LV. BUDGET

Summar

The SEC is generally considered one of the best government
agencies. Its budpet 1s miniscyle in ceomparison to that gf
mast agencies, and those it regulares are its primary consti-~
tuancy. Because it is relatively small in terms of budger and
-is not readily percelved to be an agency for transfer payments,
it has enjoved a favored position and its budget has generally
been appropriated within 30% of the amount requested.

The Transition Team reviewed and analyzed the‘functions'.
bteing performed ar The Cqmmis%ion. The budget reductions
proposed re;ﬁlt from a ﬁeregulgtory approach, consistent with
the statutﬁ?y mandzte, not from a make-do-with-less philosophy.

The Iransitiﬂn.feam coencludes that reductions can be made
from actual FY 1380 expenditures at the folloving levels:

Frsr . FY 82 FY 83

2.8% L 17.9% . - 27.5%

and is prepafaﬂ'to def&nd.and justify the veductions,.

‘Budget Trends

. 4s short a éim& ago as 1970, the SEG total %udget was lesa
chan $25mm. Ics éxﬁenditﬁres have climbed sharply, some areas
Eeing rore affected than others. .

The Internal Operating Budget by Major Categor? for the
5EC from 1971 through 1930 shows typical increasess for reguli+.
latory agencies. (see Exhibit A) The greatest increases are
in the lease-rental and acquisition of computer equipment,
where expenditures are 7-10 timg? what they were a decade ago.

" g

Salaries and benefits are two and onc-half times 1971 levels
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end reflect both additional personnel and increased benefits

znd increased salaries.

Authorizations and Appropriations of thea
Securities and Exchange Commission, 19%76-1%83

{3000}
ﬁnacted
éiscal Year ';gzg 18737 ‘igiﬂ 1579 1980
Autharization . 51,000 56,500 63,750 . ° 63,000 79,000
Appropeiation 49,291 56,270 $8,100 67,100 68,586
Reqdesteﬁ
Fiscal Year | 1980 1581 1632 1983
Au;harizatian No change 85,500 98,000 ¢ Iag,000
Appeopriation 72,865*% 17,150 Hot velb prﬂposeﬁ

w

raise.

Includes pending supplemanta

1 requesk to cover Qctober 1, 1%7% pay

Onece in the budpet, an ftem establishes its own growth

sattern and a substantial portion is deemed uncontrollable. The

need for more is attributed to legislation and warket conditions.

The Commission estimateg its long range requlrements as;,

1

Salaries and related
bhedefiks

Hon=-rersonnel expenses of
ongoing Commission
Erograms

Hew initiatiéea:-
Consmlidated headquarters
tuilding

Market Oversight Sur-
_veillance System -

TOTAL AUTHORIZATION REQUEST

Projected Numt=r of
Authorized Positions

1981

654,561

17,4989

350

2,000
85,500

2,192

1982,

73,655

13,270

_*

=
2,315

2,729
98,000

2,367

13,758

2,315

. 3,102
108,000

2,512



The Budget Process '

A perhaps uncharitable description of the budget process,
gathered from ocu. interviews, is that each Division submits a
shopping list for additional slots which it feels are required
te handle "the greater volume and increased complexitcy" which
every Divisicon cites,

It appears there Iis ne real attempt to establish priori-
ties either within a Division, or throughout the Commission.
Thé justification for any additional expenditu}e stands orx
falls on its own mérit, in a vacuum. One project does not

compete with another for dollars.

-Bﬁdget process does not reflect adherence to any under-
lying long range concept of the goal of the Commission.

Little rthought appears to be given to whether the service
in fact is 2 benefit to the investing publie, and further, a

benefit which only the SEC can provide..

4 certain air of unrealiry persists. Intérnal allocations
of funds are made, and afrer the 1lth month, the figures are
"adjusted”’ so that the expenditures at year end match thé
allowance within a dollar or two.
| Overtime ewpectatrions for each Division are added on a
"historiecal baszis", as is the travel component. Inflation as
been a factor in the area of supplies and the ceosts of utilities
and guard services,

‘The organization chart indicates the budget process pro-
ceeﬁs on a division basis, funnels into the Executive Director
and then up to the Chairman. The Executive Director's oifice

either fails te izplement the proper instructions or does not

receive them.
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A list of the contracts entered into by the Commission is
attached as Exhibit B. All the conctracts with the exception
of the stenographic services are contract computer services.

It mipht be noted here that thi. IZIxhibit reflects $1,3G5,Dﬂq
spant on MOSS already, and it is still ar the pilot stage and
locatid in New York.

Sperial Projects: Mzjor Expenditures Which Might Be Eliminated
o1 Deferred

Special projects involving major expenditures of funds
znd commitment of resources included:

1. MDSS Computer System - Once this system goes on line

i; will monitor eveyy securities tramsaction. Tt will
also duplicate present contract computer services and
generate the need for more staff, without praviﬂing
any a2dditional investor prate;tiﬁn.

2. New Office Building - Feasibility studies for this

new bullding indicate that great ecoromles can be
gained directly and indireccly frowm having all SEC
Personnel in cone location. Because of the inereasad
rersonnel and the increases sought, this will requiras

a new building. We believe that all personnel probably
should be housed in one building, but that with the
proposed staff reduction it will be the-present head-
quartexs building.-- - - — - -

3. Small Rusiness Conference - Approximately $750,000 has

been sought by the Commission to hest a Small Business
Conference, The Transition Team believes participation
at a much lower level is more realistic.
Gptions
Sinmece at this Juncture no fiscal year 1981 appropriatien
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can be taken regarding fiscal year 1981, if the new' administra-
tion can react guickly.

Methods of Achieving Budget Modification

The Prasident's power not to spend under the Impoundment
Act of 1974 as far as appropriated funds are concerned hLas been

Yimited.

1. Termination of programs requires express legislation
rescinding the appropriatien. .

2. Deferral of the spending is subject to a disapproval
resolution by either House, and the Ccmptrailer General
enforces the disapprowval.

The Chairman, exercising his authority as executivefadministrative
head of the Commission, with 2 majority of the Commission can
elect to not expend funds unless Congress has appropriated those
certain funds for a specifie purpose with a '"not less than" |
clause,

Through the Apportionment Act, the funds can be made

available on an incremental basis, which tends to reduce large
single expenditures.

‘Budget Goals

The Schedules which follow indicate the level of reduction
in spending the Transitien Team beliéves can be achieved without
affecting the protection afforded investors.

Through attrition and wminimal hirings, change of mission,
discontinued programs, and true deregulation the lower level
of expenditures reflected in the Schedules can easily be
adhered to.

Foregoing the new building through smaller overall staff

and most particularly smaller Washington staff represents sub-



stantial savings. The duplicatio: of facilities required by
three leocztions and the indirect costs of inefficiency and lack
of productivity thereby engendered can be overcome in FY 82,
when the entire Commission (minus its MOSS) can be housed in
its present quarters at 500 N Cap. )

The direct cost of the dispersed locations per annum as.

—

estimated as follows: ' - o ;
Drivers (3 at $§15,000) 5 45,000
Vehicles - A
Trucks (AVIS} 10,800
Cat (3 at 52,000} 6,000
Fuel 143,000
Duplicate Facilicies
Aerox rvowms, perscnnel and equipment 28,000
Libraries 21,000
Mail rooos and personnel 18,000
Toll Charges end Direct Lines 5,000
Computer Eervices (e.pg., Lexis) 4,000
Overtime for storage and pickup 75,000
Electronic Cormunicator 1,000
Alterations 136,040
Additional ADP equipment required {annual cost) 30,000
Guard Services 30,000
TOTAL $408,000

The indirect costs in terms of loss of efficiency, pro-

ducrivity end high turnovers are estimaced as follows: N

_____ Fersonnel Productivicy
Economic & Policy Research 1,021,819 204,164
Corporate Finance 7,126,678 1,425,336
Administrative Services _ 932,427 186,487
- Reports & Information Services 2,602,323 520,465
TOTAL 11,683,252 2,336,652
Toetal Washington Offices 33,210, 145

*James F. Giegerich & Associates, April 1980



The Transition Team gannot c¢cmment on the reliabhility of

the figures,' They were prepared to justify the new building.



One area of expenditures is not reflected in the budget.
The manner of handling EEQ complaints of the SEC is set forth in
17CFR 200.90.

.ﬁt the SEC, and it is probably typical, it is difficult to
determine the costs of the Egqual Employment Oppertunity pregrams
as they are largely imbedded in other allacatiﬂnﬁ. -

At the SEC, in addition to the three employeses shown as EEOQ
employees, reporting to the Chaicman, bthere are at lesst a dezen
employees detailed to spend a2 minimum of 20% of their time on EEQ
complaint counseling and investigation. This ig in addition to
the EEC programs in the Pe:sghngl Office which includes special
recruiting and travel for potential minority empleyees,

A Complaint office is presently statutocity mandated, but prempt
handling ¢f the complaints would produce a significant saving.

There has been an institutional tendency to allew these
complaints to linger within the agency for years, priﬁr ko
resolution or forwarding to the EEQC or OPM.

Each complaint, while s£i11 at an 'informal' level is
thoroughly investigated, with all due process, including counsel
and transcripts. If the resulting report is lesa-than 2" thick,
we were told, the report is deemed incomplete. The process then
starts aghiA, de novo 1f the complaint is Ecrmaily ledged. Some
complaints have been actively investigated for over four years at
the SEC.

We calculate 150,000 in salaries and benefits and $177,00%

in transcription costs for a total <of $327,000 net shown on the
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budyget is being spent on EED complaints, in addition to the
salaries that are shcwn and the Perscnnel Qffice EEQ program.
The new administration should attempt to calculate the
cost/benefit of Equal Opportunity programs.
The EEQ office is required to prepare Affimative Action
pruérams. These programs set goals for every division, reléteﬂ
to the employee population distribution in the geagqraphic area. ’

Attached is Figure 11, from SEC Affirmative Actitn (EEQY Program

Plan for Fiscal Year 13980 {(Phase Two) . Thisz iz a document of

some 200 pages, and the attachment s illuskrative of the

activities of this division.



FIGURE 13: Tranglilon Yenr Coals

Haghiogton, 0. C. Arca
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CARGEYED OCCUPATIOHAL PEACENTAGE OF TOTAL ESTIMATED COHFUTATION OF COALS GOALS
OCUHEAT TURS - LEVEL Lrour 1K CLF VACANCIES fa) x {b} = (c}
Clerical/Secretarcia] I'U.l:].}

{G5=-5 - 47

Whice Maola - 49.1 12 5.09 [
Block Mals 13.0 12 1.58 2
Wispanic Hale ' 2.9 12 S 0,34 L
liizpanic Female - 1.9 12 _ 0.22 : 1
Hacive Americdn )

Male 0.2 : 12 0,24 1
Hacive American

famale : 0.1 12 0,24 i
Oriencal Hale 0.8 12 8.09 : Q

Oricntal Female L 0.6 12 0.07 ¢
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IV. BUDGET EXHIBLITS AND SCHEDULES
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Exhibtit A -
. Internal Operating Budget by Hajor Category

1981 1/ 1980 2/ 1979 2/ 1928 2/ 1977 2/ 1976 2/ 1975 2/ 1974 2/ 1973 3/ 1972 1) 1971 2/

alarcles £52.927 %2 456 $A7,BTR 44 035 539,698 536, T4 £33 044 $2A,044  $24 476 5IL,B48 519,939
encfics - 4,677 &, B59 A, G85 4,215 A, 74l 1,414 3,01 2,41p 2,073 1,812 1,804
ravel & Transportaltan of . ) ' . :
FETEONE 2.12% 1,762 2,003 1,745 1,648 1,111 1,199 ° 1,000 741 £9% A4
renaperiation of Things 47 k| a1l L4 34 n, 19 18 18 a1l 5
epmunications & Rentals 7,910 LI % b, Gbh G,2%2 5,388 4,011 4,184 1,702 1,408 1,008 % b
vinting & Publicatione 1,155 1,068 088 Bi17 16 242 240 FE) 164 178 &9
ither Seeviges 5,120 3,401 3,624 1,78) 2,405 1,857 1,914 T 1.846 1,010 912 526
‘upplics 1,137 B5l 1,015 492 794 Lg2 T A4TR J33 v 278 67 1986
‘qulinment 1,193 L75 525 494 a7 134 285 545 b 114 1l&

Ltunl Ohlipaciong/Requented :
Apprapriatlon §76,0%3 $72,731 567,064 $62,237 $%6,215 549,051 44,395 M M MML

J Eatimaced,

S Acturl,
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Company

Disclosure Ine.
PRC

MBS
CSA Reporting

Four Phane
Suba Leasing
Manchik-Weber

Systems Consulting,
Inc.

LEXIS

SEC Ccntracts}?urchase orders
(Exeluding maintenance and building improvements)

over $50,000

Awarded in

Fiscal Year 1979

Item

Micrographles

Mierographies

ADP esquipment
apftware angd
maintenance

Stenographie
service

TP
IeM 360/6%

Market Oversight
Survelllance
System (soft-
WETE}

Automated Legal
Reaearch

Amount

$ 90,000
£403,000

$202,000
$700,000
$127,000

$ 66,000

£44Z2,000

£124,700

1Y5E

La‘-llAUA.'. Fu) f

_ Divigion or Office

Office of Reports
and Information Services

‘Office of Neports

and Information Services
pffice of Reports
and Information Servicea

Division of Enforcement
Nffice of General Couns.l
Regional Qffiges

0ffice of Daka Processing
0ffice of Data Processing

Dfflce of the Executive
Director

Caommisalon
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Company
IaM

LEXIS -

Monchik-Weber
systems Consulting,
inc.

ARS
[hutomated Business
Systems)

Diaclosure, Inc.

Four Phase

GSA DOA

STC {Storage
Technology}

CS5h Reporting
Campany

Racal-Milgo
Information System,
Ine .

Suba aaing Corporation

SEC Contracta/Purcnise uraers
. _ Erxcluding maintenance. and building improveménts}
over 550,000

Awarded in

bl

Fiacal Year 1980

Item

ceu (IBM 3707158}

nutomated Legal
Reogarch

Market Oversight
Survelllance System
Pilot Operations &
Censulting

ADP Equipment
Boftware &
Maintenance

Micrographicas

TP Eguipment

Systems analysts and
programming support

‘Tape drives .

Stenographic
reporting service

TP Tquipment
Nardware

IRM 260765

hmount

5655,000

£207,000

$293,000Q

$186,000

$2235,000

$127,000

% 84,000

$ 74,000

$A00,000

$ 40,000

$ 50,000

Division or Qffice

office of Data Processing

Commission

Dffice of the Executlve
Director

Office of Reporta
and Informaticon Services

Dffice of Reporkts
and Information Services

office of Data Processing
|
Office of Data Proceasgsing

Office of Data Processing

pivision of Enforcement
Genaral Counsel
regional Offices

0ffice of Data Processing
(Regional Nfflces}

affice of Data Proc sing
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Company

Four Phaae

MR

Interstate

MBS

risclosure,. Inc.

]
1

Hemorex
LEXIS

Racal-Hilgo
Information System,
Inc,

SEC Conkracts/Purchage Orders

[Excluding maintenance and building improvements}

over 550,000

Awarda and Projectlons
Fiscal Year 1981

Item Amount
T (FY A1-PY BB) $600,000
TP {Oct. BO-Feb, A1) $ 55,000 .
Market Dversight $300,000
and Surveilllance
System ~ Pilot
Operations
Stenographic £900,000
geyvices
ADP eguipment
hardware and ©%118,000
maintenance
Micrographlcs $122,000
Storage control g 73,344
unit
Automated Legal $227,.000
Nesearch
TP equipment $ 41,000

hardware

Divigeion or Qffice

0ffice of Data Processzing
Office of Data Processing

Office of the Execuiive

Director

Division of Enforcement
Qffice of General Counsel

legional Offices

M
rf

IV -

Office of Applicatlons and

Reportas Services

Reports Services

0ffice of Data Procesning

Commission

O0ffice of Data Processing

{nNegional Officas)

I
Office of Applications and



SCHEDANE 1

LECURITIES & EXCHANCE COMMISSION TENTATIYE BUDGET BASED O FY 80 BUDGET :
tY AMD FERSONNEL BENEFITSL3A001
Actuml FY 0O ] FY m [boqinning FY 021 3 Fr n? (haginnlng FY B3} H FY 82 .
Ylatr hytlon Pass Cost Raductlon Pos. Coat Pos. Cost Base RaductTon Pot. Cost | Pot. Cost Base Rudu.!ﬂ'run Poys Coat '
i1 (21 {31 41 13} 161 [ ] 181 %) 110} (113 {E2} 113} 14} 15
v rf 3 i/ L.
wotlon Flpance 261 7. 07 i) 279 F. 752 Nz &, B0 18 01 6,548 191 &, 20 - 198 &, 0458
5 ' !
faf Accountant 23 BAA 10 3 [1E]:] rd B 7 19 o o 19 %A 10 13 TH
~camont 54% 19, T8 % 9T 19,184 4g 15,163 15 507 I, 50t Li.1.] 5,429 T3 471 14,084
1sumar Affalrs 14 1 ] 1 233 7 158 L1 o] 1nr L] 8 50 3 9 D .
' —
1
ot Regulstlon My T AP 20 23T 1,285 mn &, 4785 r11 B R0 %, 838 169 5,181 0 1%2 4,72 =
i
6
arats Reguletion 47 1,12% 100 n 08
dtment Managomont 178 ¥ 258 x " 157 5,208 1440 A B29 it} 1?76 4,168 12 3,703 20 it 331
&r
ral Counsal 3y 3,362 g Do 3. 01A &R 2,308 5 &0 2,020 "M 1,751 w0 s f,.390
fnlon & Review 9 1097 4] ° 315 B n%e 19 g 284 7 o) 10 7 %6
« Law lidgms 1 4BE n} 1 25 11 325 0 11 53 11 w2 ¢ 11 529
77 .
i Stat. Resesrch it |, 442 ™ I 1,479 as 1,3 i 2 1, ted m. 1,063 0 n. 5o

tatals 1,001 40 ERD 1,433 43137 1,261 41,615 - I el 38,205 1,D5E 3,250 orr 32,182
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SCHEDULE T Hotna

Hotes Acecmpanying Tantetlve Budget Bazed gn FY 70 Budget

n.bs The SEC Iy a0 Tadepondent sgency, and therefore the Adwinlatreflon can dfrectly seforce spending outs onty through fts chaolce of dasfg=

noted Chalrmar, G5A, throwgh T4s control of goverament offfce spece cam falt +h provide the new byl lding sought ead can gance! the fwagas on

the 2 other 0.C. logations when parzocensl redictlons warrent, xt the end of FY B, Large equlpment lessiss (suck as MDOSS) are clmliacly Fon
~4through G54, 098 can ecart o braklng af fact thraggh the Apportlonment At by making funds meatlieble om en Ingreomental bests.

The malor dactesses In fhe Commizslon bydget rezult from expendtiyres foregore. Thess expandttures Include the MIES  computer) the rew
bullding and ettecdant moving r:t;u-f:: pnd $750,000 for a2 Smell Bualnezs Confarsnce. !Sam Rotaz 11=15} The othear dcreazes In expandltures
result from seonomie: obtalmned In the "Hher Exponses™ which are sngng the recosmandetleons In thls flpal report.  Thess other dvorassas
totaling $7,500,000 fn FY O1 ond %1, 200,000 in FY 2 ore |In such arpes ms (o) less rental! gpace bolng raquieed, (h) better -anagomant
resulting 'n less need for addittonal bullding services end guords for overtime porlods, (c} less travel, ond [d) saving tha direct and Im-
diract costs of operatling In ? ss,.arated D.C. locatlons.

Fe

!a-

4,

b,

T.

8.

The aumbars [ndicating posltlons era posTtions f1lled; tnclodod ore both headguarters sad reglonal parsomnel; not Included are Reports
sad frrpematlont clarical parsonnel dotalled o Corporetlon Flesnce, Enforcensnt, Market fAsquintion Divisloas snd the Genersl Counsel's

ofilca,

Salaclas Bnd Parsonnal BanefTts Tnclude: haslc anlerles) tamporery salsrlas) overtlma thistarle beals): nlght d7ffarentisl Ixhars mplis
cahlnd; Hallcey pay: tarminal leave snd "other porsonnal compensatfon.

Tha diztributlon of roductlon In porsonnel botwosn tesdguerters and the Aaglonal officas Is set Im Section [,

Cost Includas IDA/B0 O pay rulsu; bt no additlonal sccrozyetha-bomrd pay Feiysx,.

Minor divisTons are thown where 1hoy asopass on ‘Pha.- Commisslon Orgeatfzetlan C'hari:.l;

The Barkruptcy functlon w!l| contlnue to ke handlad out of Ganers! Counsel's affice panding & more' sufteble =lutfon.

Reductfons & mot Include Accounting Faef fows,

Includes tn addition +o +ha Chalrman's stafr of 12, the following: EED (3), Internai Awdit (4) and Leglslatlve Affolra {3), ol! reporiing
diractiy ‘o 1ha Chalrman.

Hotws to Schedyfa | contlnged on next page
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tms Accompanylng Schedula ¥ cone .

+ For working dlsg#rThyutlon zoe Scheduls 11

F

tneludes 105 paa. tncreoss In costs of sarylcos snd supplles; doos mot include ontract termlastion sty re HOSS.

+ This figura was reached ns {otfpwa: ’ Pending F¥ 81 Approprletfon 717,150

Cctober 1990 pay ralse 4 000+
Unantfcipated cost Increases Ja0t
Addltionel posltlons 1,425%
. Increaased avearape enploymont 1,629+
Mov Ing sepanses Yo now
bullding 950"
FY 81 AuthorTzation $05, 500
'+ Thia flgurs wes rasched as Tof lowa: 1981 Authortzetlon $85,%00
) October 1900 pay ralse 4, 600"
Inecrassead parsonnal aztx b
Highar spece {sasing costs 1,365
MO5S rzo*
Dmnta processing Tncresss oo0tt
Cont Ingancy for non-porsennal
costs 001t
Fr B2 Auvthorlzetlon {08,000
b This fTgurs was rosched s follows: - 1381 Authorlzetlon § 90,000
Octabor 1902 poy ralan . 3, 200
Ingreasad porsonnel costs 4,41p"
g Mos$ sp2e
FY B3 AuthorTzation $TO8, 000 '

Tha Itams w!th the stngla degges are [ncluded In the Trensltlon Tesm's proposed budget floures; +he [tems with tha doub le dogger ere Included

at a lower funding leval. Tha sstarisked |tems are sxpenzos foregono.

Eomlkrn
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Accounted Eosts by Malor Blvislons 130007

SCHEDULE 11
SECURITIES & EXCHAMCE COMMISSION TENTATIVE BUDCET BASED W FY B0 BUGHGET BY MAJOr DIVISION

Actual FTY (0 * L] FY Mt X FY 02 1 FY Nl
Is4r | bat lon Posa Cost £ Raduction Pas. Coat X Ra&ductian Pps. ot b ! Faduction Pos. Cost 4
(11l {2} iy 141 =3 (L) (1 LELD] {2} Lo} 01 12l 113} (14} (15}
1/ . CoT
watlon Tlrnenca I 1 - 20 10 b .
14,008) 19 b3 -1 0 320 12,95 22 92 .2,
lof Afcountant b ) 10 10 10
“camant [33:] 3] 15 13
F 2%, s 15 613 L ) 35 525 N, M6 s [ F ] 18,8926 2=
1sumar Affalrs 14 50 50 50
st Reguintlon FEE 0,068 14 o s 9,936 14 0 i T P4 14 0 163 . 1 13
srate Regulntion i1 1,367 2 L] 21 ¥ 1
stmant Manpqamen® ). 5,870 10 20 166 5,543 2 0 1 5,423 9 0 111 4,694 9
=al Counsal 113 I an 5 . i}
Infon L Hevlew 9 5,54} T 10 11 4,337 & 1] 9 },'I':'IT 3 10 26 2,36% L
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V. LEGISLATIOY

Legislative initiatives affecting the SEC are within the
jurisdiction of the Securities Subcoumittee of the Senatelﬂénking.
Housing and Urban Affairs Co mittee. Fresently the rankfhg |
members of the subcommittee are Sehators Richard Lugar and
Taul S. Sarbanes. Senator Jake Garn will be the Chairman of
the Committee in the coming term and Senator Willi.m Proxmire
will be the ranking minafity mémber. In the House SEC legis-
lation comes withia the jurisdiction of the Consumer Protecticon
and Finance Subcommittee of the House Interstate and Foreign
Commerce Committee, The Chairman of the subcommittee is Rep.
Jamas H. SchEuér_ The ranking minerity member is Rep. 'James'T.
Broyhill, There is talk of the subcommittes jurisdictien

being tranferred to the Commmications Subcommittee. This

will have to await Committee reorganization in the next Congress.

Foreign Corthpt'?thbtibﬁh'iﬁf

flew legislation affecting the SEC which is likely in the
new Congress includes revisions of the Foreign Corrupt Practices
Actc, This Act was passed in'lﬂ??-and involves the payment of
roneys by American companies in foreign business transactions.
The Administratiom should--zssek azmendment—of this legislation
to eliminate criminal penalties presently included inm it. The
Act has had an uwnfortunate effect on American companies competing
in foreign markets. Complete disclosure will be adeguate to

satlsfy SEC requirements and the SEC's enforcement authority
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would retain injunctive power to take care of those who were
not in compliance. We believe this legislation would be received
positively in the Congress and would pass. 1t should have high ]
priority because it would signal the business community of the
Administratien's positcive encouragement to compete In fcréign
markets,

The following is a swmary of some of the more important
legislative prnposalé before the Congress and alsq include a
briaf discussion of legislarion which is likely to be introduced

in the new Congress.

5. 25315 - The Government Guaranteed Securities Acts Amendments

of 1880, 1Introduced by Senator Harrison Williams. This bill
is5 designed to protect investors in Ginnie Mae securities.
“"Ginnie Maes' are shares in mortgage pouls. “hey are guaranteed
by the Federal government. The legislation is designed to keep
the Ginnie Mae program viable and free from scandals that would
2estroy it. DMortgagze hankérs or lendevs who make real estate
loans pool their mortgages and enter into a contract to sell
them as securities packages to investors such as insurance
companies, credit unions or individuals. The agreements to buy
or sell at a fixed price are sometimes made as long as nine
ronths in advance, —

S. 2515 would require brokers and dealers in certain
specified government-guaranteed securities to register with

the SEC and bank regulatory agencies who would then have

regulatory authority. Under terms of the bill, z Government



Securities Rulemaking Board would be created to exercise primary
rulemzking authority for such dealers to promote fair trading
principles and ethical business practices. A centralized
clearing faecility open to all who participate In making these
rarkers would be encouraged. ‘

Dealers who currently trade exclusively in Ginne Mae
securibies are at the present time exempt from'the regqlaticns
to which others in the securities industry ave subject with
ortly the excepticon of the anti-fraud provisions of the
securities laws. All securities professionals would under rhe
Act be required to register with the 3EC. This would include
banks as well if they trade in certain government securities,

The bill is an attewpt to consolidate the registration
requirements for municipal and government securities,

Tha proposed Government Securities Rulemaking Beoard would
establish the rules wich which persons and institutions involwved .
in the government securities business would have to comply.
Inspection and enforcement would remain a responsibillity of the
WASD, the banking agencieg, and the SEC. Easically it retains
the self-regulatory authorities. The Board would be funded by
fees and assessments on public securities dealers.

The bill encourages the establishment of 'a centralized
clearing ageney for government-guaranteed securities, The bill
would expand the SEGC’s anthority over the clearing of government-
guaranteed securities by giving it autherity under Section l7A

of the Exchange Act teo facilitate davelopment of a naticnal



system of rlearance and setrlement for transactions in government-

guaranteed securities, Legislation in this area does not appear to
2e cost justifiad.
Miscellaneous Small Business Legislation

There are a number of bills also in the Congress which
are designed to help small business. Among these ate 5. 553,
"The Scall Business Capital Preservation Aet of 1979;" 5, 1967,
"The Czpital Formatiom Act of 1979," and 5. 2239 "Incentive
Stock Cptions.,"

S. 633 would permit an individual to defer taxes on the
gain from the sale or exchange of certain small business stock
within 13 months of the sala. Under the bill, gain would be
recognized to the extent that the sales price exceeds the cost
of the small business stoek purchased during the 18 months fel-
lowing the sale. If a tax payer defers taxes the basls of the
small business stock zeguired during the 18-month period would
be raduced by an amount equal to the unrecognized gain realized
on the initial sale or exchange.

5. 1867 would allow securities dealers who are making a
market for the securities of small businesses to defer up to
$T million of gain on the purchase and sale of those securities.
The gain would be deferred for wp to ten years thus providing
reserves for a finmancial cushion to caver lean years,. — . .. - .

S. 2239 provides that a stock option meeting certain
requirerants which is granted to an empleoyee would be taxed at

capital gains rates when the employee sells the stock.



A.L.I. Faderal Szcuritiez Code

Also anticipated is the introduction of rhe American Law
Institutes Codification of the Securities Code, There is wide
ranging dispute as to whether cthe codification answers gome
of the problems of security law. 1t is expected that the
proposal would require several years of discussion before ac-
tion on the Code could be taken. Support, or lack thereof,
by the_ﬂdministratioﬁ and the 1éadership of the SEC w{li
vitally affect the outcome of this legislation.

Although the codification of the Federal Securities Laws
promises some ilmpravement in some zreas of the Securities
Laws, an attempt at its adeption by Congress would delay
other efforts to lessen the burdens on business while at the
same time protecting the invescing public. Passage by
Congress would take at least two years and Professor Louls
Loss, the autht:::r, estimates it would take five yvears. A
Congress focusing on the Code would have lirrle tima to
congider othexr provisioms affecting the SEC. It should be
kept in mind that codification is extremely expensive in
terms of Congressional time and in termws of money for the
implementation phase after adoption.

Those who advocate the Ceode's adoption say that it would
make it easier for companies to raise capital. The seven
statutes which now are adminiztered by the SEC are in a state
of uncertainty, and proponents say the Code would provide
simplification, understzndabilicy znd certainty. The Code

would shift the center of the SEC disclosure universe from the
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hit or miss registration raquirement of the 1533 Act -- whose
reliance on an "offer" or "sale" has led to much arcane inter-
pretation -+ to company registracion and continuous disclosures,
Every company would register on the occasion of itfs fixsc
"distribution” or its achieving %1,000,000 of gross asset; and
a total of 500 security holders; thereafter the reporting, proxy,
tendar offer and insider reporting provisions would apply equally
to all registered cﬂﬁpanies. Another important part of the Code
is the concept of a "one-year registrant." Since the market
would be informed about a company that had been subject to
continuous disclosure for at least a year, the Code reflects
some deregulation so far as those one-year reglstrants are
concerned.
There are cencerns about a number of the provisions of
the Code. An exzmple is the tremendous exposure which would
be impased on cutside directors for any false or misleading
statements in the 1{-K annual report. Under the {(ode, the
10-¥X report would become the key disclosure document in capital
raising. It is likely that recrultment of cutside directors
would be increasingly difficult due to the Code’s change in
status of the outside director, who would have to become
almest full time in order to know the wvalidity of the statements.
The SEC would he given broader authority to regulate the
standards of conduect which until now have been governed by
private regulation. We favor increasing the use of private
regulation and decreasing the SEC's authority in this area

wheraver possible,



There z2re a number of controversial issues which are not
dealt with in the Coda. If a Code were deemed the desirable
course te follow, it would seem appropriate to dacide how to
deal with futures contracts based on securities and what the
rules should be for tender offars. |

Racomrendations on A.L.T. Federal Code

Tha Code cnntains a number of valuable ideas in facili-
tating capital raisiﬁg; It should be considered as to which
of these encourage the twin gosls of deregulation and capital
formation. Adoption of sections of the Code which meet thase
twe criteria could be considered on a section-bDy-section . basis
rather than the adoption of the whole. The Code as a whole
runs counter Eo the strong movement teowards deregulation
wherever and in whatever govermmental departwent possible.
The Code giwves much greater power fo the SEC than it needs to
carry ocut its funckions. It would be far more desirable to
use congressional time to explore the enhancemant of the
States' role in security regnlation and thase other steps

which would enhance deregulation at the national level.
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Legislation Defining Jurisdiction of Fipancial Institution

Pegulatory Azencies

At the present time the Chicage Beard Options Exchange
has asked the SEC and the Chicago Board of Trade has asked
the CFIC to permit trading in theses products. r
Legislation is needed to define the proper regulatory
framework for this product and wmany others which cross existing
jurisdiccional lines: The S5EC, the bank regulatery agencies,
and other finanecial insciturion vegularory agencies are not
properly coordinated in their efforts. The Reagan administra-
ticn should sec a high priority the passage of legislation
wnich consolidates where possible, these uncoordinated aﬁd

competing governmental actiwvities.



