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About this Report

he Federal Trade Commission’s FY 2007 Performance and Accountability

Report (PAR) provides the results of the agency’s program and financial

performance and demonstrates to the Congress, the President, and the
public the FTC’s commitment to its mission and accountability over the
resources entrusted to it. This report, available at www.ftc.gov/par, includes
information that satisfies the reporting requirements contained in the following
legislation:

D Federal Managers’ Financial Integrity Act of 1982

Government Performance and Results Act of 1993
Government Management Reform Act of 1994

Reports Consolidation Act of 2000
Accountability of Tax Dollars Act of 2002

Improper Payments Information Act of 2002

There are three major sections to this report. The first section, Management’s
Discussion and Analysis (MD&A), provides an overview of the FTC’s organization,
program, and financial performance centered around the Mission, Strategic Goals,
and Objectives. The Performance Section contains a more detailed performance
analysis of the FTC’s programs relative to its Strategic Goals. The Financial Section
provides the financial details, including the independent auditor’s report and audited
financial statements. The Financial Section also provides the management challenges

identified by the Inspector General.



FTC At-A-Glance

History

D The FTC was originally established in 1903 as the Bureau of Corporations. In 1914,
President Woodrow Wilson signed the Federal Trade Commission Act into law.

Laws Enforced

D The FTCis a law enforcement agency with both consumer protection and competition
jurisdiction in broad sectors of the economy. The agency administers a wide variety
of laws and regulations. Some examples are: Federal Trade Commission Act,
Telemarketing Sales Rule, Identity Theft Act, Fair Credit Reporting Act, and Clayton Act.

Did You Know?

D Consumers are affected every day by the FTC's activities as they, for example, receive
fewer telemarketing calls, obtain free credit reports, receive less spam, receive identity
theft victim assistance, access truthful information about health and weight loss
products, pay lower prescription drug prices due to the availability of generic drugs,
and enjoy competitive prices for goods as a result of merger reviews and actions taken
by the FTC.

D The agency manages the National Do Not Call Registry, which gives consumers the
opportunity to limit telemarketing calls. Since its launch in 2003, the Registry has
logged over 150 million phone numbers.

D Over the past three years, the FTC has saved consumers $1.2 billion in economic injury
by stopping illegal practices. FTC's jurisdiction ranges from misleading health claims
and deceptive lending to weight loss schemes and business opportunity fraud.

D In Fiscal Year 2007, the FTC took action against mergers likely to harm competition
in markets with a total of $42.6 billion in sales. The agency’s efforts to maintain
aggressive competition among sellers benefits consumers with lower prices, higher
quality products and services, additional choice, and greater innovation.

D Consumer Information System, the FTC's fraud and identity theft complaint database,
contains over 3.5 million fraud and identity theft complaints and is accessible to more
than 1,650 other law enforcement agencies across the United States, Canada, and
Australia via an encrypted website.

Profile

D The agency is headquartered in Washington, DC, and operates with seven regions
across the U.S.

D Total full-time equivalents at the end of FY 2007 were 1,059.

D Total new budget authority for FY 2007 was $212 million.
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Message from the Chairman

he FTC’s Performance and Accountability Report for Fiscal

Year 2007 reflects the agency’s program performance and

financial activities over the past year and demonstrates
our continued commitment to championing consumers by
promoting competition and consumer welfare in U.S. markets.
The accomplishment of our two Strategic Goals, Prozect

Consumers and Maintain Competition, is based on four objectives

and related strategies for each goal:
D Identify illegal practices.

D Stop illegal practices through law enforcement.

D Prevent consumer injury through education of consumers

and businesses.

Deborah Platt Majoras
Chairman D Enhance consumer welfare through research, reports,

advocacy, and international cooperation and exchange.

As an agency with broad jurisdiction, the FTC is often at the forefront of new
markets, new technologies, and, unfortunately, new illegal practices. We approach
these challenges by applying our strategic framework to promote consumer welfare
and competition in U.S. markets. Consumers calling our toll-free phone numbers
or filing complaints online alert us to real-time scams and illegal practices entering
the marketplace. We use aggressive law enforcement to react quickly and stop ever-
changing schemes. Our consumer and business education staff issue alerts immediately
to warn the public of emerging schemes, followed by web pages and brochures to make
sure that consumers and businesses have good information to protect themselves and
prevent further injury. We strive to enhance consumer welfare by working closely
and cooperatively with our private, public, domestic, and international partners to
research and share information, and advocate our positions on important consumer and
competition issues.

In the past year, the FTC has targeted its consumer protection law enforcement
and education to such areas as subprime mortgage lending practices, data security,
identity theft, spam, spyware, health fraud, and childhood obesity. We have
promoted competition and innovation in such areas as the energy, real estate, health
care, retail, and technology industries. Sidebars describing the FTC’s FY 2007 cases
and activities are included in the MD&A and Performance sections of this report.

More information on the FTC’s activities and our wealth of consumer and
business education materials can be found at our website at www.ftc.gov. In

addition, as part of our Hispanic law enforcement and outreach initiative, we have
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http:www.ftc.gov

a Spanish version of our web page and have translated over 100 of our education
publications. These materials can be found at www.ftc.gov/ojo.

Addressing the broad array of challenges facing the FTC in achieving its strategic
goals rests on sound financial management, information technology, data security
and privacy, and administrative support services. For example, resources are used to
provide technological support to law enforcement and education initiatives, as well as
performance-enhancing technologies that facilitate the transparent and accountable
management of all resources. The FY 2007 independent financial audit resulted in the
FTC’s eleventh consecutive unqualified opinion, the highest audit opinion available.
The audit of the FTC’s financial statements, which includes tests of internal control and
compliance with laws and regulations, is conducted in accordance with Government
Auditing Standards and the Office of Management and Budget (OMB) Bulletin No.
07-04, Audit Requirements for Federal Financial Statements.

The Reports Consolidation Act of 2000 requires an assessment of the completeness
and reliability of the program and financial data contained in this report. Based on
criteria issued by OMB, I conclude that the data are complete and reliable. In addition,
the FTC evaluated its management controls and financial management systems, as
required by the Federal Managers’ Financial Integrity Act (see page 19).

In FY 2007, we continued to move forward on the challenges previously
identified by the Inspector General, and our responses to the specific challenges
ahead are discussed in the Other Accompanying Information section. The areas
of information technology security, redress administration (returning money
from defendants under court orders to wronged consumers), and the protection of
personally identifiable information continue to represent important management
and performance challenges for the FTC. Agency management concurs with
the Inspector General on the significant challenges management faces and on his
assessment of the FTC’s progress in addressing those challenges. Moving forward,
we will continue our efforts to proactively tackle these challenges.

I look forward to working with agency staff, my fellow Commissioners, and our
partners in the coming year to continue providing high-quality service to American

consumers.

Deborah Platt Majoras
November 14, 2007
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MANAGEMENT'S DISCUSSION
AND ANALYSIS
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Mission and Organization
The work of the FTC is critical to protecting and strengthening free

and open markets and promoting informed consumer choice both

in the United States and around the world. The FTC performs its
mission through the use of a variety of tools, including law enforcement,
rulemaking, research, studies on marketplace trends and legal

developments, and consumer and business education.

FTC’s Vision

A U.S. economy characterized by vigorous
competition among producers and consumer
access to accurate information, yielding
high-quality products at low prices and
encouraging efficiency, innovation, and

consumer choice.

FTC’s Mission

To prevent business practices that are
anticompetitive or deceptive or unfair to
consumers; to enhance informed consumer
choice and public understanding of the
competitive process; and to accomplish
these missions without unduly burdening

legitimate business activity.
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Our Organization

onsumers and businesses are likely to be more

familiar with the work of the FTC than they

think. In the consumer protection area, the
care labels in clothes, product warranties, or stickers
showing the energy costs of home appliances illustrate
information that is required by the FTC. Likewise,
businesses must be familiar with the laws requiring
truthful advertising or prohibiting price fixing. These
laws also are administered by the FTC.

The FTC deals with issues that touch the economic

lives of most Americans. In fact, the agency has a long

tradition of maintaining a competitive marketplace

for both consumers and businesses. When the FTC

Photograph of the FTC Headquarters Building

was created in 1914, its purpose was to prevent unfair in Washington, DC. President Franklin D.
methods of competition in commerce as part of the battle Roosevelt personally laid the building’s
w . cornerstone in 1937. The photograph shows
to “bust the trusts.” Over the years, the Congress passed one of a pair of sculptures found outside of
additional laws giving the agency greater authority over the building, entitled “Man Controlling Trade,”
. . ] completed in 1942 by New York sculptor
anticompetitive practices. In 1938, the Congress passed Michael Lantz.

a broad prohibition against “unfair and deceptive acts or

practices.” Since then, the FTC also has been directed to administer a wide variety of
other consumer protection laws and regulations, including the Telemarketing Sales Rule,
the Identity Theft Act, and the Equal Credit Opportunity Act.

The FTC is an independent agency that reports to the Congress on its actions.
These actions include pursuing vigorous and effective law enforcement, advancing
consumers’ interests by sharing its expertise with federal and state legislatures and
U.S. and international government agencies, developing policy and research tools
through hearings, workshops, and conferences, and creating practical and plain-
language educational programs for consumers and businesses in a global marketplace
with constantly changing technologies.

The FTC is headed by five Commissioners, nominated by the President and
confirmed by the Senate, each serving a seven-year term. The President chooses
one Commissioner to act as Chairman. No more than three Commissioners can
be of the same political party. The FTC’s mission is carried out by three Bureaus

consisting of the Bureau of Consumer Protection, the Bureau of Competition, and

Management’s Discussion and Analysis
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the Bureau of Economics. Work is aided by offices, including the Office of General

Counsel, the Office of Inspector General, and the Office of the Executive Director,

and seven regions.

In FY 2007, the Office of International Affairs was created to handle the

international aspects of the FTC’s work, which include assisting the Bureaus

of Competition and Consumer Protection with investigations that involve an

international component; representing the FTC at meetings of international

organizations (such as the International Competition Network, the International

Consumer Protection Enforcement Network, and the Organization for Economic

Cooperation and Development); and promoting cooperation and sound policy

approaches to international antitrust and consumer protection issues. The chart

below shows how the FTC is organized.

Federal Trade Commission

Commissioner
William E. Kovacic

Commissioner Chairman
Pamela J. Harbour Deborah Platt Majoras

Commissioner Commissioner
Jon Leibowitz

J. Thomas Rosch

Chief of Staff

Brian Huseman

Office of Congressional Relations
Jeanne Bumpus

Office of Public Affairs

Nancy Ness Judy

Office of International Affairs
Randolph W. Tritell

Office of Administrative Law Judges
Stephen J. McGuire

Office of Inspector General
Howard L. Sribnick J

Office of the Secre |
Donald S. Clarl:m.y J

B f \
Office of General Counsel Consux‘;gall’lrgtection Exe(zgti'.ic:eoé}::h:ctor Bureau of Competition Bureau of Economics
William Blumenthal Lydia B. Parnes Clharites Salwciaka Jeffrey Schmidt Michael R. Baye

CFO
Steven Fisher

J

CIO
Stanley Lowe, Acting

=
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The agency is headquartered in Washington, DC, and operates with seven regions

across the U.S. The graphic below illustrates the placement of the FTC’s regions.

e’"'"@h _ Northeast_
Northwest mcf (includes Puerto Rico
h’ - Midwest
m ! L Cleveland, 0 * New York, NY
Wester s wa||)

‘ Chicago,iLe  East Central

and U.S. Virgin Islands)

. San‘#:’{ﬁ]c sc}'BA
BN ;. ? [

Los Angelés C

J * Washington, DC
— (Headquarters)

Mwes Southeast
J. ® Atlanta, GA

Dallas X

Our People

he FTC’s workforce is its greatest asset. The agency’s workforce consists of
approximately 1,100 civil service employees dedicated to addressing the major

concerns of American consumers. The chart below shows workforce composition

by category.
J o 0
FTC's Workforce Composition
1200 Total: 1089  Total: 1075 Total: 1074  Total: 1100
Total: 1019

1000 [

800 [

600 [~

40017 - Other Professions

- - Attorneys
200 |:| Economists
- Senior Managers

FY 2003 FY 2004 FY 2005 FY 2006 FY 2007

Note: These totals reflect full- and part-time staff on board as of September 30 for each year.
The actual full-time equivalent usage for each year varies from the on-board count.
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Performance Overview

This section explains the FTC’s performance planning framework and

provides an overview of performance for the year. The Performance

Section contains details of program performance results, trend data

by fiscal year, resources, strategies, factors affecting performance, and

verification and validation of performance data.

Strategic Planning Framework
Performance Measurement Methodology

The FY 2007 strategic planning framework originates from the FTC’s FY 2006-2011

Strategic Plan available at www.ftc.gov/strategicplan and is supported by the FTC’s

Performance Plan available at www.ftc.gov/par.

. Long-term statements of aim outlined in the Strategic Plan that
Strategic Goals . . L
defines how the agency carries out its mission.
Objectives Statements of how the FTC plans to achieve the Strategic Goals.
Indicators used to gauge success reaching Objectives. Key
Performance . L
M measures are those that address the most significant activities of
easures .
an Objective.
Expressions of desired performance levels or specific desired
Targets results targeted for a given fiscal year. Targets are expressed in
quantifiable terms.

As illustrated on the next page, the FTC’s work is structured around two

Strategic Goals and eight Objectives. Performance Measures within the eight

Objectives are used to gauge each Objective’s success.
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Protect Consumers
Prevent fraud, deception,
and unfair business
practices in the
marketplace

Strategic Goals and Objectives

Strategic Goals Objectives

Identify fraud, deception, and unfair practices that cause the greatest
consumer injury

Stop fraud, deception, unfairness, and other unlawful practices through
law enforcement

Prevent consumer injury through education

Enhance consumer welfare through research, reports, advocacy, and
international cooperation and exchange

Maintain Competition
Prevent practices
through law enforcement
anticompetitive mergers
and other anticompetitive
business practices in the
marketplace

Identify anticompetitive mergers and practices that cause the greatest
consumer injury

Stop anticompetitive mergers and business

Prevent consumer injury through education

Enhance consumer welfare through research, reports, advocacy, and
international cooperation and exchange

FY 2007 Performance Summary

The chart below captures Performance Measure results. Of the 34 Performance

Measures, 26 were met or exceeded, six were new measures in which data is being

collected to establish a baseline for a FY 2008 target, and two were not met (2.2.4

and 2.2.5). Based on these results, the FTC has made significant progress toward

reaching its eight Objectives.

Summary of FY 2007
Performance Results

- Target Exceeded

I:I Target Met

- Target Not Met

- Establish Baseline

Total Performance Measures

22 6%
4
2
Target Met
6 12%
34

Establish Baseline
18%

Target Exceeded
64 %

Target Not Met
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Strategic Goal 1: Protect Consumers

Performance Measure

FY 07
Target

FY 07
Actual

5-Year
Target

Objective 1.1 Identify Fraud, Deception, and Unfair Practices That Cause the Greatest

Consumer Injury

1.1.1 Collect and enter complaints and inquiries into 1 million 1.1 million v N/A
the consumer database. complaints
1.1.3 KEY MEASURE: Determine the percentage of 50% 716% v N/A

the agency’s consumer protection law enforcement
actions that are responsive to the consumer complaint
information gathered by the agency.

Objective 1.2 Stop Fraud, Deception, Unfairness, and Other Unlawful Practices Through

Law Enforcement

1.2.1 KEY MEASURE: Stop economic injury to $400 million $519 million v/ $2 billion
consumers each year through law enforcement.

1.2.5 Stop fraudulent and deceptive practices by 130 orders 137 v N/A
obtaining orders.

Objective 1.3 Prevent Consumer Injury Through Education

1.3.1 Track consumer protection messages accessed 45 million 47 million v/ N/A
online orin print. messages

1.3.2 Track consumer protection messages, related to 8 million 9.6 million v/ N/A
identity theft, accessed online or in print. messages

1.3.3 Track consumer protection messages, in Spanish, 2.2 million 2.2 million v/ N/A
accessed online orin print. messages

1.3.4 KEY MEASURE: Track a) the number of times Establish a) 3,066 N/A
print media publish articles that refer to the FTC baseline b) 863 million

consumer protection activities and b) the circulation
of media that publish those articles.

Objective 1.4 Enhance Consumer Welfare Throu
International Cooperation and Exchange

gh Research, Reports, Advocacy, and

1.4.1 KEY MEASURE: Convene or participate 6 workshops 10 v 30 %
substantially in workshops and conferences on novel or and
challenging consumer protection problems or issues. conferences
1.4.2 Issue reports on novel or challenging consumer 8 reports 8 v 40 %
protection problems or issues.
1.4.3 File public and advocacy comments with other 6 advocacy 1v 30 %
federal and state government agencies. filings
¢ SIGNIFIES THAT THE TARGET IS CONSIDERED MET OR EXCEEDED
% SIGNIFIES THAT THE FTC IS ON TRACK TO MEET THE 5-YEAR TARGET
N/A  SIGNIFIES THAT THE PERFORMANCE IMIEASURE DOES NOT HAVE A 5-YEAR TARGET
continued
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Strategic Goal 1: Protect Consumers (continued)

Performance Measure

1.4.4 Cooperate with foreign government agencies on 20 foreign 23 v 100 %
enforcement matters with cross-border components. government

agencies
1.4.5 Provide consumer protection related policy or 20 34 v 100 %
technical input related to foreign government agencies instances of
or international organizations. input

¢ SIGNIFIES THAT THE TARGET IS CONSIDERED MET OR EXCEEDED

% SIGNIFIES THAT THE FTC IS ON TRACK TO MEET THE 5-YEAR TARGET

N/A  SiGNIFIES THAT THE PERFORMANCE MEASURE DOES NOT HAVE A 5-YEAR TARGET

Strategic Goal 2: Maintain Competition

FY 07
Performance Measure Target
Objective 2.1 Identify Anticompetitive Mergers and Practices That Cause the Greatest
Consumer Injury
211 KEY MEASURE: Achieve positive outcomes in Atleast 100% v/ N/A
matters in which Hart-Scott-Rodino (HSR) requests for 90%
additional information are issued.
2.1.3KEY MEASURE: Percent of significant nonmerger At least 100% v/ N/A
investigations that resultin a positive outcome. 90%
2.1.4 Track the number of enforcement actions for Establish a)22 N/A
the total mission, for a) the merger and b) nonmerger baseline b) 11
programs.
2.1.5 Report the number of a) second requests, Establish a) 31 N/A
b) reportable transactions for which premerger baseline b) 2,108
notifications were received, c) HSR investigations c)20
that resulted in enforcement action, d) transactions d)5
in which antitrustissues were resolved through e)1
voluntary abandonment or restructuring because of
FTC concerns, and e) investigations closed because
the evidence indicated that a competitive problem was
unlikely.
2.1.6 Track the number of significant nonmerger Establish an N/A
investigations closed each year, a) with enforcement baseline b) 17
action and b) without enforcement action.
¢ SIGNIFIES THAT THE TARGET IS CONSIDERED MET OR EXCEEDED
s SIGNIFIES THAT THE FTC IS ON TRACK TO MEET THE 5-YEAR TARGET
N/A  SIGNIFIES THAT THE PERFORMANCE IMIEASURE DOES NOT HAVE A 5-YEAR TARGET
continued
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Strategic Goal 2: Maintain Competition (continued)

Performance Measure

Law Enforcement

FY 07
Target

Objective 2.2 Stop Anticompetitive Mergers and Business Practices Through

activities and b) the circulation of media that publish
those articles.

2.2.1 KEY MEASURE: Positive outcome of cases At least 100% v/ N/A
brought by the FTC due to alleged violations. 80%

2.2.2 Achieve savings for consumers through merger $500 million $805 million v/ $2.5 billion %
enforcement.

2.2.3 Take action against mergers likely to harm $25 million $42.6 million v/ $125 billion %
competition in markets with a total of at least $125

billion in sales over a five-year period; $25 billion in

sales each year.

2.2.4 Achieve savings for consumers through $80 million $75 million $400 million %
nonmerger enforcement.

2.2.5 Take action against anticompetitive conduct in $8 billion $2.6 billion $40 billion %
markets with a total of at least $40 hillion in annual

sales over a five-year period; $8 hillion each year.

2.2.6 Save consumers at least six times the amount of 600% 2,500% v/ 600%
agency resources allocated to the merger program over (annual) (cumulative)
a five-year period. (Efficiency Measure) *
2.2.7 Save consumers at least four times the amount of 400% 424% v 400%
agency resources allocated to the nonmerger program (annual) (cumulative)
over a five-year period. (Efficiency Measure) *
Objective 2.3 Prevent Consumer Injury Through Education

2.3.2 Quantify number of hits on antitrust information At least 15.7 million v N/A

on the FTC's website. 15 million hits

2.3.5 KEY MEASURE: Track a) the number of times print Establish a) 2,982 N/A
media publish articles that refer to FTC competition baseline b) 635 million

International Cooperation and Exchange

Objective 2.4 Enhance Consumer Welfare Through Research, Reports, Advocacy, and

Performance and Accountability Report—Fiscal Year 2007

2.4.1 Convene or participate substantially in workshops, Atleast4 1v 20 %
conferences, seminars, and hearings involving workshops,
significant competition-related issues. conferences,

seminars, and

hearings
¢ SIGNIFIES THAT THE TARGET IS CONSIDERED MET OR EXCEEDED
s SIGNIFIES THAT THE FTC IS ON TRACK TO MEET THE 5-YEAR TARGET
N/A  SIGNIFIES THAT THE PERFORMANCE IMIEASURE DOES NOT HAVE A 5-YEAR TARGET
continued



Strategic Goal 2: Maintain Competition (continued)

Performance Measure

2.4.2 KEY MEASURE: Issue studies, reports, and Atleast8 18v 40 %
workings or issue papers on significant competition- studies,
related issues. reports,

and papers
2.4.3 KEY MEASURE: Make advocacy filings with other At least 6 nv 30 %
federal and state government agencies urging them advocacy
to assess the competitive ramifications and costs and filings

benefits to consumers of their policies.

2.4.4 Issue advisory opinions to persons seeking Atleast2to 2v 12 %
agency review of proposed business actions. 3 opinions

2.4.5 File amicus briefs with courts addressing Atleast2to 4 v 12 %
competition-related issues. 3 briefs

2.4.6 Track the volume of traffic on www.ftc.gov Atleast 1.1 million v/ N/A
relating to competition, research, reports, advocacy, 1.1 million

and internal cooperation and exchange. visitors

2.4.7 KEY MEASURE: Track the a) number of cases on Establish a) 61 N/A
which the FTC cooperated with a foreign competition baseline h) 70

authority, b) number of consultations with or comments c)19

to foreign competition authorities, ¢) number of d) 48

written submissions on international fora, d) number e)8

of international events attended, and e) number of
leadership positions held by FTC staff in international
competition organizations.

¢/ SIGNIFIES THAT THE TARGET IS CONSIDERED MET OR EXCEEDED

% SIGNIFIES THAT THE FTC IS ON TRACK TO MEET THE 5-YEAR TARGET

N/A  SiGNIFIES THAT THE PERFORMANCE MEASURE DOES NOT HAVE A 5-YEAR TARGET
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Management Challenges
The FTC stands prepared to face the challenges of today’s marketplace

as a champion for consumers and competition. As a law enforcement
agency with a broad mandate, many of the FTIC’s challenges are defined
by the conditions of the marketplace, and thus its challenges are ever
changing. For example, as consumers and businesses encounter difficulties
with identity theft, subprime mortgage lending, spam, anticompetitive
business practices in the energy or real estate industry, or health care fraud
or practices, the FTC steps forward to protect consumers and maintain
competition. Many of the most serious challenges the FTC currently faces
are summarized by Strategic Goal below, along with a brief description
of the FTC’s activities to address the challenges. (Note: these are mission-
related challenges as opposed to the management challenges identified by
the Inspector General, which are addressed in the Other Accompanying
Information section of this report.)

Strategic Goal 1: Protect Consumers: Prevent Fraud, Deception,
and Unfair Business Practices in the Marketplace

Improving Data Security. Identity theft exacts a heavy financial and emotional
toll from its victims, and the FTC seeks to assist the millions of Americans who
are victimized each year. The agency meets this challenge by combating identity
theft primarily by bringing law enforcement actions against companies that fail
to maintain reasonable safeguards to protect consumer information from identity
theft, and educating consumers on how to avoid identity theft. The President’s
Identity Theft Task Force, co-chaired by Chairman Majoras, has released dozens of
new recommendations for combating identity theft. Along with other agencies, the
FTC is implementing these recommendations, including improving data security
within federal agencies and departments, studying new methods of authenticating
consumers’ identities, studying the use of social security numbers, and training
identity theft counselors and businesses on data security.

Stopping Technology Abuses. Technology provides countless benefits to
consumers, including choice, convenience, and increased access to goods, services,
and information. It also provides new vehicles for fraudulent, deceptive, and unfair

practices in the marketplace. If consumers are not adequately protected, not only can

Performance and Accountability Report—Fiscal Year 2007



they suffer economic injury, but they can lose confidence in
these new technologies. For this reason, the FTC is active
in bringing cases against those who abuse technology. Two
of the FT'C’s highest priorities are to stop spyware and
other deceptive and unfair practices that make it difficult
or dangerous for consumers to operate their computers,
and to bring law enforcement actions stopping deceptive or
fraudulent spam email.

Protecting Consumers in the Financial Services
Marketplace. Agency law enforcement actions target
deceptive and other illegal practices involving mortgage
lending, with a focus on the subprime market. These
practices can have severe consequences for consumers,
including unanticipated high-cost mortgages, ruined credit
histories, loss of their homes, and unwarranted fears of
arrest and incarceration for failure to pay on time. The
FTC’s challenge is to combat unfair and deceptive practices
involving, among other things, mortgages, credit cards,
payment cards, debt collection, and student loans.

Stopping Health Fraud and Childhood Obesity.
Consumers can fall prey to fraudulent health marketing
because they are desperate for help. The FTC takes on the
challenges of the deceptive marketing of health products,
particularly products making disease prevention or weight
loss claims, and products targeted to children. Atan FTC
workshop on childhood obesity, leading food manufacturers
released details of their pledges to voluntarily restrict their
advertising to children under 12 and committed to limiting
their advertising directed to children to food products
that meet certain nutritional criteria or to refrain from
advertising to children. Also, the companies committed
to restricting their use of third-party licensed characters to
products that meet the nutritional criteria and to websites

promoting healthy lifestyles.

Test ¥our Know! edge, Click to Playl

BEWARE

Learn the cluesl

Beware of Spyware
www.onguardonline.gov/spyware.html

Spyware is software installed

on your computer without your
consent to monitor or control your
computer use. Clues that spyware

is on a computer include a barrage
of pop-up ads, a browser that takes
you to sites you don’t want to go

to, unexpected toolbars or icons

on your computer screen, keys that
don’t work, random error messages,
and sluggish performance when
opening programs or saving files. To
lower your risk of spyware infections:
update your operating system and
web browser software, and set your
browser security high enough to
detect unauthorized downloads; use
anti-virus and anti-spyware software,
as well as a firewall, and update them
all regularly; download free software
only from sites you know and trust,
enticing free software downloads
frequently bundle other software,
including spyware; don't click on links
inside pop-up windows; and don't
click on links in spam that claim to
offer anti-spyware software; you may
unintentionally be installing spyware.
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“Green” Marketing. New “green” claims, such as claims for carbon reduction,
landfill reduction, and sustainable packaging, are entering the market daily. These
claims can be extremely useful for consumers; however, the complexity of the issues
involved creates the potential for confusing, misleading, and fraudulent claims.
Given this potential, the FTC is conducting research, developing consumer and
business outreach, and pursuing enforcement actions in this area.

Building International Partnerships. The FTC promotes market-oriented
consumer protection and privacy policies globally, particularly in areas involving
e-commerce and new technologies. Given the challenge of the increasingly cross-
border nature of fraud, spam, spyware, and privacy issues, developing international
partnerships is critical to the effective enforcement of laws to protect U.S. consumers.
The FTC has begun to use the tools provided by the 2006 U.S. SAFE WEB Act to
increase the effectiveness of its cross-border cooperation and enforcement.

Improving Data Collection. The FTC continues to target its law
enforcement efforts in large part based on the analysis of consumer complaint
data that it gathers in the agency’s Consumer Information System (CIS)
database. CIS enables the agency and its law enforcement partners to detect
trends in consumer fraud as they occur. To meet the challenges of collecting and
analyzing the increasing volume of consumer complaints, accommodating the
added number of users of the CIS system, and meeting the increased demands on
access to pertinent data, the FTC is updating the system to ensure that it is easier

to navigate, more secure, and more reliable.

Strategic Goal 2: Maintain Competition: Prevent Anticompetitive
Mergers and Other Anticompetitive Business Practices in the
Marketplace

Preventing and Stopping Anticompetitive Mergers. Many mergers benefit
consumers by allowing firms to operate more efficiently. Other mergers, however,
may result in higher prices, fewer choices, or lesser quality. The challenge for the
FTC is to analyze the likely effects of a merger on consumers and competition—a

process that can take thousands of hours of investigation and economic analysis—
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and identify those that may be harmful. The FTC has been facing a demanding
merger review workload as merger volume has increased more than 50 percent since
FY 2004, which can be considered the first representative baseline year after the filing
threshold change. Based on current patterns, the high volume of merger work is
projected to continue into FY 2008 and beyond. The efforts of the FTC in this area
benefit consumers by keeping prices low, and the quality and choice of goods and
services high.

Preventing Anticompetitive Activity in Energy Industries. The price of
gasoline continues to be a concern for consumers, and is a commensurately high
priority for the FT'C. The FTC meets this challenge by focusing closely on gasoline
markets and moving quickly to address any anticompetitive activity, whether merger
or nonmerger activity. Nonmerger activity may include illegal agreements among
competitors, agreements between manufacturers and product dealers, creating
monopolies, and other anticompetitive activities.

Promoting Competition in Health Care and Prescription Drugs. The
rapidly rising cost of health care is a matter of concern for consumers, employers,
insurers, and the nation as a whole. Health-related products and services now
account for more than 15 percent of gross domestic product, and that share has
grown by 25 percent since 1990. Prescription drugs costs alone were projected
to be more than $213 billion in 2006 (with the federal government paying more
than 30 percent of that amount). Exclusion payment patent settlements, where the
branded manufacturer pays the generic to stay off the market, pose a significant
threat to competition by depriving consumers of low-cost generic drugs. Recent
court decisions, however, have taken a benign view of these harmful agreements.
Therefore, in addition to investigating, and challenging where appropriate, patent
settlements between brand and generic companies, the FTC is also advocating for
legislation to eliminate this problem. The agency also addresses rising prescription
drug prices by monitoring pharmaceutical company mergers. In addition, the
FTC stops anticompetitive agreements between physicians and hospital service
organizations and monitors hospital and other mergers that may raise the cost of

health care.
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ANTICOMPETITIVE CONDUCT

In FY 2007, the FTC filed

complaints against seven real
estate associations—in the Bureau
of Competition’s first ever law
enforcement sweep—to stop real
estate multiple listing services from
limiting competition from discount
brokers. This number included five
consents and two administrative
complaints (one of which was
settled by consent, the other of
which remains in FTC administrative
litigation). The Bureau also brought
four other anticompetitive practices
cases this year, which resulted

in consent orders resolving the
charges. These cases included:
Advocate Health Partners (physician
price fixing), Missouri State Board of
Embalmers and Funeral Directors
(limiting competition in the sale

of caskets), Motor Qil Importers

of Puerto Rico (a conspiracy to
restrict the import of motor oil), and
Colegio Optometras de Puerto Rico
(optometrist price fixing).

Preventing and Stopping Anticompetitive
Business Practices in the Real Estate Industry.
Purchasing or selling a home is one of the most
significant financial transactions most consumers will
ever make, and anticompetitive industry practices
can raise the prices of real estate services. The FTC
investigates and challenges anticompetitive actions to
preserve competition in the real estate industry, allowing
consumers more choice, and ensuring that consumers
who choose to use discount real estate brokers will not
be handicapped by rules aimed at discouraging discount
brokers.

Preventing and Stopping Anticompetitive
Business Practices in High Technology. The growing
importance of technology is a crucial marketplace
challenge that is placing more and more demands
on antitrust enforcement. The FTC’s antitrust
investigations increasingly involve high-technology
sectors of the economy, such as computer hardware
and pharmaceutical products. Furthermore, issues in
antitrust matters increasingly intersect with intellectual
property concerns, raising difficult questions about how
to reconcile these two bodies of law, both of which have

a goal of promoting innovation.

Increasing Consumer Outreach. The FTC is working to meet the challenge

of educating consumers on the important role of competition in providing them

the most valuable mix of price, choice, and innovation. The FTC staff develops

specialized web pages on issues of interest and importance to consumers and

industry, such as health care, oil and gas, and real estate; seeks opportunities to speak

on competition issues; and submits articles on competition to consumer-oriented

publications.
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Preventing Misuse of Government Processes. An important part of the
FTC’s competition agenda includes efforts to identify, investigate, and, where
appropriate, prosecute the misuse of government processes. Such misuse can take
a variety of forms, including abusing government regulatory processes, making
misrepresentations to government agencies, or enforcing intellectual property rights
in bad faith. This can harm consumers by, for example, keeping lower-cost generic
drugs from the marketplace. The FTC remains vigilant in meeting the challenge
of stopping these practices, by seeking out and scrutinizing competitors’ misuse of
government processes to hamper rivals.

Promoting Sound Competition Policy at the International Level. Because
antitrust enforcement increasingly involves cross-border issues, the FTC’s work
promoting international convergence toward sound policies is vital to meeting the
challenge to maintain competition. Although antitrust laws generally support the
operation of competitive market economies and antitrust laws and enforcement
policies around the world share many goals, some differences among them may
increase costs to firms that seek to merge, establish distribution channels, or pursue
other business arrangements across borders. The FTC plays a leading role bilaterally
and through international organizations to increase the procedural and substantive
consistency of antitrust rules and their enforcement. The agency also broadens and
deepens its strong cooperation with foreign antitrust agencies on cases and policy
issues. In addition, the FTC provides technical assistance to foreign competition
agencies, particularly in countries in the process of developing competition laws or
enforcing newly adopted laws.

Advocating for Competition Before the Courts and Other Government
Agencies. The FTC works to meet the important challenge of eliminating
government-imposed impediments to a competitive marketplace by advising other
government policymakers to apply sound competition principles as they make
decisions affecting consumer welfare. Among its activities, the FT'C continues to file
comments on proposed government action (legislation, regulation, and other rules)
affecting competition across many industries, such as the provision of legal services,
real estate brokerage, the direct shipment of wine to consumers, and contractual

relationships between product suppliers and distributors.
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Management Assurances (on Internal Controls, Financial
Systems, and Compliance with Laws and Regulations)

Implementation of the Federal Managers’ Financial Integrity
Act (FMFIA) at the FTC

The FTC considers internal controls to be an integral part of all systems and processes
that the agency utilizes in managing its operations and carrying out activities toward
achieving strategic goals and objectives. The FTC holds agency managers accountable for
efficiently and effectively performing their duties in compliance with applicable laws and
regulations and for maintaining the integrity of their activities through the use of controls.

Previously in FY 2006 the FTC established a Senior Assessment Team (SAT)
whose role is to provide strategic direction and oversight over the agency’s internal
control program, to promote and facilitate compliance with applicable guidance
(e.g., Office of Management and Budget (OMB) Circular A-123 “Management’s
Responsibility for Internal Control,” and to communicate the results of reviews to
senior management and the head of the agency.

Some of the functions that the SAT performs are developing and documenting
an internal control review plan, identifying key processes and related control
activities and performing a preliminary risk assessment of such processes, reviewing
and assessing the overall control environment, helping to ensure the timely
implementation of any corrective actions needed to address identified weaknesses,
and establishing guidance for use by program managers in monitoring and assessing
management controls within their areas of responsibility.

During FY 2007 the SAT performed the functions above and found that the
FTC’s overall control environment is strong. Additionally, the SAT updated guidance
for program managers’ use in completing self assessments relative to the processes and
controls within their areas of responsibility. Senior managers throughout the agency
completed self assessments that disclosed no significant control weaknesses. The SAT
evaluated the results of the managers’ assessments and concurred that no material
weaknesses or non-conformances were identified. The results of these evaluations and
other information, such as independent audits or reviews performed by the Office of
Inspector General and GAO (e.g., Federal Information Security Management Act
review), independent audits of service providers’ operations and financial systems
(e.g., reviews conducted in accordance with Statement on Auditing Standards (SAS)
70), internal analyses, and other relevant evaluations and control assessments, were
considered by the SAT and the agency head in determining whether there are any
management control problems or non-conformances must be disclosed in the annual
assurance statement.

The Chairman’s assurance statement that follows is supported by the processes

and reviews described above, which were carried out in FY 2007.
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Chairman’s FMFIA Statement of Assurance

FEDERAL TRADE COMMISSION
WASHINGTON, D.C. 20580

THE CHAIRMAN

FMFIA STATEMENT OF ASSURANCE

The Federal Managers’ Financial Integrity Act of 1982 (FMFIA) requires each executive agency
to establish internal accounting and administrative controls in accordance with standards
prescribed by the Comptroller General (CG). The CG standards require that such systems of
internal control shall be designed to provide reasonable assurance that:

(i) obligations and costs are in compliance with applicable law;

(ii) funds, property, and other assets are safeguarded against waste, loss, unauthorized
use, or misappropriation; and

(iii) revenues and expenditures applicable to agency operations are properly recorded and
accounted for to permit the preparation of accounts and reliable financial and statistical
reports and to maintain accountability over the assets.

The FMFIA also requires that the head of each agency, on the basis of an evaluation conducted
in accordance with OMB and CG guidelines, prepare an annual statement:

that the a