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- WHITE HOUSE STAFFING MEMORANDUM

Date: '1~_7_02 : ' ACTION / CONCURRENCE / COMMENT DUE BY: 1-8-02, 4:00 PM -

Subject: H.R. 1088, INVESTOR AND CAPITAL MARKETS FEE RELIEF ACT

ACTION FYI | ACTION ©
VICE PRESIDENT 4 O  HUBBARD g
CARD._————-A ® [  HUGHES
BLAKEMAN 0 O IRASTORZA ]
BOLTEN ® [0  JOHNSON O
CALIO W O  LNDSEY 17
CONNAUGHTON O O  MERS o
DANIELS o " RICE o
|FLEISCHER M O RDGE o
GERSON ‘O O ROVE ”. g
GONZALES 4 0. SPELLINGS : B’ g
HAGIN o o CLERK o
HAWKINS O O
REMARKS

PLEASE SEND REMARKS TO STAFF SECRETARY EXT. 62702, FAX 62215 NO LATER THAN -
4:00 PM TUESDAY, 1-8-02. THANK YOU. v

- RESPONSE:

Harriet E. Miers
Assistant to the President
and Staff Secretary

~ Ext. 62702




EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET

WASHINGTON, D.C. 20503

THE DIRECTOR - " ‘January 7, 2002

MEMORANDUM FOR THE PRESIDENT

SUBJECT: Enrolled Bill H.R 1088 - Investor and Capital Markets Fee Relief Act
Sponsors - Rep. Fossella (R) New York and 45 COSPORSOTS

Last Dav for Action

Janpary 16, 2002 - W.edn_esday ,

Purpose

Reduces the rates of fees charged by the Securities and Exchange Commission (SEC) for
securities transactlons and eliminates the general revenue component of such fees; also
estabhshes for employees of the SEC pay parity with other financial regulatory agencies.

Agency Recommendat1ons -

Office of Management and Budget Approval
- Securities and Exchange Commission Approval
Department of the Treasury o No obJectlon (Informally)
Office of Personnel Management : - No objection (Informally) -
Discussion

Background Section 31 of the Securities Act of 1933 (the Act) imposed fees on

pf exchange-traded securities at a rate equal to 1/500th of 1 percent of the aggregate
~ amount of sales. These fees were all to be collected as general revenue. The rat Ras mcreased
~in 1965 to 1/300th of 1 percent. Section 6(b) of the Act imposed fees on th Dof
securities at a rate equal to 1/100th of 1 percent of the offering price. These fees were also
collected as general revenue.ism increased in 1965 to 1/50th of 1 percent. '

The 1983 Securities Exchange Act Amendments-imposed fees on mergers, proxy
solicitations, and other activities at a rate of 1/50th of 1 percent of the value of the securities
involved. These fees were also collected as general revenue. In several appropriations acts in the
1990s, the registration fee rate was increased to 1/29th of 1 percent and all fees collected in
excess of 1/50th of 1 percent were to be credited as offsetting collections for SEC appropriations.



The National Securities Markets Improvement Act of 1996 (NSMIA) reduced the fees to
their current levels (specifics described below) in an effort, based on projections of securities
market activities that total fee collections would fall, to allow the SEC to collect only enough
- fees to approximately equal the cost of running the SEC. (Due to surges in market activity in the

last few years, fee collections have risen much higher than expected.) Under NSMIA, fee rates
are scheduled to sharply decline in FY 2007. :

Reduction in Fee Rates and Elimination of General Revenue Component. H.R. 1088
would reduce these three SEC-imposed fees and eliminate the portion of fee collections recorded / :
as general revenues. The enrolled bill would continue to allow fees collected in excess of
amounts needed to fund the SEC to offset discretionary spending under the Jurlsdmtlon of the
Commerce, Justice, State Appropr1at10ns Subcommuittees.

T ransaction (Section 31) Fees. These fees are collected when securities are sold. The
fees are intended to cover costs to the government of supervising and regulating securities
markets and participants. Currently, the fee is $33.33 per $1 million traded through national
securities exchanges (collected as general revenues), national securities associations (offsetting
collections), and brokers and dealers (general revenues) through FY 2006. After FY 2006, the
- rate is set to decrease to $12.50 per $1 million in transactions. H.R. 1088 would reduce the fee to

$15 per'$1 million in FY 2002. After FY 2002, the SEC would set one transaction fee rate for all
participants at the beginning of each fiscal year so that all transaction fees collected in that year
equal a specified amount, the target offsetting amount. All of the fees would be recorded as
offsetting collections. The enrolled bill would set these amounts as follows: $732 million for
FY 2002; $849 million for FY 2003; $1,028 million for FY 2004; $1,220 million for FY 2005;
-$1,435 million for FY 2006; $881 million for FY 2007; $892 million for FY 2008; $1,023
million for FY 2009; $1,161 million for FY 2010; and $1,321 million for FY 2011. These fees
would equal approximately $12 per $1 million in transactions through FY 2006. After
FY 2006, they would-equal approximately $7 per $1 million. A final adjustment in FY 2012
would occur to produce roughly the target amount for FY 2011 to be applied for transactions in.
all subsequent years. The SEC would be authorized to adjust the rates if the estimate of the
" aggregate dollar volume of sales for 4 particular fiscal year is "reasonably likely" to be 10 percent
(or more) greater or less than the actual volume. ’

Registration (6(b)) Fees. These fees are paid by companies at the time of filing a
registration for securities that are proposed to be offered (e.g., initial public offerings). The fees
are currently set at $239 per $1 million of the maximum aggregate price of the securities, and
will phase down to $200 per $1 million in FY 2006. After FY 2006, the fee is set to decrease to
$67 per $1 million. Fees in excess of $200 per $1 million are counted as offsetting collections,
and the remainder are collected as revenues. H.R. 1088 would set the fee at $92 per $1 million in
FY 2002. After FY 2002, the SEC would set one transaction fee for all participants at the
beginning of each fiscal year so that all transaction fees collected in that fiscal year equal a
specified amount, the target offsetting amount. All of the fees would be recorded as offsetting
collections." The enrolled bill would set these amounts as follows: $337 million for FY 2002;
$433 million for FY 2003; $467 million for FY-2004; $570 million for FY 2005; $689 million
for FY 2006; $214 million for FY 2007; $234 million for FY 2008; $284 million for FY 2009;
$334 million for FY 2010; and $394 million for FY 2011, with a final rate adjustment in
FY 2012 as with transaction fees above. '




Mer oer/Tender Fees. Currently, companies pay these fees at a rate equal to $200 per
“$1 million of the value of securities prOposed to be purchased as part .of a merger at the time of -
filing. The fees are collected as revenues. H.R. 1088 would set these fees at $92 per $1 million
in FY 2002. Thereafter, they would be adjusted to match the registration fee rate and they would ,
be recorded as- offsemng collections. = :

Other fees. Under the enrolled bill, fees on security futures transactions and transactions
on options on security futures (excluding narrow-based security indices) would be reduced from
$0.02 to $0.009 through FY 2006. They would be recorded as offsetting collections. After J
FY 2006, the fee would be further reduced to equal $0.0042 per. transaction. In addition, the
$100 fee for qualification of certain indentures under the Trust Indenture Act of 1939. would be
eliminated. - :

\ "Pay Parity" for SEC Emplovees H.R. 1088 would authorize the SEC to adjust the base -
rates of pay and other benefits for-all of its employees to be comparable to the pay and benefits
provided by certain other financial regulatory agencies. The other agencies are the Federal

~ Deposit Insurance Corporation, the National Credit Union Administration, the Federal Housing

Finance Board, the Farm Credit Administration, and Treasury's Office of the Comptroller of the .
Currency and Office of Thrift Supervision. Under current law, the SEC must follow the Civil /

Service's General Schedule for pay while the other agencies cited above may individually.

establish and adjust schedules of compensation and benefits. ‘To implement the authority, the

~ SEC would have to develop an implementation plan and submit a report to the House Financial

" Services and Government Reform Committees and the Senate Banking and Governmental

Affairs Committees on the plan, including: evidence and supporting documentation and budget -

~ projections on costs and benefits resulting from the plan. (Approval of the plan would not be

necessary before the SEC could implement 1t )

Studles H.R. 1088 would require the SEC to study the extent to whxch benefits of fee
reductions are passed along to investors and submit a report on such study to Congress within
two years of enactment. The enrolled bill ‘would also require the General Accounting Office to J
study the impact and consequences of converting the SEC to a self-funded organization and
submit a report on the study within 180 days of enactment to the House Financial Services and
Government Reform Committees and the Senate Bankmg and Govemmental Affairs
Commuttees.

Administration Position to Date

The Administration strongly supported the fee reduction provisions of H.R. 1088, noting

* that current fee collections are far in excess of the SEC’s budget, acting as a burden on mvestors J

~ and discouraging investment. The Administration opposed the bill’s pay parity provisions :
because exempting individual agencies from government-wide personnel laws adversely affects

the portability of Federal employees and fragments personnel systems.



Pay-As-You-Go Scoring

: H.R. 1088 would affect receipts and direct spending; therefore it is subject to the

* pay-as-you-go requirements of the Budget Enforcement Act. OMB staff estimate that the
reduction in fees would reduce revenues by $1.1 billion in FY 2002, $8.0 billion over FYs 2002--
2006, and $13.3 billion over FYs 2002-2011. (These amounts are net of estimated increased
corporate income tax collections, which are assumed to be 25 percent of the lost fee revenue.)
The revenue effects included in this estimate capture only the revenue lost by eliminating the V
general revenue component of the fees. In fact, the fees credited to the Commerce, Justice, State
Appropriations Subcommittees would increase versus OMB's baseline estimates by $133 million
for FY 2002, $3.0 billion for FYs 2002-2006, and $6.1 billion for FYs 2002-2011. In scoring the
revenue effect of the legislation, these additional fees are not counted because their collection is

triggered by subsequent appropr1at1ons action. o

Conclusion and Recommendations
The Securities and Exchange Commission recommends approval of H R. 1088 because it
will "provide meaningful securities fee relief to the nation’s investors, those seeking to raise
" capital, and market participants, while assuring a full and stable long-term funding source” for
the SEC. The SEC states that-the pay parity pr0v1510ns if "appropriately funded,” will help \/
respond to the Commission’s "stafﬁng cr151s "of recent years : : :

We join the SEC in recommending approval of H. R 1088 which passed the House by a
vote of 404-22 and the Senate by unanimous consent.

Mitchell E. Daniels, Jr. -
Director

Enclosures
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EXECUTlVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET

WASHINGTON, D.C. 20503

THE DIREGTOR Jan‘uary 7, .2002

MEMORANDUM FOR THE PRESIDENT |

" SUBJECT: Enrolled Bill HLR 1088 - Investor and Capital Markets Fee Relief Act
: ' Sponsors - Rep. Fossella (R) New York and 45 cosponsors

- Last Day fdr Action |
Jénuary 16,2002 - Wednesdéy
Purpose - |
| “ Reduceé the rates of fees charéed by thé Securﬁies and “Ex'cha‘nge ‘Corn'xr‘lis‘sion (SEC) for

securities transactions, and eliminates the general revenue component of such fees; also
establishes for employees of the SEC pay parity with other financial regulatory agencies.

Agency Recommendations

Office of Management and Budget : ' - Approval
Securities and EXchange Commission ' ~ Approval ‘
Department of the Treasury = - No objection (Informally)
- Office of Personnel Managemerit ” - No objection (Informally)
Discussion

.

Background. Section 31 of the Securities Act of 1933 (the Act) imposed fees on
transactions of exchange-traded securities at a rate equal to 1/500th of 1. percent of the aggregate
- amount of sales. These fees were all to be collected as general revenue. The rate was increased
in 1965 to 1/300th of 1 percent. Section 6(b) of the Act imposed fees on the registration of

securities at a rate equal to 1/100th of 1 percent of the offering price. These fees were-also
collected as general revenue. This rate was increased in 1965 to 1/50th of 1 percent.

The 1983 Securities Exchange Act Amendments imposed fees on mergers, proxy
solicitations, and other activities at a rate of 1/50th of 1 percent of the value of the securities
involved. - These fees were also collected as general revenue. In several appropriations acts in the
1990s, the registration fee rate was increased to 1/29th of 1 percent and all fees collected in
excess of 1/50th of 1 percent were to be credited as offsetting collections for SEC appropriations.



The Natienal Securities Mafkets ImprovemehtAct of 1996 (NSMIA) reduced the fees to

,‘their current levels (specifics described below) in an effort, based on projections of securities

market activities that total fee collections would fall, to allow the SEC to collect only enough

- fees-to approximately equal the cost of running the SEC. .(Due to surges in market activity in the

last few years, fee collections have risen much higher than expected.) Under NSMIA, fee rates

- are scheduled to sharply dechne in F Y 2007,

Reduction in Fee Rates and Elimination of General Revenue Component. H.R. 1088
would reduce these three SEC-imposed fees and eliminate the portion of fee collections recorded
as general revenues. The enrolled bill would continue to allow fees collected in excess of
amounts needed to fund the SEC to offset discretionary spendmg under the Junsdlctlon of the
Commerce, Justice, State Appropriations Subcommittees. .

" Transaction (Section 31) Fees. These fees are collected when securities are sold. The
fees are intended to cover costs to the government of supervising and regulating securities
markets and participants. Currently, the fee is $33.33 per $1 million traded through national
securities exchanges (collected as general revenues), national securities associations (offsetting
collections), and brokers and dealers (general revenues) through FY 2006. After FY 2006, the

rate is set to decrease to $12.50 per $1 million in transactions. H.R. 1088 would reduce the fee to

$15 per $1 million in FY 2002. After FY 2002, the SEC would set one transaction fee rate for all
 participants at the beginning of each fiscal year so that all transaction fees collected in-that year
“equal a specified amount, the target offsetting amount.  All of the fees would be recorded as -

offsetting collections. The enrolled bill would set these amounts as follows: $732 million for

FY 2002; $849 million for FY 2003; $1,028 million for FY 2004; $1,220 million for FY 2005;

$1,435 million for FY 2006; $881 million for FY 2007; $892 million for FY 2008; $1,023

‘million for FY 2009; $1,161 million for FY 2010; and $1,321 million for FY 2011. These fees
- would equal approximately $12 per $1 million in'transactions through FY 2006.. After

FY 2006, they would equal approximately $7 per $1 million. A final adjustment in FY 2012 -
would occur to produce roughly the target amount for FY 2011 to be applied for transactions in
all subsequent years. The SEC would be authorized to adjust the rates if the estimate of the
aggregate dollar volume of sales for a particular fiscal year is "reasonably likely" to be 10 percent
(or more) greater or less than the actual volume. .

| Registration (6(77)) Fees. These fees are paid bybdmpanies at the time of filing a
registration for securities that are proposed to be offered (e.g., initial public offerings). The fees

" are currently set at $239 per $1 million of the maximum aggregate price of the securities, and

will phase down to $200 per $1 million in FY 2006. After FY-2006? the fee is set to decrease to
$67 per $1 million. . Fees in excess of $200 per $1 million are counted as offsetting collections,

- and the remainder are collected as revenues. H.R. 1088 would set the fee at $§92 per $1 million in

FY 2002. After FY 2002, the SEC would set one transaction fee for all participants at the
beginning of each fiscal year so that all transaction fees collected in that fiscal year equal a
specified amount, the target offsetting amount. All of the fees would be recorded as offsetting
collections. The enrolled bill would set these amounts as follows: $337 million for FY 2002;
$435 million for FY 2003; $467 million for FY 2004; $570 million for FY 2005; $689 million
for FY 2006; $214 million for FY 2007; $234 million for FY 2008, $284 million for FY 2009;
$334 million for FY 2010; and $394 million for FY-2011, with a ﬁnal rate adjustment in

FY 2012 as W1th transaction fees above.



Merger/Tender Fees. Currently, companies pay these fees at a rate equal to $200 per

$1 million of the value of securities proposed to be purchased as part.of a merger at the time of
filing. The fees are collected as revenues. H.R. 1088 would set these fees at $92 per $1 million

in FY 2002. Thereafter, they would be adjusted to match the registration fee rate and they would
be recorded as offsettmg collections. o : o

Orher fees7 Under the enrolled bill, fees on security futures transactions and transactions
on options on security futures (excluding narrow-based security indices) would be reduced from
$0.02 to $0.009 through FY 2006. They would be recorded as-offsetting collections. After .
FY 2006, the fee would be further reduced to equal $0.0042 per transaction. In addition, the
$100 fee for qualification of certam 1ndentures under the Trust Indenture Act of 1939 would be
ehrnmated

"Pay Parity" for SEC Employees. H.R. 1088 would authorize the SEC to adjust the base
rates of pay and other benefits for all of its employees to be comparable to the pay and benefits
provided by certain other financial regulatory agencies. The other agencies are the Federal
Deposit Insurance Corporation, the National Credit Union Administration, the Federal Housing
Finance Board, the Farm Credit Administfat’ion, and Treasury's Office of the Comptroller of the
Currency and Office of Thrift Supervision. -Under current law, the SEC.must follow the Civil
Service's General Schedule for pay while the other agencies cited above may individually
establish and adjust schedules of compensation and benefits. To implement the authority, the
SEC would have to develop an implementation plan and submit a report to the House Financial

“Services and Government Reform Committees and the Senate Banking and Governmental
Affairs Committees on the plan, including: evidence and supporting documentation and budget

~ projections on costs and benefits resulting from the plan. (Approval of the plan would not be
necessary before the SEC could 1mplement it.) :

Studies. H.R. 1088 would requ1re the SEC to study the extent to which benefits of fee
reductions are passed along to investors and submit a report on such study to Congress within
two years of enactment. The enrolled bill would also require the General Accounting Office to
study the impact and consequences of converting the SEC to a self-funded organization and
submit a report on the study within 180 days of enactment to the House Financial Services and
Government Reform Committees and the Senate Bankmg and Governmental Affeurs
Committees. ‘

- Administration Position to Date

The Administration strongly supported the fee reduction provisions of H.R. 1088, noting
that current fee collections are far in excess of the SEC’s budget, acting as a burden on investors
~and discouraging investment. The Administration opposed the bill’s pay parity provisions o
because exempting individual agencies from government-wide personnel laws adversely affects
the portablhty of Federal employees and fragments personnel systerns :



PaV-As-Y0L1¥Go Scoring

H.R. 1088 Would affect receipts and direct spendmg, therefore it is subJect to the
. pay-as-you-go requirements of the Budget Enforcement Act. OMB staff estimate that the .

- reduction in fees would reduce revenues by $1.1 billion in FY 2002, $8.0 billion over FYS 2002
~ 2006, and $13.3 billion over FYs 2002-2011. (These amounts are net of estimated mcreased
corporate income tax collectlons which are assumed to be 25 percent of the lost fee revenue.)
The revenue effects included in this estimate capture only the revenue lost by eliminating the

- general revenue component of the fees. In fact, the fees credited to the Commerce, Justice, State

- " Appropriations Subcommittees would increase versus OMB's baseline estimates by $133 million
for FY 2002, $3. 0 billion for FYs 2002-2006, and $6.1 billion for FYs 2002-2011. In scoring the -
revenue effect of the legislation, these additional-fees are not counted because their collection i is
triggered by subsequent approprlatlons action. ‘ '

Conclusion and-R‘ecommendations '

The Securities and Exchahgé Comimission recommends approval of H.R. 1088 because it
will "provide meaningful securities fee relief to the nation’s investors, those seeking to raise
 capital, and market participants, while assuring a full and stable long- -term funding source' 'for

the SEC. The SEC states that the pay parity provisiOns if "appropriately funded w’ill,help

‘respondto the Cormmssmn’ "stafﬁng crisis’ " of recent years

We join the SEC in recornmendmg approval of H. R 1088 which passed the House by a
vote of 404 22 and the Senate by unanimous consent.

W?MQ'

MltchellE Damels Jr.
Dlrector
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WHITE HOUSE STAFFING MEMORANDUM

SS/IRMNO. 505304
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Subject: H.R. 1088, INVESTOR AND CAPITAL MARKETS FEE RELIEF ACT
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REMARKS:

PLEASE SEND REMARKS TO STAFF SECRETARY, EXT. 62702, FAX 62215 NO LATER THAN

4:00 PM TUESDAY, 1-8-02. THANK YOU.

RESPONSE:

Harriet E. Miers
Assistant to the President
and Staff Secretary
Ext. 62702



EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET

WASHINGTON, D.C. 20503

THE DIRECTOR ) ' January ‘7, 2002

MEMORANDUM FOR THE PRESIDENT

SUBJECT:  Enrolled Bill H.R 1088 - Investor and Capital Markets Fee Relief Act
’ Sponsors - Rep. Fossella (R) New York and 45 cosponsors .

Last Day for Action -

January 16, 2002 - Wednesday -
Purpose , )

‘Reduces the rates of fees charged by the Securities and Exehange Cemmission (SEC) for

- securities transactions, and eliminates the general revenue component of such fees; also.
_ establishes for employees of the SEC pay parity with other financial regulatory agencies.

‘ Agency Recommendations

Office of Management and Budget i L _ | . Approval

Securities and Exchange Commission -~ - K " vApproval ‘

Department of the Treasury = R - No objection (Informally)

Office of Personnel Management o - ~ No objection (Informally)
Discussion

. Béckgtound. Section 31 of the Securities Act of 1933 (the Act) imposed fees on
transactions of exchange-traded securities at a rate equal to 1/500th of 1 percent of the aggregate

- amount of sales. These fees were all to be collected as general revenue. - The rate was increased

in 1965 to 1/300th of 1 percent. Section 6(b) of the Act imposed fees on the registration of
securities at a rate equal to 1/100th of 1 percent of the offering price. ‘These fees were also
collected as general revenue. This rate was increased in 1965 to 1/50th of 1 percent.

The 1983 Securities Exchange Act Amendments imposed fees ON mergers, proxy
solicitations, and other activities at a rate of 1/50th of 1 percent of the value of the securities
involved. These fees were also collected as general revenue. In several appropriations acts in the
1990s, the registration fee rate was increased to 1/29th of 1 percent and all fees collected in

excess of 1/50th of 1 percent were to be credited as offsetting collections for SEC appropriations.




The National Securities Markets Improvement Act of 1996 (NSMIA) reduced the fees to
their current levels (specifics described below) in an effort, based on projections of securities
market activities that total fee collections would fall, to allow the SEC to collect only enough
fees to approximately equal the cost of running the SEC. (Due to surges in market activity in the
last few years, fee collections have risen much higher than expected.) Under NSMIA, fee rates
are scheduled to sharply decline in FY 2007.

Reduction in Fee Rates and Elimination of General Revenue Component. H.R. 1088
would reduce these three SEC-imposed fees and eliminate the portion of fee collections recorded
as general revenues. The enrolled bill would continue to allow fees collected in excess of ‘
amounts needed to fund the SEC to offset discretionary spending under the jurisdiction of the
Commerce, Justice, State Appropriations Subcommittees.

Transaction (Section 31) Fees. These fees are collected when securities are sold. The
fees are intended to cover costs to the government of supervising and regulating securities
markets and participants. Currently, the fee is $33.33 per $1 million traded through national
securities exchanges (collected as general revenues), national securities associations (offsetting
collections), and brokers and dealers (general revenues) through FY 2006. After FY 2006, the
rate is set to decrease to $12.50 per $1 million in transactions. H.R. 1088 would reduce the fee to
'$15 per $1 million in FY 2002. After FY 2002, the SEC would set one transaction fee rate for all
participants at the beginning of each fiscal year so that all transaction fees collected in that year
- equal a specified amount, the target offsetting amount. All of the fees would be recorded as
offsetting collections. “The enrolled bill would set these amounts as follows: $732 million for .
FY 2002; $849 million for FY 2003; $1,028 million for FY 2004; $1,220 million for FY 2005;
$1,435 million for FY 2006; $881 million for F'Y 2007; $892 million for FY 2008; $1,023
million for FY 2009; $1,161 million for FY 2010; and $1,321 million for FY 2011. These fees
would equal approximately $12 per $1 million in transactions through FY 2006. After

FY 2006, they would equal approximately $7 per $1 million. A final adjustment in FY 2012
would occur to produce roughly the target amount for FY 2011 to be applied for transactions in
al] subsequent years. The SEC would be authorized to adjust the rates if the estimate of the
aggregate dollar volume of sales for a particular fiscal year is "reasonably likely" to be 10 percent
“(or more) greater or less than the actual volume. ~

Registration (6(b)) Fees. These fees are paid by companies at the time of filing a
registration for securities that are proposed to be offered (e. g., initial public offerings). The fees
are currently set at $239 per $1 million of the maximum aggregate price of the securities, and.
will phase down to $200 per $1 million in FY 2006. After FY 2006, the fee is set to decrease to
$67 per $1 million. Fees in excess of $200 per $1 million are counted as offsetting collections,

- and the remainder are collected as revenues. H.R. 1088 would set the fee at $92 per $1 million in
FY 2002. After FY 2002, the SEC would set one transaction fee for all participants at the
beginning of each fiscal year so that all transaction fees collected in that fiscal year equal a ‘
specified amount, the target offsetting amount. All of the fees would be recorded as offsetting
collections. The enrolled bill would set these amounts as follows: $337 million for FY 2002;
$435 million for FY 2003; $467 million for FY 2004; $570 million for FY 2005; $689 million
for FY 2006; $214 million for FY 2007; $234 million for FY 2008; $284 million for FY 2009;
$334 million for FY 2010; and $394 million for FY 2011, with a final rate adjustment in

FY 2012 as with transaction fees above. '



Mergér/TenderF ees. Currently, companies pay these fees at a rate equal to $200 per .
$1 million of the value of securities proposed to be purchased as part of a merger at the time of
filing. The fees are collected as revenues. H.R. 1088 would set these fees at $92 per $1 million

in FY 2002. Thereafter, they would be adjusted to match the re01strat10n fee rate and they would -
- be recorded as offsetting collchons :

“Other fees. Under the enrolled bill, fees on security futures transactions and transactions.
on options on security futures (excluding narrow-based security indices) would be reduced from
$0.02 10 $0.009 through FY 2006. They would be recorded as offsetting collections. After
FY 2006, the fee would be further reduced to equal $0.0042 per transaction. In addition, the
$100 fee for qualification of certain indentures under the Trust Indenture Act of 1939 would be
ehmmated -

"Pay Parity" for SEC Emplovees. H.R. 1088 would authorize the SEC to adjust the base

rates of pay and other benefits for all of its-employees to be comparable to the pay and benefits
- provided by certain other financial regulatory agencies. The other agencies are the Federal -
Deposit Insurance Corporation, the National Credit Union Administration, the Federal Housing
- Finance Board, the Farm Credit Administration, and Treasury's Office of the Comptroller of the
Currency and Office of Thrift Supervision. Under current law, the SEC must follow the Civil
Service's General Schedule for pay while the other agencies cited above may individually
establish and adjust schedules of compensation and benefits. To implement the authority, the
SEC would have to develop an implementation plan and submit a report to the House Financial
Services and Government Reform Committees and the Senate Banking and Governmental
Affairs Committees on the plan, including: evidence and supporting documentation and budget
projections on costs and benefits resulting from the plan. (Approval of the plan would not be
~ mecessary before the SEC could implement it.) : :

: Stud1es H.R. 1088 would require the SEC to study the extent to which benefits of fee
reductions are passed along to investors and submit a report on such study to Congress within

two years of enactment. The enrolled bill would also require the General Accounting Office to

study the impact and consequences of converting the SEC to a self-funded organization and

submit a report on the study within 180 days of enactment to the House Financial Services and

Government Reform Committees and the Senate Bankmg and Governmental Affairs

' Committees. :

Administration Position to Date -+

- The Administration strongly supported the fee reduction provisions of H.R. 1088, noting
that current fee collections are far in excess of the SEC’s budget, acting as a burden on investors-
and discouraging investment. The Administration opposed the bill’s pay parity provisions
because exempting individual agencies from government-wide personnel laws adverselv affects
the portab1hty of Federal employees and fragments personnel systems. .



‘Pay-As-You-Go Scoring

H. R 1088 would affect receipts and direct spending; therefore 1t is subject to the-
pay-as- you-go requirements of the Budget Enforcement Act. OMB staff estimate that the
reduction in fees would reduce revenues by $1.1 billion in FY 2002, $8.0 billion over FYs 2002-
2006, and $13.3 billion over FYs2002-2011. (These amounts are net of estimated increased
corporate income tax collections, which are assumed to be 25 percent of the lost fee revenue.)
The revenue effects included in this estimate capture only the revenue lost by eliminating the -
‘general revenue component of the fees. In fact, the fees credited to the Commerce, Justice, State
Appropriations Subcommittees would increase versus OMB's baseline estimates by $133 million
for FY 2002, $3.0 billion for FYs 2002-2006, and $6.1 billion for FYs 2002-2011. In scoring the
revenue effect of the legislation, these additional fees are not counted because their collection is.
Vtrlggered by subsequent appropnatlons action. '

Conclusion and Recommendations

The Securities and Exchange Commission recommends approval of H.R. 1088 because it
will "provide meaningful securities fee relief to the nation’s investors, those seeking to raise
capital, and market participants, while assuring a full and stable long-term funding source" for
the SEC. The SEC states that the pay parity pr0v131ons if "approprlately funded," will help .
respond to the Commission’s ”stafﬁng crisis' of recent years :

We join the SEC in recommending approval of HR. 1088; Which passed the House by a
vote of 404-22 and the Senate by unanimous consent.

W?W(}

B Mitchell E. Daniels, Jr |
D1rector

Enclosures
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EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET

WASHINGTON, D.C. 20503

THE DIRECTOR January 7, 2002

MEMORANDUM FOR THE PRESIDENT

SUBJECT:  Enrolled Bill H.R 1088 - Investor and Capital Markets Fee Relief Act
‘ Sponsors - Rep. Fossella (R) New York and 45 cosponsors

- Last Day for Action

January 16, 2002 - Wednesday

Purpose

_ Reduces the rates of fees charged by the Securities and Exchange Commission (SEC) for
securities transactions, and eliminates the general revenue component of such fees; also
establishes for employees of the SEC pay parity with other financial regulatory agencies.

Agency Recommendations

Office of Management and Budget : , Approval

Securities and Exchange Cdmmission S Approval | 7

Department of the Treasury ' C No objection (Informally)

Office of Personnel Management . No objection (Informally)
Discussion

Background. Section 31 of the Securities Act of 1933 (the Act) imposed fees on
transactions of exchange-traded securities at a rate equal to 1/500th of 1 percent of the aggregate
amount of sales. These fees were all to be collected as general revenue. The rate was increased
in 1965 to 1/300th of 1 percent. Section 6(b) of the Act imposed fees on the registration of
securities ata rate equal to 1/100th of 1 percent of the offering price. These fees were also
collected as general revenue. This rate was increased i in 1965 to 1/50th of 1 percent.

The 1983 Securities Exchange Act Amendments imposed fees on mergers, proxy
solicitations, and other activities at a rate of 1/50th of 1 percent of the value of the securities
involved. These fees were also collected as general revenue. In several appropriations acts in the
1990s, the registration fee rate was increased to 1/29th of 1 percent and all fees collected in
excess of 1/50th of 1 percent were to be credited as offsetting collections for SEC appropriations.




The National Securities Markets Improvement Act of 1996 (NSMIA) reduced the fees to
their current levels (specifics described below) in an effort, based on projections of securities
~market activities that total fee collections would fall, to allow the SEC to collect only enough

fees to approximately equal the cost of running the SEC. (Due to surges in market activity in the
last. few years, fee collections have risen much higher than expected ) Under NSMIA, fee rates
are scheduled to sharply decline'in F Y 2007. :

~ Redtlction in Fee Rates and Elimination of General Revenue Component. H.R. 1088
would reduce these three SEC-imposed fees and eliminate the portion of fee collections recorded
as general revenues. The enrolled bill would continue to allow fees collected in excess of
amounts needed to fund the SEC to offset discretionary spending under the jurisdiction of the
Commerce, Justice, State Appropriations Subcommittees. :

Transaction (Section 31) Fees. These fees are collected when securities are sold. The
fees are intended to cover costs to the government of supervising and regulating securities
markets and participants. Currently, the fee is $33.33 per $1 million traded through national
securities exchanges (collected as general revenues), national securities associations (offsetting
collections), and brokeérs and dealers (general revenues) through FY 2006. After FY. 2006, the -

rate is set to decrease to $12.50 per $1 million in transactions. H.R. 1088 would reduce the fee to
$15 per $1 million in FY 2002. After FY 2002, the SEC would set one transaction fee rate for all
participants at the beginning of each fiscal year so that all transaction fees collected in that year
- equal a specified amount, the target offsetting amount. All of the fees would be recorded as
offsetting collections. The enrolled bill would set these amounts as follows: $732 million for
FY 2002; $849 million for FY 2003; $1,028 million for F'Y 2004; $1,220 million for FY 2005; -
$1,435 million for FY 2006; $881 million for FY 2007; $892 million for FY 2008; $1,023
million for FY 2009; $1,161 million for FY 2010; and $1,321 million for FY 2011. These fees
would equal approximately $12 per $1 million in transactions through FY 2006. After
FY 2006, they would equal approxxmately $7 per §1 million. A final adjustment in FY 2012
would occur to produce roughly the target amount for F'Y 2011 to be applied for transactions in
all subsequent years. The SEC would be authorized to adjust the rates if the estimate of the
~aggregate dollar volume of sales for a particular fiscal year is reason.ably likely" to be 10 percent
(or more) greater or less than the actual volume. ' ' :
Registration (6(b)) Fees. These fees are paid by companies at the time of filing a
registration for securities that are proposed to be offered (e.g., initial public offerings). The fees
are currently set at $239 per $1 million of the maximum aggregate price of the securities, and
~will phase down to $200 per $1 million in FY 2006. After FY 2006, the fee is set to decrease to
$67 per $1 million. Fees in excess of $200 per $1 million are counted as offsetting collections,
- and the remainder are collected as revenues. H.R. 1088 would set the fee at $92 per $1 million in
FY 2002. After FY 2002, the SEC would set one transaction fee for all participants at the
beginning of each fiscal year so that all transaction fees collected in that fiscal year equal a
specified amount, the target offsetting amount. - All of the fees would be recorded as offsetting
~collections. The enrolled bill would set these amounts as follows: $337 million for FY 2002,
$435 million for FY 2003; $467 million for FY 2004; $570 million for FY 2005; $689 million
for FY 2006; $214 million for FY 2007; $234 million for FY 2008; $284 million for FY 2009;
$334 million for FY 2010; and $394 million for FY 2011, with a final rate adJustment in
FY 2017 as with transaction fees above. . Lo



Merger/Tender Fees. Currently, companies pay these fees at a rate equal to $200 per
$1 million of the value of securities proposed to be purchased as part of a merger at the time of
* filing. The fees are collected as revenues. H.R. 1088 would set these fees at $92 per $1 million
in FY 2002. Thereafter, they would be adjusted to match the registration fee rate and they would
be recorded as offsetting collecnons :

Other fees. Urider the enrolled bill, fees on security futures transactions and transactions
on options on security futures (excluding narrow-based security indices) would be reduced from
$0.02 to $0.009 through FY 2006. They would be recorded as offsetting collections. - After
FY 2006, the fee would be further reduced to equal $0.0042 per transaction. In addition, the
$100 fee for qualification of certain indentures under the Trust Indenture Act of 1939 would be
eliminated. '

"Pay Parity" for SEC Emplovees. H.R. 1088 would authorize the SEC to adjust the base
rates of pay and other benefits for all of its employees to be comparable to the pay and benefits
provided by certain other financial regulatory agencies. The other agencies are the Federal '
Deposit Insurance Corporation, the National Credit Union Administration, the Federal Housing
Finance Board, the Farm Credit Administration, and Treasury's Office of the Comptroller of the .
‘Currency and Office of Thrift Supervision. Under current law, the SEC must follow the Civil
Service's'General Schedule for pay while the other agencies cited above may individually
establish and adjust schedules of compensation and benefits. To implement the authority, the
SEC would have to develop an implementation plan and submit a report to the House Financial
Services and Government Reform Committees and the Senate Banking and Governmental
Affairs Committees on the plan, including: evidence and supporting documentation and budget
projections on costs and benefits resulting from the plan. (Approval of the plan would not be
: necessary before the SEC could implement 1t) ' :

Studies. H.R. 1088 would require the SEC to study the extent to which benefits of fee
reductions are passed along to investors and submit a report on such study to Congress within -
two years of enactment. The enrolied bill would also require the General Accounting Office to
study'the impact and consequences of converting the SEC to a self-funded organization and
submit a report on the study within 180 days of enactment to the House Financial Services and
Government Reform Committees and the Senate Banking and Govemmental Affa1rs
- Committees.

Administration Position to Date

The Administration strongly supported the fee reduction provisions of H.R. 1088, noting ‘
~ that current fee collections are far in excess of the SEC’s budget, acting as a burden on investors
and discouraging investment, The Administration opposed the bill’s pay parity provisions

because exempting individual agencies from government-wide personnel laws adversely affects
the portability of Federal employees and fragments personnel systems. '



Pay-As-You-Go Scoring

-~ H.R. 1088 would affect receipts and direct spending; therefore it is subject to the
pay-as-you-go requirements of the Budget Enforcement Act. OMB staff estimate that the
reduction in fees would reduce revenues by $1.1 billion in FY 2002, $8.0 billion over FYs 2002- .
2006, and $13.3 billion over FYs 2002-2011. (These amounts are net of estimated increased
corporate income tax collections, which are assumed to be 25 percent of the lost fee revenue.) -
The revenue effects included in this estimate capture only the revenue lost by eliminating the
general revenue component of the fees. In fact, the fees credited to the Commerce, Justice, State
Appropriations Subcommittees would increase versus OMB's baseline estimates by $133 million
for FY 2002 $3.0 billion for FYs 2002-2006, and $6.1 billion for FYs 2002-2011. In scoring the
revenue effect of the legislation, these additional fees are not counted because their collection is
tnggered by subsequent appropriations actlon ~

Concl-usmn and Recornmendatlons

The Securmes and Exchange Commlssmn recommends approval of H.R. 1088 because it
will "provide meaningful securities fee relief to the nation’s investors, those seeking to raise '
capital, and market participants, while assuring a full and stable long-term funding source" for
the SEC. The SEC states that the pay parity prov151ons if! approprlately funded," will help
respond to the Commission’s "stafﬁng crisis' of recent years

 We join the SEC in recommending approval of H.R. 1088, which passed the House by a
vote of 404-22 and the Senate by unanimous consent. ’

W?M(}’

Mitchell E. Damels Jr
_ Director
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