAYTON

and the staff’s efforts to ensure the financial and
performance data is a reliable, complete, and fully
transparent reflection of our efforts to continue
improving financial management, performance,
and accountability.

The pages that follow detail the remarkable, mission-
oriented work of the more than 4,500 women and men
of the agency over the past fiscal year. As always, it is
my honor to present their accomplishments on behalf
of the Commission.

JAY CLAYTON
Chairman
November 12, 2020




We at the Commission
are committed to an

inclusive and diverse

operating environment

and supportive

environment . . . It's not

. . . we know we need to

do more in the future.

CHAIRMAN JAY CLAYTON

SEC HEADQUARTERS | WASHINGTON, DC
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It is our job to be responsive
and innovative in the

face of significant market
developments and trends. As
technological advancements
and commercial developments
have changed how our
securities markets operate,

our ability to remain an
effective regulator requires

us to continuously monitor
the market environment and,
as appropriate, adjust and
modernize our expertise, rules,
regulations, and oversight tools

and activities.
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INTRODUCTION

The SEC's fiscal year (FY) 2020 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 2022 Congressional Budget Justification Report available in 2021.

The FY 2020 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 2020 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 2021 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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We have faith that future
generations will know

that here, in the mlddle WWII MEMORIAL | WASHINGTON, DC

of the twentieth century,
there.came a time when
men of good will found a
way to unite, and produce,
and fight to destroy the
forces of ignorance, and
intolerance, and slavery,

and war.

FRANKLIN DELANO ROOSEVELT



MANAGEMENT'S

D
ANALYSIS

SCUSSION AND

This section provides a high-level overview of the agency, its FY 2020 program and financial

performance, and FY 2021 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 responsibility
to oversee the nation’s securities markets and certain
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 2020, 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 2020
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.

MANAGEMENT'S DISCUSSION AND ANALYSIS | 3



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 | 2020 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
nvestors.

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.

KORMAL.  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.

MANAGEMENT'S DISCUSSION AND ANALYSIS | 5



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.

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 1934?
(Exchange Act).

The SEC was established to regulate and enforce
this legislation.

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
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.

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
3 More information about the Dodd-Frank Act can be found at SEC.gov/about/laws/wallstreetreform-cpa.pdf
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Organizational Structure and Resources
The agency’s functional responsibilities are organized into 5 divisions and 25 offices. In FY 2020, the SEC
employed 4,411 full-time equivalents.

The following chart is accurate as of September 30, 2020.

Chart 1.1 | Organization Chart
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Commissioner Commissioner
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Note: This is the official SEC organization chart. All divisions and offices indirectly report to the Office of the Chairman. Divisions are listed in the first five boxes

in the second row (Enforcement, Corporation Finance, Investment Management, Economic and Risk Analysis, Trading and Markets). 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 The Chairman serves as the chief executive and, by law,
bipartisan, five-member Commission—one of whom no more than three of the Commissioners may belong to
is designated as the Chairman—with staggered five- the same political party.
year terms.
The Commission convenes on a regular basis, and
Each member of the Commission is appointed by meetings are open to the public and the news media
the President and confirmed by the Senate (see Appen- unless the discussion pertains to a confidential subject,
dix A: Chairman and Commissioner Biographies). such as a recommendation regarding an enforcement
investigation.
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Office Locations

The SEC’s headquarters are in Washington, DC, and
the agency has 11 regional offices located throughout
the country. The regional offices are responsible for
investigating and litigating potential violations of

the securities laws. The regional offices also have

Chart 1.2 | Headquarters and Regional Office Locations

Salt Lake
Regional Office
Utah

Northern California,*
Alaska, Idaho, Montana
Oregon, Washington

San Francisco —‘
Regional Office
’ 0

2 Los Angeles
» Regional Office
Southern California,* Arizona,

Guam, Hawaii, Nevada

Denver

Regional Office
Colorado, Kansas
(Exam Program),
Nebraska, New Mexico,
North Dakota, South
Dakota, Wyoming

* 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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examination staff to inspect regulated entities such
as investment advisers, investment companies, and
broker-dealers. The following chart illustrates the
location of each regional office and their areas of
jurisdiction.

Chicago
Regional Office
llinois, Indiana, lowa,
Kentucky, Michigan,
Minnesota, Missouri,
Ohio, Wisconsin

Boston Regional Office
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,
r‘ Virginia, West Virginia

: ! SEC Headquarters

YD

. l' Atlanta Regional Office
Georgia, Alabama, North Carolina,
g South Carolina, Tennessee

Fort Worth
Regional Office
Texas, Arkansas,

Kansas, Oklahoma

Miami Regional Office
Florida, Louisiana, Mississippi,
Puerto Rico, U.S. Virgin Islands



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 Maintains primary responsibility for administering the Investment Company Act of 1940 and
Investment Advisers Act of 1940, which includes developing regulatory policy for investment
companies and for investment advisers, monitoring for risks and trends, reviewing regulatory
and financial disclosures for compliance with regulatory requirements, and providing guidance
to relevant market participants.

ECONOMIC AND RISK ANALYSIS

Division of Economic and Provides economic analyses as part of the Commission’s rulemaking process and assists
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.

MANAGEMENT'S DISCUSSION AND ANALYSIS | 9



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 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.

10 |
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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 62, 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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coronavirus
response

Our efforts are centered, first and foremost, on
the health and safety of our employees and all
Americans. With this in mind, we transitioned to a
full telework posture (with limited exceptions) in
March 2020.

Through this period of collective, national
challenge, we remain fully operational and
committed to our tripartite mission to protect

investors, maintain fair, orderly, and efficient

markets, and facilitate capital formation.

Our Focus

CONTINUING Commission
operations

MONITORING market
functions and system risks

PROVIDING prompt,
targeted regulatory relief
and guidance to issuers,
investment advisers, and
other registrants impacted
by COVID-19

MAINTAINING our
enforcement and investor
protection efforts,
particularly with regard to
the protection of our critical
market systems and our
most vulnerable investors

WORKING in coordination
with other financial
regulators and governmental
authorities in the United
States and globally

We recognize the importance of our mission
to America’s investors and our markets and

believe it is a privilege to serve.

For more information about our continued efforts throughout
this global pandemic, please visit SEC.gov/sec-coronavirus-
covid-19-response.
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OUR YEAR IN REVIEW AND THE YEAR AHEAD

FY 2020 was a year of profound and unexpected
challenge, when the women and men of the SEC
performed admirably as colleagues, as regulators, and
as fellow citizens. The following pages summarize key
initiatives and achievements of the Commission during
FY 2020. We start with a discussion of how the agency
has adapted to the threat posed by COVID-19 to both
our internal operations and the markets we regulate. We
then continue with a discussion of our actions involving:
(1) enforcement and compliance; (2) our regulatory and
policy initiatives; (3) our investor education and market
outreach efforts; and (4) data and technology.

Response to COVID-19

FY 2020 presented many unforeseen challenges
resulting from the COVID-19 pandemic. As they have
when faced with past challenges, the women and men
of the SEC proved they are resourceful and committed
to our mission. They promptly responded to market
and other stresses while simultaneously adapting their
working conditions to meet health and safety needs.
More specifically, and as detailed on our dedicated
COVID-19 response webpage, the Commission and
staff issued dozens of temporary relief measures;
worked closely with market participants to ensure that
markets continued to function and investors were able
to monitor and access their holdings; and launched
various enforcement and compliance initiatives to root
out and prevent COVID-19-related fraud and other
misconduct. We also provided market analysis and
other information to our regulatory counterparts and
the public, and, under the leadership of the Commis-
sion’s Chief Economist, S.P. Kothari, the staff prepared
a Staff Report on U.S. Credit Market Interconnect-
edness and the Effects of the COVID-19 Economic
Shock, released in October 2020.

Operations

The agency’s top priority has been and continues to

be the health and safety of the women and men of the
SEC, the employees and customers of our registrants,
and individuals more generally. From an operational
standpoint, the agency began shifting to mandatory
telework in our Washington, DC, headquarters and
across our 11 regional offices in early March. In

the months that followed, the agency’s operational
functions focused intently on enabling SEC programs
and activities to continue with minimal interruption.
For example, the Office of Information Technology
(OIT) kept the SEC’s IT infrastructure operating
continuously and effectively despite the surge in staff
members working remotely. OIT proactively made
further improvements, such as deploying a new cloud-
based videoconferencing system, and placed additional
empbhasis on security measures. As another example,
the Office of Human Resources (OHR), in consultation
with the National Treasury Employees Union, insti-
tuted telework and work schedule flexibilities to enable
staff to effectively advance the SEC’s mission while
placing health and safety first. OHR also rolled out
new training programming for SEC managers and staff
to lift engagement and support effective communica-
tions in a full-time telework environment. These efforts
made many of the accomplishments described in this
report possible.

The vast majority of the agency’s 4,500 personnel
maintained a full telework posture through the
end of the fiscal year with limited, mission-critical
exceptions. We remain fully operational and
committed to our mission.
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Market Function, Market Monitoring,

and Regulatory Coordination

The continued orderly operation of our securities
markets during this period of national challenge is a
testament to many market participants and govern-
mental authorities, including the women and men
across the SEC. In the face of unforeseen and unpre-
dictable developments, the agency, along with our
U.S. and international regulatory partners, diligently
monitored the extraordinary volumes and volatility in
our securities markets in FY 2020. This monitoring
informed the Commission and staff on when and
where it was necessary or appropriate to take action,
including providing guidance and targeted regulatory
relief. A brief summary of these actions can be found in
the following section.

Coordination has been central to keeping the

“pipes and plumbing” of our securities markets
functioning largely as designed and, importantly, as
market participants would expect. In late April, the
Commission formalized an internal, cross-divisional
COVID-19 Market Monitoring Group, which

built on existing market monitoring and response
work to function as a focal point for managing and
coordinating our efforts to both monitor and respond
to the effects of COVID-19.

COVID-19 shone a bright light on the innumerable
linkages between our capital markets and the global
banking, housing finance, commodities, and other
markets. Close engagement between the SEC and

our fellow regulators and other authorities helped us
identify areas of stress and vulnerability and potential
mitigating actions. We remain in regular—often
daily—communication with our fellow domestic
regulators and work closely on capital markets-related
matters arising from COVID-19 with our foreign
counterparts and international prudential banking
authorities on a bilateral and multilateral basis through
the Office of International Affairs.
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COVID-19-Related Guidance and Targeted
Regulatory Assistance and Relief

Many of our actions in response to the effects of
COVID-19 focused on operational issues, such as
facilitating the shift to business continuity plans that
are consistent with health and safety directives and
guidance. Other actions involved targeted, conditional,
and temporary relief, including relief from certain
filing and delivery requirements for public companies,
funds, and advisers that were significantly affected by
COVID-19, relief permitting virtual board meetings by
boards of registered funds, and guidance to promote
continued shareholder engagement for public compa-
nies and funds.

The Commission also provided targeted relief to facil-
itate small businesses’ access to capital at a time when
they have been particularly vulnerable to increased
operational and funding uncertainty. The SEC’s Small
Business Capital Formation Advisory Committee
(SBCFAC) held several meetings during the spring and
summer of 2020. Those meetings generated feedback
that led to the Commission providing temporary,
targeted, and conditional relief to allow established
small businesses” access to needed capital, including
through Regulation Crowdfunding, while continuing
to provide appropriate investor protections.

More broadly, operational and funding uncertainties
highlighted the importance of issuers, from all sectors,
providing investors with financial and operational
disclosures that are clear, high quality, and timely—one
of the fundamental tenets of our time-tested regulatory
framework. Staff in the Division of Corporation
Finance (CF) not only monitored how public compa-
nies reported the effects and risks of COVID-19 on
their businesses, financial condition, and results of
operations, but also provided prompt guidance to
assist companies listed in the United States in preparing
disclosure documents, including the importance of
disclosing the material impacts of COVID-19.



Investor Protection, Education, and Outreach
The SEC’s Office of Compliance Inspections and
Examinations (OCIE) and Division of Enforcement
(ENF) expanded their continuous investor protection
work to incorporate the unique compliance challenges
and the unfortunately inevitable frauds and illicit
schemes generated by COVID-19.

OCIE shifted to conducting off-site examinations
through correspondence, supplementing that work
with on-site activity as circumstances required. While
maintaining its commitment to proactive oversight,
OCIE also worked with entities to address the timing
of document requests, availability of personnel for
interviews, and other matters to be appropriately
responsive to operational constraints while continuing
to focus on investor protection.

DISCLOSURE

Information about a company’s finan-

cial condition, results of operations,
TERMS TO

KNOW

and business that it makes public.
Investors can use this information to
make informed investment decisions
about the company's securities.

OCIE also engaged in regulatory outreach with
hundreds of firms in March and April 2020 to assess
the pandemic’s impact on market and liquidity risks
as well as firms’ risk exposure to certain industries,
counterparties, and asset classes. OCIE also sought to
better understand operational risks associated with
resiliency, business continuity, cyber and information
security, and regulatory obligations, with a particular
focus on investor protection and market integrity.
OCIE distilled and shared this feedback from firms
throughout the agency, with other domestic and
foreign financial regulatory authorities, and with
self-regulatory organizations to facilitate the provision
of additional guidance and regulatory relief as
necessary or appropriate.

Demonstrating its flexibility and responsiveness, ENF
devoted significant resources to COVID-19-related
matters, coordinating its efforts through its Coronavi-
rus Steering Committee. ENF commenced a number
of investigations related to potential misconduct,
including microcap fraud, insider trading, and financial
fraud and issuer disclosure concerns. As a result of
these efforts, the Commission suspended trading in the
securities of 36 issuers related to COVID-19, and as of
the end of FY 2020, filed 6 COVID-19-related actions
alleging fraud.

ENF also worked in concert with the Office of Investor
Education and Advocacy (OIEA) to educate investors
and market participants about COVID-19-related
scams. For example, OIEA issued an Investor Alert
regarding coronavirus-related investment scams in
February, just as the first signs of fraudulent market
activity related to the pandemic became apparent. The
Commission continues to communicate with investors
and market participants throughout the pandemic.
For example, the SEC issued messages on COVID-19-
related early withdrawals from retirement accounts.
The co-directors of ENF also issued a statement urging
companies to review, update, and follow their disclo-
sure controls and procedures to protect against the
improper dissemination and use of material nonpublic
information, noting that a greater number of people
may have access to material nonpublic information
than in less challenging times. The statement also
reminded broker-dealers, investment advisers, and
other registrants to comply with the required policies
and procedures designed to prevent the misuse of
material nonpublic information.

OIEA and the SEC’s 11 regional offices also continued
to conduct targeted virtual outreach events to Main
Street investors, including seniors, current and former
service members, and other potentially vulnerable
populations. These virtual events began in early
March, including, for example, several educational
telephone town halls hosted by the Atlanta and New
York Regional Offices.

MANAGEMENT'S DISCUSSION AND ANALYSIS | 15



Diversity, Inclusion, and Opportunity

The importance of diversity, inclusion, and opportunity
to the Commission, the financial industry, and our
society more generally was brought into stark relief by
the events of 2020. The Commission’s commitment

to these fundamental and performance-enhancing
principles is long-standing and we recognize action is
needed and progress must continue. In recent years,
we undertook a variety of internal initiatives to further
our collective commitment to these principles and each
other, including efforts to measure our progress. We
also launched a variety of external initiatives designed
to further these principles in our markets, including in
the areas of investor access and investment manage-
ment. Several of these internal and external initiatives
are summarized below.

In March 2020, the agency released its first

ever Diversity and Inclusion Strategic Plan, the
development of which was led by the Office of
Minority and Women Inclusion (OMWI) under the
guidance of Director Pamela Gibbs. Developing the
Plan involved extensive engagement with Chairman
Clayton as well as SEC colleagues at all levels from
divisions and offices throughout the agency and

the SEC’s Diversity Council and Employee Affinity
Groups. The Plan provides a framework to guide
the agency’s efforts to promote diversity, inclusion,
and opportunity in the SEC’s workforce; increase
opportunities for minority-owned and women-owned
businesses to contract with the agency; and develop
standards for assessing the diversity policies and
practices of firms regulated by the SEC. Agency
leaders and managers will continue to implement the
initiatives outlined in the Strategic Plan with a focus
on weaving diversity, inclusion, and opportunity into
their work advancing the SEC’s mission.
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Among the actions taken in FY 2020 that support the
Strategic Plan’s goals were: (1) releasing two upgraded
dashboards on diversity within our workforce; (2) initi-
ating the Un-Covering Task Force to promote inclusion
in our workplace; (3) launching manager training

on conscious equity; and (4) increasing senior-level
engagement with diverse professional organizations
such as the Chairman’s discussions with the National
Association of Securities Professionals, Culture Shift
Labs, and Financial Services Professionals.

One of the Plan’s goals that resonated internally and
externally is to “Leverage Diversity and Inclusion for
Mission Effectiveness,” including in the SEC’s advisory
committees. For example, the SBCFAC is required by
statute to include members who are officers or directors
of minority-owned or women-owned small businesses.
OMWI plays an important part in helping Commission
staff identify potential candidates for the advisory
committees, and the SEC’s Senior Policy Advisor on
Diversity and Inclusion currently chairs the nominating
committee for the Investor Advisory Committee.

In FY 2020, the SEC’s advisory committees held
meetings focused on issues of diversity, inclusion, and
opportunity within their respective market segments.
In July, the Asset Management Advisory Committee
(AMAC) hosted a panel of representatives from
several leading non-profit organizations focused

on driving more diversity among the largest asset
managers in the industry. Participants highlighted, in
particular, the importance of transparency when it
comes to information on diversity and inclusion. A
second AMAC meeting to further discuss these topics
was held in September and included capital allocators
and consultants.


https://www.sec.gov/files/2020_Diversity_and_Inclusion_Strategic_Plan.pdf

Diversity and Inclusion
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Strategic Plan

The SEC’s FY 2020 -2022 Diversity and Inclusion
Strategic Plan serves as a framework for our continued
efforts in building and maintaining a diverse workforce,
cultivating an inclusive work environment, and fostering
diversity in our network of suppliers and in the
regulated entities we oversee. It includes measurable
actions that are designed to help fully integrate
diversity, inclusion, and opportunity in the strategic
decision making of the agency, enhance organizational

effectiveness, and meet future challenges.

Leveraging diversity and inclusion throughout the
agency helps ensure the Commission’s regulatory
programs and guidance reflect the diversity of the

investors and businesses who depend on our work.

We are all committed to

cultivating a supportive,

welcoming, inclusive, and fair

work environment that allows
employees to feel connected
to the agency’s mission

and contribute to their full
potential at the SEC.

Our Goals

GOAL 1: Demonstrate
Leadership Commitment

and Accountability
Demonstrate leadership
commitment and accountability
through agency policy, messaging,
and behavior that advances
diversity and inclusion goals

and objectives.

GOAL 2: Foster a Connected
Culture

Cultivate a supportive, welcoming,
inclusive, and fair work environment
that allows employees to feel con-
nected to the agency’s mission and
contribute to their full potential.

GOAL 3: Build a Diverse
Talent Pipeline

Pursue a comprehensive strategy
to build and maintain a high-

performing workforce drawn from
all segments of American society.

GOAL 4: Leverage Diversity
and Inclusion for Mission
Effectiveness

Use SEC resources and services in

a manner that reflects diversity of
investors and businesses.

GOAL 5: Promote Business
Diversity with SEC Stakeholders
Advance diversity and inclusion

in the SEC supplier base and with
entities regulated by the SEC.


https://www.sec.gov/files/2020_Diversity_and_Inclusion_Strategic_Plan.pdf
https://www.sec.gov/files/2020_Diversity_and_Inclusion_Strategic_Plan.pdf

2020 VISION A CLOSER LOOK

Whistleblower Awards

In FY 2020, the SEC awarded more than

$175 million in whistleblower awards, including
a record payment of $50 million. The SEC has
awarded almost $562 million to 106 individuals
since issuing its first award in 2012. Chairman
Clayton prioritized improving the Whistleblower
Program'’s efficiency and effectiveness by
processing awards more quickly.

All payments are made out of the Investor
Protection Fund, which was established by
Congress and is financed entirely by monetary
sanctions paid to the SEC by securities laws
violators. The SEC is authorized to provide
monetary awards to eligible individuals who come
forward with high-quality, original information
that leads to a Commission enforcement action in
which over $1 million in sanctions is ordered. The
range for awards is between 10 and 30 percent of
the money collected.

For more information about the Whistleblower
Program and how to report a tip, click here or
visit SEC.gov/whistleblower.
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Enforcement and Compliance

Division of Enforcement

Each year, ENF investigates, and the Commission
brings, hundreds of actions against individuals and
entities. Through these actions, the Commission
protects investors by punishing misconduct, deterring
wrongdoing, removing bad actors from our markets,
and, wherever possible, compensating harmed inves-
tors. In FY 2020, the Commission obtained financial
remedies of more than $4.5 billion, an increase over
FY 2019. Here, we highlight several of the programs
and initiatives that had a significant impact on investor
protection during the fiscal year.

First, the Teachers Initiative and the Military Service
Members Initiative, led by ENF’s Retail Strategy Task
Force, made significant progress in FY 2020. These
initiatives focus additional enforcement and investor
education resources on protecting 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. As part of the Teachers Initiative, in July
2020, the Commission charged VALIC Financial
Advisors Inc. (VFA) for failing to disclose that its
parent company paid a for-profit company owned by
the Florida K-12 teachers’ unions to promote VFA’s
products and services to those teachers. In settling
the charges, VFA agreed to pay a civil penalty of $20
million and to cap advisory fees for all Florida K-12
teachers who currently participate in its advisory
product in Florida’s 403(b) and 457(b) retirement
programs, which will result in significant, ongoing
savings for thousands of teachers.


https://www.sec.gov/whistleblower
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Second, the Whistleblower Program, created

by Congress to incentivize individuals to report
high-quality tips to the Commission, had a noteworthy
year on multiple fronts. Since the program’s inception
10 years ago, whistleblowers have made meaningful
contributions to numerous actions. In FY 2020, ENF
worked to streamline and substantially accelerate the
evaluation of claims for whistleblower awards. As a
result, the Commission awarded 39 whistleblowers

a total of over $175 million in FY 2020 alone. This
represents the most awards granted in a single year
since the beginning of the program.

In September 2020, the Commission voted to adopt
amendments to the rules governing the Whistleblower
Program. The amendments, which respond to the
Supreme Court’s Digital Realty decision and reflect
the Commission’s decade of experience with the
program, are intended to provide greater transparency,
efficiency, and clarity, and to strengthen and add
additional efficiency to the Whistleblower Program.
The rule amendments increase efficiencies around the
review and processing of whistleblower award claims,
and provide the Commission with additional tools to
appropriately reward meritorious whistleblowers for
their efforts and contributions to a successful matter.

Finally, in FY 2020, the Commission announced the
final actions under the Share Class Selection Disclosure
Initiative, which was launched in February 2018. This
initiative focused on investment advisers who did

not adequately disclose conflicts as a result of their
receipt of compensation in the form of 12b-1 fees,

and resulted in settled charges against 97 investment
advisers who will ultimately return more than $139
million to harmed clients. This initiative also brought
about lasting benefits for retail investors and market
participants more generally, including by comprehen-
sively remedying deficiencies in the disclosure of fees
and conflicts, resulting in better information and lower
costs for investors.

It is also important to note that other divisions and
offices across the agency provide valuable support on
enforcement matters, including referrals from various
divisions, economic analyses from the Division of
Economic and Risk Analysis, technical expertise from
policy divisions, and litigation support from the Office
of the General Counsel (OGC).

Office of Compliance Inspections

and Examinations

OCIE is responsible for conducting examinations of
regulated entities to promote compliance, prevent
fraud, identify risk, and inform policy. OCIE’s 2020
Examination Priorities reflect a continued focus on
the protection of retail investors, particularly seniors
and those saving for retirement. In particular, OCIE
closely reviewed 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. These areas include, among
others, compliance and risks related to critical market
infrastructure, information and cybersecurity, and
anti-money laundering programs. OCIE also published
eight Risk Alerts and one report to help inform
registered investors of common compliance issues to
aid in the identification and correction of potentially
deficient practices. These include Risk Alerts focused
on COVID-19-related compliance risks as well as
ransomware attacks on SEC-registered firms and their
service providers.

During FY 2020, OCIE conducted over 2,950
examinations, covering 15 percent of all registered
investment advisers. OCIE continues to enhance its
risk-based inspections and exam program by collecting
and analyzing a wide variety of data from registrants
and other sources to identify potentially problematic
activities and firms as well as prominent risk themes.
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Effects of Judicial Decisions on the

Application of Federal Securities Laws

and Commission Activity

Opver the past decade, the Supreme Court and other
federal courts issued various decisions that required
the Commission to adjust its approach to enforcement
matters, including the Kokesh v. SEC decision holding
that disgorgement is a penalty for purposes of the
five-year statute of limitations under 28 U.S.C. Section
2462 and the Lucia v. SEC decision, which held that
the appointment of the Commission’s administrative
law judges had been unconstitutional. The Commis-
sion adjusted well to these decisions, maintaining its
effectiveness, in large part, due to the dedication of
staff in OGC and ENFE.

In FY 2020, Courts issued 29 appellate decisions in
cases involving the Commission and in all but four,
the agency achieved complete or partial victories. This
record is a reflection of the judgment, diligence, and
commitment shown by the staff in OGC, including

a demonstrable commitment to the core principles
underlying our regulatory framework. Below are two
examples of the important cases handled by OGC in
FY 2020.

In Liu v. SEC, the Supreme Court rejected a challenge
to the Commission’s ability to seek, and district courts’
authority to award, disgorgement of money acquired
through misconduct. This result is particularly
meaningful given the Supreme Court’s prior decision
in Kokesh. The ability to order disgorgement, or the
act of returning or repaying ill-gotten gains obtained
from violations of the securities laws, is one of the
most important tools in the Commission’s arsenal. To
be certain, the effects of Kokesh remain significant,
and the Liu decision imposed certain limitations on
the Commission’s ability to seek disgorgement and left
some open questions. We are dedicating significant
resources to ensure we comply with, and most effec-
tively respond to, the requirements of the decision.
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In XYPN v. SEC, the Second Circuit upheld the
Commission’s Regulation Best Interest (Reg BI), which
was the most significant update in over 50 years to

the obligations that broker-dealers owe when they
provide recommendations to retail customers. Two sets
of petitioners, a group of states and an organization
of investment advisers, challenged the regulation. The
court held that the state petitioners lacked standing,
and it rejected the adviser’s argument on the merits,
affirming that the Commission acted properly in
adopting the rule. Importantly, the court issued its
decision before the June 30, 2020, compliance date

for Reg BL.

Regulatory and Policy Initiatives

Corporation Finance

In FY 2020, CF worked to advance several rulemak-
ings and other actions to modernize our disclosure
framework and promote capital formation, including
by expanding opportunities for certain individual
investors, while furthering our commitment to strong
investor protection.

In March 2020, the Commission proposed a set of
amendments recommended by CF to harmonize,
simplify, and improve the exempt offering frame-
work. The current framework is complex and can

be confusing for many involved in the process,
particularly smaller companies with limited resources.
The proposed amendments seek to address gaps and
complexities in the exempt offering framework that
may impede access to capital for issuers, particularly
smaller issuers where the exempt offering process may
be their only viable alternative for accessing growth
capital, as well as facilitate access to investment oppor-
tunities for investors who are capable of assessing and
bearing the risks of such investments.
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Modernization

Proposing, amending, and adopting regulatory rulemakings
is a fluid and ever-changing process that requires constant
evaluation, reflection, and discussion. We need to ensure
that policies created decades ago—or even two years ago—
are relevant, appropriate, and support all three components
of our mission: investor protection, market efficiency, and

capital formation.

In FY 2020, the Commission worked tirelessly to do just
that. Some examples of our modernization efforts include

the following:

I think it is emblematic
of how we as an
agency—both over time

and across divisions—

work together to

improve our markets for

Main Street investors.

- Regulatory framework for funds' use of derivatives + Regulation of funds that invest in other funds

+ Investment adviser marketing and solicitation rules - “"Accredited investor” definition
+ Auditor independence rules + Proxy voting advice rules

- Business, legal proceedings, and risk factor disclosure - Shareholder proposal rules process

for public companies

In August 2020, the Commission adopted amend-
ments to the “accredited investor” definition, one of
the Commission’s principal rules for determining the
individuals who should be permitted to participate in
our private capital markets. The amendments update
and improve the definition to more effectively identify
investors who have the knowledge and expertise to
participate in those markets. Individuals can now
qualify as accredited investors based on demonstrable
measures of market knowledge and financial sophisti-
cation (e.g., obtaining certifications from the Financial

Industry Regulatory Authority [FINRA]) in addition to

historical tests based on income and net worth.

Also in August 2020, the Commission updated the
business, legal proceedings, and risk factor disclosure
requirements for public companies. The rules had not
undergone significant revision in over 30 years, and
the updates reflect changes in the capital markets and
the economy in recent decades. Importantly, the rules
reflect an increased focus on human capital disclo-
sures, which for various industries and companies
have emerged as an important driver of long-term
performance and value.
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TERMS TO

CF also played a major role in the agency’s work

to bring greater awareness of the risks inherent in
investing in emerging markets and our exploration of
potential steps to mitigate those risks. Over the past
decade, U.S. capital markets and investors experienced
an increased exposure to U.S.-listed companies with
significant operations in emerging markets, including
China, now the world’s second largest economy. These
investments entail significant disclosure, financial
reporting, and other risks for U.S. investors, including
the inability of U.S. regulators to inspect for compli-
ance and enforce U.S. rules and regulations.

EXCHANGE-TRADED
FUNDS (ETF)

SEC-registered investment
companies that invest in stocks,
bonds, or other securities and
that issue redeemable shares and
are traded on national securities
exchanges.

KNOW

In an effort to engage the investing public and build
ties with the industry to bring greater awareness and
attention to the risks of emerging market investments,
staff from the SEC and the Public Company Accounting
Oversight Board issued several public statements on
these issues in FY 2020. On July 9, 2020, the SEC
hosted a roundtable on emerging markets to solicit
views of investors, other market participants, regula-
tors, and industry experts on the risks of investing in
these markets, and to explore ways to raise investor
awareness of these risks and potential additional steps
to mitigate them.
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On August 6, 2020, the President’s Working Group
on Financial Markets, of which Chairman Clayton is
a member, released its Report on Protecting United
States Investors from Significant Risks from Chinese
Companies, which included five recommendations for
the SEC. Chairman Clayton directed staff to prepare
proposals in response to the report’s recommendations
for the Commission’s consideration, and to provide
assistance and guidance to investors and other market
participants as may be necessary or appropriate.

Finally, CF, along with the Division of Investment
Management (IM), made significant progress in the
Commission’s work to modernize and improve the
proxy voting process. Those efforts are discussed
further in upcoming sections.

Investment Management

For the past several years, IM has been exploring the
modernization of the design, delivery, and content of
fund disclosures and other information for the benefit
of investors. These disclosures are especially import-
ant because millions of Main Street investors invest
through exchange-traded funds (ETF), mutual funds,
and other intermediaries to help them achieve personal
financial goals, such as saving for retirement and their
children’s educations.

In FY 2020, the Commission proposed comprehensive
modifications to the mutual fund and ETF disclosure
framework to better serve the needs of retail investors.
The proposed disclosure framework would feature
concise and visually engaging shareholder reports that
highlight information that is particularly important
for retail investors to assess and monitor their fund
investments. The proposal is a central component

of the Commission’s investor experience initiative

and addresses comments the Commission received

in response to a 2018 request for comment on retail
investors’ experience with fund disclosure.



The Commission also modernized disclosure for
investors about variable annuities and variable

life insurance contracts. The reforms permit the
satisfaction of prospectus delivery obligations under
the Securities Act for a variable contract by providing
an investor-oriented summary prospectus to investors
and making the statutory prospectus available online.

Based on the work of IM, the Commission also
advanced a comprehensive overhaul of several dated
regulatory frameworks in FY 2020. These reforms
were the result of staff’s retrospective review of rules
that have not changed in decades to evaluate whether
they are functioning as intended. The Commission
proposed to overhaul outdated regulatory frameworks
for funds’ use of derivatives, fund valuation practices,
and investment adviser marketing and solicitation
rules. Staff are reviewing the public comments received
on each of these proposals as they consider recommen-
dations for final rules.

In addition, the Commission established an expedited
review procedure for exemptive and other applications
under the Investment Company Act of 1940 that

are substantially identical to recent precedent, and a
new informal internal procedure for applications that
would not qualify for the new expedited process. These
actions are intended to make the application process
more efficient and provide market participants with
additional certainty and transparency.

Trading and Markets

In FY 2020, the Division of Trading and Markets
(TM) led several initiatives to support and enhance the
pursuit of our mission.

Chairman Clayton and TM Director Brett Redfearn
discussed the importance of ensuring that our equity
market structure continues to promote market integrity
and efficiency, including by promoting open and fair
competition. The Chairman and Director Redfearn

gave speeches in FY 2020 outlining the Commission’s
progress toward increasing transparency and efficiency,
as well as several other items on the equity market
structure agenda, some of which are described in
further detail below.

Following a roundtable on combating retail investor
fraud in FY 2019, in September 2020, the Commission
voted to adopt amendments to Securities Exchange Act
Rule 15¢2-11, which governs the publication of quota-
tions for securities in the over-the-counter market.
These amendments modernize the rule and enhance
investor protection by requiring more accurate and
up-to-date information on these securities when they
are quoted by broker-dealers, who act as gatekeepers
to this market that is primarily used by retail investors.
These amendments were the result of collaborative
work among TM, ENF, and several other divisions
and offices.

RULE 15C2-11
An Exchange Act rule that governs

the publication and submission of
TERMS TO

KNOW

quotations by a broker-dealer in a
quotation medium for securities
that are not listed on a national
securities exchange.

In October 2019, the Commission issued a policy state-
ment inviting exchanges and other market participants
to submit innovative proposals designed to improve the
secondary market structure for thinly traded securities
following a staff roundtable on the issue in FY 2019.
Staff in TM issued a companion paper providing
additional background regarding the unique trading
characteristics of thinly traded securities.
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In February 2020, the Commission proposed amend-
ments to modernize the infrastructure for the collec-
tion, consolidation, and dissemination of market data
for exchange-listed national market system (NMS)
stocks. Staff is currently reviewing the comment letters
received on this proposal.

THINLY TRADED
SECURITIES

Securities that cannot be easily
sold or exchanged for cash without

TERMS TO
KNOW a significant change in price; are
exchanged in low volumes; and often

have limited numbers of interested

buyers and sellers.

In May 2020, the Commission issued an order direct-
ing the equities exchanges and FINRA to submit a new,
single NMS plan to govern the provision of consoli-
dated market data that includes specific provisions to
address concerns raised about the governance of the
three existing NMS plans.

In August 2020, the Commission rescinded a rule
exception that allowed a proposed NMS plan fee
amendment to become immediately effective upon filing,
before review and comment by investors and other
market participants, and before Commission action.
These changes are designed to enhance the efficiency
and transparency of the process for assessing new NMS
plan fees by ensuring those fees benefit from review and
public comment by interested parties, and evaluation by
the Commission, before they can be charged.

Finally, the Commission continued to make significant
progress toward establishing the Dodd-Frank Wall Street
Reform and Consumer Protection Act of 2010’ Title VII
regulatory regime in FY 2020, including the adoption of
risk mitigation techniques for uncleared security-based
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swaps. These milestones are due in large part to the
hard work of TM staff, as well as the commitment and
leadership of Commissioner Hester Peirce.

Shareholder Engagement

Under Chairman Clayton, the Commission undertook
a fulsome review of the shareholder proposal and
proxy voting process, some components of which
have not been updated for over 60 years. The success
of these efforts is a testament to the strength of the
cross-divisional cooperation among CE, IM, and
several other divisions and offices.

In July 2020, the Commission adopted amendments to
its rules governing proxy solicitations that are designed
to ensure clients of proxy voting advice businesses
have reasonable and timely access to more transparent,
accurate, and complete information on which to base
their voting decisions. Simultaneously, the Commission
also supplemented its August 2019 guidance regarding
the proxy voting responsibilities of investment advisers
to assist them in assessing how to consider additional
information from issuers that may be more readily
available as a result of the July 2020 proxy solicitation
amendments, a recommendation from IM. Staff in IM
also are continuing to consider ways to address the
challenges presented when a fund itself seeks proxies
from its investors.

In September 2020, the Commission adopted amend-
ments to the shareholder proposal rule designed to
modernize and enhance the efficiency and integrity

of the shareholder proposal process for the benefit of
all shareholders. The amendments update the criteria
that a shareholder must satisfy to be eligible to require
a company to include a shareholder proposal in its
proxy statement and demand the time and attention
of all other shareholders. Importantly, smaller retail
shareholders who have a demonstrated commitment
to the company (e.g., an investment of at least $2,000
for at least 3 years) will continue to have the ability



to make a shareholder proposal using the company’s
proxy. The amendments also update the levels of
shareholder support a proposal must receive to be
eligible for resubmission at the same company’s future
shareholder meetings.

Our work to modernize and enhance the accuracy,
transparency, and effectiveness of our proxy voting
continues, including efforts to address “proxy plumb-
ing” and “universal proxy.”

Advisory Committees

The Commission currently has four advisory commit-
tees comprised of a mixture of non-agency personnel
who provide their expertise in assessing and making
recommendations for the agency’s work in their
respective areas.

In FY 2020, the Commission formed the AMAC,
which already hosted four meetings. So far, the AMAC
has hosted a discussion of the effects of COVID-19 on
asset managers and reported on its preliminary work
analyzing private investments and the recent growth

of environmental, social, and governance-focused
investing. The AMAC also held a special meeting on
issues surrounding the lack of diversity and inclusion in
the asset management industry, as well as data privacy
and the impact of technology on investment advice.

In November 2019, the Commission also renewed the
charter of the Fixed Income Market Structure Advisory
Committee (FIMSAC) for an additional year. The
FIMSAC continues to provide insight into the structure
and operations of the U.S. fixed income markets. Since
its inception in 2017, the FIMSAC hosted 11 meetings
and made 16 recommendations for action by the
Commission and FINRA.

Regulation Best Interest and Form CRS
Relationship Summary

June 30, 2020, was the compliance date for Reg BI
and Form CRS Relationship Summary (Form CRS),
which were adopted by the Commission in FY 2019,

representing the first significant enhancements to the
duties and obligations of brokers and investment
advisers in over 50 years. In the lead up to the compli-
ance date, the Commission and the staff engaged
extensively with broker-dealers, investment advisers,
retail investors, and other market participants, as well
as FINRA and other regulatory partners. This engage-
ment is continuing,.

To help retail investors better understand Form CRS
and its benefits, the Commission established a new
investor-focused webpage, Investor.gov/CRS. Every
Form CRS is required to include a link to the page

as a resource for investors evaluating the form. We
expect this webpage to be updated regularly, including
in response to changes in market practice as well as
evolving and new risks.

PROXY VOTING

The act of appointing a proxy

to vote on behalf of a shareholder
on matters affecting the company
rather than personally attend

the meeting.

TERMS TO

KNOW

In addition, in an effort targeted at market participants,
staff issued responses to Frequently Asked Questions
about Reg BI and Form CRS, as well as Risk Alerts
providing information about initial examinations
focusing on these new requirements. The Standards of
Conduct Implementation Committee has been review-
ing relationship summaries from a cross-section of
firms to assess compliance with the content and format
requirements of Form CRS. To provide an additional
opportunity to share best practices and general
feedback, the Committee announced an October 2020
roundtable during which Commission staff will be able
to share additional thoughts following the Committee’s
review of firms’ initial relationship summaries.
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EDGAR

Federal securities laws require publicly reporting companies to disclose information on an ongoing basis;
EDGAR, the Electronic Data Gathering, Analysis, and Retrieval system, is the primary system for submitting

documents under these laws.

Access to EDGAR's public database is free, allowing you to research, for example, a public company'’s financial

information and operations by reviewing the filings the company makes with the SEC. You can also research
information provided by mutual funds (including money market funds), exchange-traded funds (ETF), variable

annuities, and individuals.

Containing millions of company and individual filings, EDGAR benefits investors, corporations, and the U.S.
economy overall by increasing the efficiency, transparency, and fairness of the securities markets. The system
processes about 3,000 filings per day and accommodates 40,000 new filers per year on average.

Click here or visit SEC.gov/edgar/searchedgar/companysearch.html to review a company'’s filings on the SEC's

EDGAR database.

Investor Education and Market Outreach
Engagement with investors and other market partic-
ipants is key to furthering the agency’s mission.
Proactive discussions help to drive the Commission’s
agenda, while soliciting external feedback allows staff
to evaluate the effectiveness of proposals and existing
regulations. SEC staff adapted these efforts to the
mandatory telework posture quickly, including by
rescheduling and re-imagining outreach events and
meetings to ensure that the conversation between the
agency and investors and market participants contin-
ued throughout the pandemic.

In FY 2020, the Commission continued to promote
informed investment decision making through educa-
tion initiatives and other efforts spearheaded by OIEA.
SEC staff conducted more than 400 investor education
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events focused on different segments of the population,
including senior citizens, current and former military
personnel, teachers, younger investors, and other
affinity groups.

As part of the Teachers Initiative, the agency launched
new outreach efforts to educate teachers about saving
and investing, investment fees and expenses, retirement
programs specific to educators, and the red flags of
investment fraud. These initiatives included a podcast
series for public school educators created by the San
Francisco Regional Office and a conference sponsored
by the Los Angeles Regional Office. That conference
brought together experts and state and federal regula-
tors to discuss the issues facing California educators
looking to invest in 403(b) and 457(b) supplemental
defined contribution plans.


https://www.sec.gov/edgar/searchedgar/companysearch.html
https://www.sec.gov/edgar/searchedgar/companysearch.html

In connection with Teacher Appreciation Week, SEC
staff released new multimedia resources to support
educators. These resources included a guided reference
presentation designed to inform educators about how
to invest wisely and a curated collection of online
resources and lesson plans to help teachers incorporate
financial literacy in their classrooms. The resources also
included a special podcast episode for teachers featur-
ing an interview with Chairman Clayton. Throughout
the week, staff across the SEC’s 11 regional offices and
Washington, DC, headquarters participated in national
teacher outreach efforts coordinated by OIEA.

We also expanded our Military Service Members
Initiative by engaging with service members and their
families through more than 100 in-person and virtual
briefings and other virtual engagements. Chairman
Clayton and Colonel James Tuite of the U.S. Army’s
“Old Guard” led a Veterans Day program for an
audience of active duty service members and veterans
at SEC headquarters. The program focused on finan-
cial readiness, including the basics of saving, investing,
preparing for retirement, and avoiding scams. In
addition, OIEA staff conducted briefings at Joint Base
Anacostia-Bolling as part of the military’s Executive
Transition Assistance Program and taught advanced-
level courses on investing at the Army Judge Advocate
General School in Charlottesville, Virginia.

OIEA issued a variety of investor alerts and bulletins
during the year to warn Main Street investors about
possible fraudulent schemes and educate them on
investment-related matters. In addition, the New York
Regional Office and Fordham University School of
Law hosted a conference on combating community-
based financial fraud, which focused on fraudulent
and manipulative schemes that target potential victims
based on race, ethnicity, religion, gender, age, and other
associations. Conference participants from the SEC,
Department of Justice, Federal Bureau of Investigation,
North American Securities Administrators Association,

New Jersey Bureau of Securities, and FINRA discussed
effective strategies for detecting, preventing, and
combating community-based financial fraud.

In FY 2020, the agency continued to deploy strategies
designed to make our rulemaking and other activities
more accessible to retail investors and others who may
not traditionally engage with the SEC. For example,
the Office of the Advocate for Small Business Capital
Formation (OASB), along with the Office of Public
Affairs (OPA), created and published several videos
encouraging the public to comment on rulemaking,
and providing plain language explanations of rules
impacting small business capital formation. OPA also
collaborated with ENF and OIEA on a special video
about affinity fraud in the deaf and hard of hearing
community. The video told the story of an actual case
of fraud targeted within that community through
on-screen American Sign Language.

OASB, which began operations in 2019, coordinates
the SEC’s outreach to small businesses and their inves-
tors and provides their perspective on rulemaking and
other actions to the Commission. OASB began FY 2020
with a number of in-person outreach events, including:
« Keynoting an event with veteran entrepreneurs;

« Hosting an event at Morehouse College in Atlanta,
which featured panel discussions with minority
entrepreneurs and investors about success stories and
how to leverage resources; and

« Conducting outreach events in Silicon Valley, where
44 — 47 percent of U.S. venture capital is deployed
for early-stage companies each year, and Miami,
the number one metro area in the United States for
Latinx entrepreneurship.

In June 2020, OASB hosted the SEC’s 39th annual
Government-Business Forum on Small Business
Capital Formation in an entirely virtual setting. This
year’s theme was “Access to Capital: More Critical
Now Than Ever.” Members of the public and private
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sectors—including entrepreneurs, small business
leaders, investors, market participants, and other
thought leaders within the small business capital
formation ecosystem—gathered virtually to craft
suggestions to improve securities policy impacting how
companies raise capital from investors.

The Office of Municipal Securities (OMS) hosted

and participated in multiple virtual conferences in FY
2020 for municipal securities market participants.

One conference hosted by OMS focused on secondary
disclosure in the municipal securities market and
reached nearly 500 virtual attendees; another provided
municipal market participants an opportunity to hear
from SEC, FINRA, and Municipal Securities Rulemak-
ing Board staff on timely regulatory and compliance
matters for municipal advisors. These conversations
were all the more important given the particular effects
of COVID-19 on the municipal markets.

Data and Technology

In FY 2020, the SEC appointed the agency’s first Chief
Data Officer. The Office of the Chief Data Officer
(OCDO), within the front office of the Office of the
Chief Operating Officer, works collaboratively across
the SEC and is leading the development of the agency’s
data management strategy. OCDO priorities include
promoting data analytics to support enforcement,
examinations, and policymaking, while ensuring

the agency collects only the data it needs to fulfill its
mission and that it can effectively secure.

To that end, OCDO led a Data Rationalization
Team of cross-functional leaders working to identify,
simplify, and modernize the SEC’s approach to data.
In FY 2020, OCDO worked to stand up the SEC’s
data governance structure, perform an assessment of
the SEC’s data maturity, establish a comprehensive
inventory of the SEC’s data assets, and create an
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SEC-wide policy on data access and use that facilitates
the secure and controlled flow of information. Looking
forward, OCDO will continue these initiatives, refine
and publish the SEC’s data strategy, and lead initiatives
to rationalize the agency’s data infrastructure in
coordination with OIT and other divisions and offices.

The SEC completed two significant enhancements to
the Electronic Data Gathering, Analysis, and Retrieval
(EDGAR) system in FY 2020. The Commission
completed the fifth in a series of system infrastructure
and security improvement projects, in which the
agency replaced and upgraded much of the technology
underlying the SEC system with which filers and

the investing public engage most often. In addition,
the SEC launched a new publicly accessible search
capability that improved the public’s ability to access
filing data. In FY 2021, the SEC intends to initiate the
next phase of significant enhancements to EDGAR’s
security posture.

In FY 2020, the SEC also launched initiatives to enable
the rapid adoption of secure cloud technologies. OIT’s
new Cloud Center of Excellence (CCoE) worked to
design a new foundational cloud environment that,
once completed in FY 2021, will enable divisions and
offices to develop new applications more quickly and
to analyze data. The CCoE is providing training for
Commission staff to build new skills and will develop
new operating models for agile adoption of the
technology. This fiscal year, the agency also commis-
sioned an Application Rationalization Team comprised
of business and technical leaders from across the
Commission to develop plans to address legacy systems
and simplify the Commission’s complex application
portfolio. In FY 2021, the SEC will finalize a suite of
proposed plans and initiatives that will be executed in
coming fiscal years.



FINANCIAL HIGHLIGHTS

This section provides an analysis of the financial
position, results of operations, and the underlying
causes for significant changes in balances presented in
the SEC’s FY 2020 financial statements.

As described further below, the SEC’s finances have
several main components:

« An annual appropriation from Congress;

« Securities transaction fees, charged in accordance

Sequestration Order for FY 2020

On March 1, 2013, the President issued the
Sequestration Order. As determined by the Office of
Management and Budget (OMB), for FY 2020, the
Sequestration Order was applicable to mandatory
appropriations, which included the Reserve Fund and
the Investor Protection Fund, of the SEC as follows:

Reserve Fund

with Section 31 of the Securities Exchange Act, The budget authority of $50 million was reduced by

which offset the agency’s annual appropriation; 5.9 percent, or $3.0 million.
« Securities registration, tender offer, and merger
fees (also called filing fees), of which $50 million

is deposited into the Securities and Exchange

Investor Protection Fund
The budget authority of $22.0 million was reduced by
Commission Reserve Fund (Reserve Fund) each year. 5.9 percent, or $1.3 million.
The Reserve Fund may provide resources up to $100
million each fiscal year to pay for SEC expenses,
and are not subject to annual appropriation or
apportionment;
+ 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 U.S. Treasury General
Fund; and
« The SEC Investor Protection Fund, which is funded
through disgorgement and penalties not distributed to
harmed investors, and which 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, 2020, the SEC’s total
assets were $11.4 billion, an increase of $1.4 billion,
or 13.5 percent, from FY 2019.

Fund Balance with Treasury increased by $780
million primarily due to increases in the SEC’s
salaries and expenses and disgorgement and penal-
ties funds. In FY 2020, due to a substantial increase
in the volume of securities transactions subject to
fees, collections of transaction fees exceeded the
amount needed to cover the SEC’s appropriation
and resulted in an increase in Non-Budgetary Fund
Balance with Treasury.

Investments increased by $547 million between
FY 2020 and FY 2019. This is primarily due to
increases in disgorgement and penalties collections
invested during FY 2020. These increases were
offset by disbursements to fund administrators for
planned distributions.
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Chart 1.3 | FY 2020 Assets by Type
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Table 1.2 | Assets as of September 30, 2020 and 2019

(DOLLARS IN MILLIONS) 2020 2019
Fund Balance with Treasury $ 8615 $ 7,835
Investments —Disgorgement

and Penalties Fund 1,933 1,306
Investments —Investor

Protection Fund 312 392
Accounts Receivable, Net 446 417
Property and Equipment 93 96
Other Assets 8 5
Total Assets $ 11,407 $ 10,051




Liabilities. At September 30, 2020, the SEC’s total
liabilities were $3.2 billion, an increase of $976
million, or 44 percent, from FY 2019.

For the assets received resulting from enforcement
judgments, the SEC recognizes a corresponding liability,
which is either custodial if the collections are trans-
ferred 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 increase of $677 million in the liability for
disgorgement and penalties is mostly attributable
to new orders that occurred during FY 2020
established on behalf of harmed investors. This
was offset by disbursements to fund administrators
for planned distributions.

Accounts Payable increased primarily due to a $79
million increase in whistleblower awards payable as
of September 30, 2020.

Contingent Liabilities increased by $204 million as

the SEC recognized a contingent liability for potential
whistleblower awards for the year ended September
30, 2020, totaling $255 million, an increase from $51
million recorded at September 30, 2019. This was due
to a higher volume of positive preliminary determina-
tions being submitted to the Commission for approval.

Ending Net Position. The SEC’s net position,
comprised of both unexpended appropriations and

the cumulative results of operations, increased by $380
million between September 30, 2020 and 2019.

Chart 1.4 | FY 2020 Liabilities by Type
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Table 1.3 | Liabilities as of September 30, 2020 and 2019

(DOLLARS IN MILLIONS) 2020 2019

Liability for Disgorgement

and Penalties $ 2405 $ 1,728
Custodial Liability 116 151
Accrued Payroll, Benefits, and Leave 185 137
Accounts Payable 169 88
Registrant Deposits 45 42
Contingent Liability 255 51
Liability for Non-Entity Assets 2 2
Other Liabilities 11 13
Total Liabilities $ 3188 $ 2212
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Results of Operations

Earned Revenues. Total earned revenues for the
years ended September 30, 2020, increased by $1.2
billion, or 57 percent, from FY 2019.

Filing Fee Revenue increased by 29 percent through
September 30, 2020, when compared to the prior year
due to the filing fee rate increasing from $121.20 per
million transacted in FY 2019 to $129.80 per million
transacted in FY 2020.

Section 31 fee revenue increased by $1.0 billion
primarily due to a higher average fee rate in effect
during FY 2020, and a 26 percent increase in total
transaction volume. During FY 2019, the fee rate of
$13.00 per million was in effect through April 15,
2019, when it was increased to $20.70 per million.
For FY 2020, $20.70 per million was in effect through
February 18, 2020, when it was adjusted higher to
$22.10 per million. For FY 2020, actual transaction
volume was $113.5 trillion, 34 percent higher than the
forecast used to build the rate.

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
each fiscal year. Excess filing fees are deposited to the
U.S. Treasury General Fund.

For the year ended September 30, 2020, filing fee
revenues totaled $749 million. Fifty million dollars

of FY 2020 filing fee revenues was deposited into the
Reserve Fund, of which $3 million was sequestered.
The excess of $699 million was earned on behalf of the
U.S. Treasury General Fund.
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Table 1.4 | Earned Revenues
For the years ended September 30, 2020 and 2019

(DOLLARS IN MILLIONS) 2020 2019

Section 31 Securities

Transaction Fees $ 2,563 $ 1,530
Securities Registration, Tender Offer,

and Merger Fees (Filing Fees) 749 579
Total Earned Revenues $ 3,312 $ 2,109

Chart 1.5 | Reserve Fund 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 2020 deposits of $50 million, prior year
sequestration totaling $5 million was returned, new FY
2020 sequestration totaling $3 million was recorded,
and Reserve Fund resources totaling $53 million were
obligated for the year ended September 30, 2020,
leaving a remaining unobligated balance of $3 million
of available resources.

Program Costs. Total Program Costs were $2.3
billion for the year ended September 30, 2020, an
increase of $445 million, or 24 percent, compared to FY
2019. The increase was primarily due to an increase in
whistleblower payments and pending payables, and a
significant increase in contingent liabilities.

Chart 1.6 | FY 2020 Filing Fee Revenue
(DOLLARS IN MILLIONS)
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Chart 1.7 | Program Costs
(DOLLARS IN MILLIONS)

51,400 $1,292
$1,200
$1,000
$800
$600

$400

$200

Salary and Benefit Expenses

Other Expenses

l FY 2020 | FY 2019

MANAGEMENT'S DISCUSSION AND ANALYSIS | 33



Budgetary Resources
For the year ended September 30, 2020, the SEC’s total

budgetary resources equaled $2.6 billion, a 6 percent
increase from FY 2019.

Unobligated Balance from Prior Year Budget
Authority. The Unobligated Balance for the Investor
Protection Fund increased by $105 million compared
to the balance carried forward in FY 2019. In addition,
the SEC experienced an increase in resources due to
$37 million in appropriated FY 2019 funding for the
potential relocation of the New York Regional Office.
Unfunded lease obligations decreased from $28 million
at the beginning of FY 2020 to a balance of $2 million
for the year ended September 30, 2020.

Appropriations. The SEC’s Appropriations balance as
of September 30, 2020, for the Salaries and Expenses
Fund decreased due to the SEC meeting its target collec-
tions for FY 2020. For FY 2019, the SEC experienced

a $239 million shortfall in collections used to offset the
SEC's appropriation, which resulted in $239 million

Table 1.5 | Total Budgetary Resources
For the years ended September 30, 2020 and 2019

(DOLLARS IN MILLIONS)

in authority derived from appropriations from the U.S.
Treasury General Fund. In addition, the Investor Protec-
tion Fund decreased by $134 million due to higher
Investor Protection Fund replenishments and interest
collections during FY 2019 compared to FY 2020.

Chart 1.8 | FY 2020 Sources of Funds

Appropriations
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2020 2019

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

Salaries and Expenses Fund—Without Unfunded Lease Obligations

$ 327 $ 284

Salaries and Expenses Fund—Effect of Change in Legal Interpretation for Lease Obligations (28) (68)

Reserve Fund 5 16

Investor Protection Fund 404 299
Total Unobligated Balance, Brought Forward, October 1 708 531
Appropriations (Discretionary and Mandatory)

Salaries and Expenses Fund — 239

Reserve Fund 52 50

Investor Protection Fund 31 165
Spending Authority from Offsetting Collections 1,826 1,473
Total Budgetary Resources $ 2,617 $ 2,458
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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 $1,826 million
for FY 2020.

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

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

$2,452

$2,500

$2,000

$1,500

$1,000

$500

$0
FY 2014 FY 2015 FY2016 FY2017 FY2018 FY2019 FY 2020
Il Total Actual [ Appropriations [l New Budgetary Collections
Offsetting Authority Exceeding
Collections Budget
Authority

General Fund. The SEC collected $2,452 million

in Section 31 transaction fees for the year ended
September 30, 2020. The $626 million in Section

31 transaction fees collected above FY 2020 budget
authority is unavailable to the SEC for expenditure and
recognized as collections precluded from obligation.

In FY 2019, the SEC’s budget authority was $1,712
million, which was offset by $1,473 million in
collections, resulting in appropriations totaling $239
million in the Salaries and Expenses Fund.
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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 Program
and to finance the operations of the SEC Office of
Inspector General Employee Suggestion Program.

For the year ended September 30, 2020, the balance of
the Investor Protection Fund decreased by $144 million
when compared to the prior fiscal year.

During FY 2020, the SEC deposited $22 million: $17
million from Investor Protection Fund replenishments
and $5 million from investment interest in Treasury
securities. The SEC paid $96 million to whistleblowers
while $95 million in awards were accrued as payable, a
$79 million increase from the prior year.

Table 1.6 | Investor Protection Fund Activity
For the years ended September 30, 2020 and 2019

Ten million dollars in prior fiscal year sequestration
was returned to the Investor Protection Fund, and $1
million in FY 2020 funding was sequestered, resulting
in a net sequestration totaling $9 million.

Limitations of the Financial Statements
The principal financial statements are prepared to
report the financial position, financial condition, and
results of operations, pursuant to the requirements of
31 U.S.C. § 3515(b). The statements are prepared from
records of Federal entities in accordance with Federal
generally accepted accounting principles (GAAP) and
the formats prescribed by OMB. Reports used to
monitor and control budgetary resources are prepared
from the same records. Users of the statements are
advised that the statements are for a component of the
U.S. Government.

(DOLLARS IN MILLIONS) 2020 2019
Balance of Fund at Beginning of Fiscal Year, October 1 $ 404 $ 299
Amount Deposited Into or Credited to the Fund During the Fiscal Year 22 163
Amount Awarded but Unpaid During the Fiscal Year (79) 82
Amount Paid From the Fund During the Fiscal Year to Whistleblowers (96) (142)
Net Sequestration 9 2
Balance of the Fund at the End of the Reporting Period* $ 260 $ 404

*Note: Balance of the Fund does not include Anticipated Resources
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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 2020. 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 2020 Annual Performance Report (APR)
will be issued with the agency’s FY 2022 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 2021 at
SEC.gov/about/secreports.shtml.

Strategic and Performance

Planning Framework

The SEC’s FY 2020 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.

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

Chart 1.10

Percentage of Fair Fund and disgorgement fund plans that have distributed 80 percent of the available funds for distribution

within 24 months of the approval of the distribution plan

Description: In addition to other types of relief, the SEC 100
may seek orders requiring parties to disgorge any ge’/o\-/ge.%\.—_./-
money obtained through wrongdoing.The SEC also is 93% 92% 93%
empowered to seek civil penalties for violations of the 80l — — — — &
securities laws. Where appropriate, the SEC has sought Fiscal Year Plan

to return disgorged funds to harmed investors and, as a

result of the Fair Funds provisions in law, to combine 60
amounts paid as penalties with disgorged funds, or to
create a Fair Fund from penalties only, to reduce losses
to injured parties and to maximize funds available for
distribution. This metric identifies the percentage of
distribution plans that reached a critical mass during the
fiscal year and within 24 months of the approval of the
distribution plan.The distribution plan includes the 20
timeline and procedures required to return the funds to

injured investors. This reflects Commission-wide efforts

to implement plans to return money to investors quickly. 0
Any funds not returned to investors are sent to the U.S. FY FY FY FY FY FY
Treasury or the Investor Protection Fund established 2015 2016 2017 2018 2019 2020
pursuant to Section 21F(g) of the Securities Exchange Actual
Act of 1934. Neither disgorgement nor penalties are

used for the SEC’s own expenses.

Percentage

40

Target: Exceeded
Responsible Division/Office: Division of Enforcement

Data Source: Case Tracking System for the Division of Enforcement

Under the Sarbanes-Oxley Act of 2002, the SEC can approved distribution plan. The SEC achieved the

use Fair Funds to redirect penalties collected from performance level of 95 percent because it centralized
securities law violators to the victims of their wrong- key distribution functions and implemented various
doing. The SEC is committed to the timely collection business process improvements to better monitor and
and distribution of penalties and disgorgement funds. track distribution deadlines. Over the past 5 years, the

In FY 2020, the Division of Enforcement continued to SEC increased the number of distributions from 29 in FY
improve the effectiveness of the distribution program 2016 to 91 in FY 2020. During the same period, while
by exceeding the performance target of 80 percent the number of distributions increased threefold, the SEC
of available funds distributed within 2 years of the maintained a performance level of at least 92 percent.

38 | 2020 SEC AGENCY FINANCIAL REPORT



Chart 1.11

Number of regulatory initiatives (i.e., concept, proposing, and adopting releases and exemptive orders) that could impact a

company’s ability to become and remain a public company, or that are designed to expand the number or range of cost-
effective investment options available to retail investors

Description: The SEC staff provides policy recom- 150
mendations to the Commission that are designed to 135
promote capital formation while maintaining investor

protection and to help improve the retail investor 120
experience. This includes recommending proposed
rules, final rules, public requests for comment,
issuance of exemptive orders, and other initiatives that
seek to facilitate investment product innovation, reduce
regulatory burdens, and/or help retail investors have
the tools and information they need to access and
understand the investment options available to them.

101

90

60

Regulatory Initiatives

Target: Corporation Finance Rulemaking —
Exceeded; Investment Management Rulemaking — 30
Exceeded; Investment Management Exemptive 18 o

Orders — Not Met -1 2 9 . -
0

Responsible Division/Office: .
s ) ) s Corporation Investment Investment
Division of Corporation Finance; Division of Finance Management Management

Investment Management Rulemaking Rulemaking Exemptive Orders

Data Source: Internal Databases B FY 2019 B FY 2020 Plan FY 9020 Actual

* The anticipated target reflected expected applications that could result in exemptive orders, even though some portion of applications is typically
withdrawn before any order is issued. Overall, the number of Division of Investment Management (IM) exemptive orders issued in FY 2020 was
lower than the anticipated target of 135 primarily as a result of firms submitting fewer applications for exemptive relief. The SEC estimates that
this reduction in submitted applications was primarily due to firms’ responses to the COVID-19 pandemic and the Commission’s adoption of the
ETF rule. Specifically, the SEC estimates that the effects of the COVID-19 pandemic led firms to reduce or postpone some of their efforts to apply
for exemptive relief. Additionally, the ETF rule allowed new ETFs to be launched without exemptive relief. Finally, some firms may have postponed
their applications in anticipation that they would be unnecessary, or would need to be modified, in response to other rulemaking initiatives on

the Commission’s public rulemaking calendar. In FY 2020, IM continued to meet its internal performance target for providing timely comments

on applications.

Note: Data for FY 2015 — FY 2018 is not available.

In FY 2020, the Divisions of Corporation Finance and decisions. In addition, the Commission proposed to
Investment Management worked on 31 proposed rules,  amend disclosure requirements for mutual funds and
final rules, concept releases, and guidance releases. The exchange-traded funds (ETF) to, among other things,
SEC exceeded both rulemaking performance targets promote concise and visually engaging shareholder
for FY 2020. Several of the rulemaking initiatives were reports that highlight key information for Main
designed to modernize registered investment company Street investors.

disclosure to better serve the needs of Main Street

investors. For example, the Commission adopted rules For exemptive orders, it is important to note that

to simplify and streamline disclosures for investors exemptive applications are submitted voluntarily and
about variable annuities and variable life insurance not required by the Commission, thus the actual figures
contracts to make it easier for investors to access may vary greatly from year to year depending on
information they need to make informed investment market developments and trends.
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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

Chart 1.12

Number of examinations that request information related to an entity’s information security

Description: Managing cyber and information 400
risks is critical to the operation of the financial

markets. As a result, the SEC’s risk-based

examination program will ensure that a portion

of its exams each year will assess whether 300
regulated entities are monitoring, managing,

and appropriately addressing these types of risks.
The results of these important reviews will inform
the SEC regarding industry developments and
future work in this area. Overall, this metric
reflects the continued focus of the SEC’s
examination program in this area by measuring
the number of examinations reviewing critical
cyber and information risks.

200

Examinations

100

Target: Exceeded

374

300

229

Responsible Division/Office: 0
Office of Compliance Inspections
and Examinations

FY 2019 FY 2020 Plan FY 2020 Actual

Note: Data for FY 2015 — FY 2018 is not available.

Data Source: Tracking and Reporting Exam
National Documentation System (TRENDS)

The capital markets continue to grow increasingly
complex with technological advancements and
commercial developments changing the way markets
operate and driving the development of many new
products and services. Innovations in technology have
been particularly impactful in recent years and have
fundamentally altered consumer interactions with
securities market participants. On a regular basis,
investors make critical, long-term decisions that are
routed through the complex IT systems underpinning
the securities markets. Given these developments, issues
surrounding data collection, usage, and protection are
fundamental to the capital markets, individuals and
entities that participate in those markets, and to the
SEC. The scope and severity of risks that cyber threats
present have increased dramatically, and vigilance is
required to protect against intrusions and disruptions.
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The SEC remains focused on ensuring that the
regulated market participants are actively and effec-
tively engaged in managing cybersecurity risks. The
SEC protects and monitors developments in this

area through examinations of market participants
conducted by the Office of Compliance Inspections
and Examinations (OCIE). During FY 2020, more
than 370 OCIE examinations specifically requested
information related to an entity’s information security,
the results of which helped to evaluate whether
market participants are actively engaged in monitoring
and addressing critical cybersecurity risks. These
examinations also helped the SEC monitor industry
developments to ensure future oversight efforts can be
appropriately planned and executed. The examination
program intends to continue its significant cyber and
information security examination work in future years.



Strategic Goal 3: Elevate the SEC's performance by enhancing our analytical capabilities
and human capital development

Chart 113

Percentage of Plan of Action and Milestones (POA&Ms) closed or mitigated within six months from identification

Description: The metric captures the percent 50
of POA&MSs closed or mitigated within six
months from identification, as determined o
. ) 40.0%
by the Enterprise Governance, Risk, and 40 36.7%
Compliance Capability.
Target: Exceeded i.f) 30
Responsible Division/Office: 3
Office of Information Technology K 20
Data Source: Information Securities—Enterprise
Governance, Risk, and Compliance Capability 10
FY 2018 FY 2019’ FY 2020 FY 2020
Plan Actual

Note: Data for FY 2015 — FY 2017 is not available.

A Plan of Action and Milestones (POA&Ms) describes Chief Information Officer, and other key management

an information security risk and is a management tool stakeholders on a biweekly basis to improve situational
for tracking the corrective actions and the timeline awareness and support a risk-based approach to prior-
for mitigation of that risk. The Office of Information itizing mitigation efforts. During FY 2020, OIT closed
Technology (OIT) measures POA&Ms closed within more than 400 POA&Ms and reduced the quantity of
six months of their initial identification date. In FY POA&Ms remaining open for more than 6 months by
2020, OIT exceeded the performance target of 40 more than 50 percent. The controls implemented to
percent by more than 8 percent due to the implemen- continually monitor the closure of POA&Ms substan-
tation of several reporting enhancements. Specifically, tially contributed to reducing information technology
OIT tracked internal metrics and statistics related to risk and improving compliance with the Federal
common risks identified by the POA&Ms to support Information Security Modernization Act of 2014 and
root cause analysis. OIT presented these expanded other information security mandates.

POA&Ms reports to the Chief Operating Officer,

1 Beginning in FY 2019, the percentage is based on the new calculation methodology. POA&Ms are identified within a 12-month period, where the end of that
12-month period is 6 months prior to the reporting period.
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MANAGEMENT ASSURANCES AND
COMPLIANCE WITH LAWS

In FY 2020, 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
(FMFIA) 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<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>