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40 In order to keep the report at a manageable
length, an adviser could be permitted merely to
indicate whether or not it received soft dollar
services, rather than to identify the services
received, from brokers that were not among those
it used most frequently (e.g., the top twenty).

41 In 1976, the Commission proposed rule 28e2–
1 under the 1934 Act, which would have required
advisers to make certain disclosures to clients
concerning soft dollar practices in a separate annual
report. Securities Exchange Act Rel. No. 13024
(Nov. 30, 1976) (41 FR 53356 (Dec. 6, 1976)). The
proposed rule, which was not adopted, would have
required, among other things, narrative disclosure
concerning research received ‘‘in return for’’
brokerage. Commenters stated that it was
impracticable to determine whether research was
obtained ‘‘in return for’’ specific services,
particularly when the research was not solicited.
See Securities Exchange Act Rel. No. 10569 (Jan. 30,
1979) (44 FR 7864 (Feb. 7, 1979)) (‘‘Release 10569’’).

42 Instruction 7 to Item 2 of proposed Form ADV–
B.

43 Id.
44 In connection with its annual survey of

institutions regarding their brokerage practices, see
note 2 and accompanying text supra, Greenwich
Associates uses the following nine categories of soft
dollar services: performance measurement, third-
party research, corporate fundamental databases,
technical analysis software, portfolio modeling and
strategy software, on-line stock price quotations,
specialized political or economic analyses,
terminals and computers, and custody services.
Greenwich Associates, Institutional Equity
Investors 1994 (statistical supp.) 19.

45 The Commission recently proposed that
estimates of the value of non-monetary payments
for order flow be disclosed to customers of brokers
receiving such payments. Securities Exchange Act
Rel. No. 34903 (Oct. 27, 1994) (59 FR 55014 (Nov.
2, 1994)). Payment for order flow is payment by a
broker, dealer, securities exchange, securities
association or exchange member to a broker or
dealer in return for the routing of customer orders
to the broker, dealer, securities exchange, securities
association, or exchange member.

46 In addition, it is unclear how a broker’s ‘‘cost’’
should be determined. An ‘‘average cost’’ could be
obtained by dividing the cost of producing the
services by the number of recipients. ‘‘Marginal
cost’’ would measure the actual cost of providing
the research to the last adviser. Full service brokers
frequently distribute to advisers and other
customers research services that were initially
produced for other purposes. The marginal cost of
such research might be only the cost of its
distribution.

disclosure regarding all brokers used by
the adviser.40

Comment is requested generally on
the definition of an execution-only
broker, and whether the proposal’s
classification of brokers into two types,
execution-only and all others, is
appropriate or practicable. Instead of
classifying brokers by type, the
Commission considered proposing that
advisers be required to classify brokers
or specific trades based upon the
purposes for which the trades were
directed to the broker (e.g., execution or
research). Under this approach, trades
directed to a broker that provided soft
dollar services could be considered to
be directed for the purposes of
execution if the services were a minimal
factor in directing the brokerage. The
Commission is not proposing this
approach because determining the
purposes for which brokers are used or
individual trades are directed may be
impracticable and burdensome.41 The
proposed approach, which would not
permit an adviser to treat a broker from
whom it receives significant soft dollar
services as an execution-only broker,
seeks to reduce the burden on advisers
by providing a more objective basis for
classifying brokers. Nevertheless,
comment is requested whether the
annual report should require advisers to
classify brokers or trades by the
purposes for which the adviser directed
the brokerage.

C. Disclosure of Products and Services
Received

The annual report would describe the
soft dollar services received by the
adviser from each research broker listed.
Except as discussed below, soft dollar
services would be required to be
identified specifically.42 The producer
of a third-party soft dollar service would
be identified unless its name was
evident from the name of the product.

This information is intended to permit
a client to assess whether it benefits
from the soft dollar services that the
adviser receives and, consequently,
whether it should attempt to limit the
adviser’s use of its brokerage.

In many cases, an adviser receives
research reports from a broker or is
given access to the broker’s securities
professionals in exchange for the
direction of brokerage. An adviser
would not be required to list separately
every report that it received or each
professional with whom it had contact.
Instead, an adviser would be permitted
to refer to these services generically
according to the following categories: (1)
Analyses and reports on specific
securities, issuers or industries, (2)
political or economic analyses or
reports, or (3) access to securities
analysts.43 All other services, including
computer hardware, software, databases,
and on-line services, financial or other
publications available by subscription,
and any products or services falling
outside the scope of Section 28(e) of the
1934 Act, would be required to be
identified specifically.

Comment is requested whether soft
dollar services should be identified in
this manner. Should the Commission
require more specific disclosure of
research reports or access to securities
analysts or other professionals, or
permit general descriptions of other
services? Comment is requested
whether, either in lieu of or in addition
to separate identification of the services
received, soft dollar services should be
required to be classified into specified
categories, and, if so, what those
categories should be.44

In addition to requiring a description
of the soft dollar services received, the
Goldman/Morgan Proposal would have
required that an adviser disclose the
price in commission dollars and fair
market value of each third-party soft
dollar service (which typically will be
provided at an explicit price). As noted
above, the Goldman/Morgan proposal
would not require this disclosure
regarding proprietary soft dollar
services, as these services are not
explicitly assigned a price. Price and
fair value information may be useful as

an expression of the value of the soft
dollar services obtained by the
adviser.45 The Commission is
concerned, however, that unless the
values of proprietary soft dollar services
are also included in the report, the
information provided to the client
would be incomplete and may distort
client understanding about the benefits
that advisers receive through client
brokerage. Clients, for example, may
incorrectly believe that soft dollar
services are not a consideration in an
adviser’s direction of client brokerage to
full service brokers or that third-party
soft dollar services are of greater value
(either to advisers or clients) than
proprietary soft dollar services.
Moreover, the Goldman/Morgan
Proposal may provide an investment
adviser an incentive to direct brokerage
to a full service broker rather than a soft
dollar broker for the same types of soft
dollar services, simply because of
differing client reporting requirements.
This consequence may not be in the best
interests of advisory clients and may be
unfair to soft dollar brokers. Thus,
consistent with the staff’s
recommendations in the Market 2000
report, the Commission is not proposing
that only third-party soft dollar services
be valued.

The Commission also considered
requiring advisers to report the fair
market value of all soft dollar services,
regardless of their source. Because there
often is no agreed upon price for
proprietary soft dollar services, their fair
market value may not readily be
ascertainable. One approach might be to
require advisers to disclose the cost to
the broker of producing proprietary soft
dollar services. The cost of producing
services, however, may not reflect their
fair market value, and an adviser may
not be able to verify cost information
provided by brokers.46 Alternatively, the
value of soft dollar services to the
adviser receiving them could be


