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proposal, these brokers would be
required to demonstrate that they
incurred a legal obligation to provide
soft dollar services to an adviser. This
obligation could be demonstrated either
by a contract that indicates the broker’s
financial obligation to purchase the soft
dollar services from an independent
research originator, or by an invoice
showing the broker’s payment for the
services for those soft dollar services not
typically the subject of a contract.

In addition, Autranet proposes that
third-party soft dollar brokers be
required to provide a description of the
soft dollar services provided in an
arrangement and specify how the
product assists an adviser in its
investment decisions. A broker would
be required to make this description
available to the managed account upon
request and provide the managed
account a quarterly report showing the
cost of the soft dollar service. For
products having a mixed-use, Autranet
proposes that the broker providing such
a product obtain from the adviser a
description of the adviser’s use of the
product and the adviser’s allocation
between the research and non-research
functions of the product.

Autranet proposes that these
descriptions be reflected in an annual
report that third-party soft dollar
brokers would file with the Commission
and provide to the advisers receiving
soft dollar services and to the clients of
those advisers whose commissions were
used to obtain the soft dollar services.
Autranet proposes that the report
include (1) a disclosure statement
describing the business of the third
party broker; (2) a financial summary,
quantifying on an aggregate basis the
value by category and, if necessary, sub-
category, of the soft dollar services
provided; (3) a compliance report,
demonstrating that the soft dollar
services were in compliance with the
requirements set forth above and within
the safe harbor of Section 28(e); and (4)
an independent auditor’s report.
Autranet believes that such a reporting
requirement would not be costly to
third-party brokers because the
information required is readily available
and the reporting requirements should
reflect compliance procedures already
established by third-party brokers
providing soft dollar services.

The Commission requests comment
on whether some or all of the Autranet
proposals would be practical additions
to the disclosure currently required and
proposed of advisers. In particular, the
Commission requests comment on the
costs associated with this disclosure
approach and the ease with which this
information could be obtained by

brokers and provided to advisers and
their clients. In addition, the
Commission requests comment on the
extent to which full service brokers
providing proprietary soft dollar
services could or should be subject to
any of the reporting requirements
proposed by Autranet.

IV. General Request For Comments
Any interested persons wishing to

submit written comments on the
proposals that are the subject of this
Release, to suggest additional changes,
or to submit comments on other matters
that might have an effect on the
proposals that are contained in this
Release, are requested to do so.

V. Cost/Benefit Analysis
The rule and form proposed today are

intended to provide material
information to clients and prospective
clients of investment advisers that can
be used to evaluate an adviser’s
brokerage direction and soft dollar
practices. The proposals would enable
an advisory client to better assess
whether its adviser is directing its
brokerage in accordance with its best
interests, and whether the advisory fee
it pays is appropriate in light of the
services provided and costs incurred
directly by the adviser.

Adoption of the proposal would
impose some additional costs on
advisers required to prepare the report
and deliver it to clients. The
Commission believes, however, that the
proposals appropriately balance the
need for additional disclosure with the
costs of providing that disclosure. The
information that would be required by
the proposal should readily be
determinable by an adviser. A number
of alternatives that would make the
disclosure requirements more
burdensome, such as requiring advisers
to disclose the value of soft dollar
services received or report on the use of
each client’s brokerage, are not being
proposed. Furthermore, because the
report would need to be prepared and
delivered only annually, the costs of
preparing and delivering the report
should be minimized. In short, the
Commission believes that the costs of
the proposals would be outweighed by
the benefits to advisory clients in
receiving more useful information about
their advisers’ direction of client
brokerage.

VI. Summary Of Initial Regulatory
Flexibility Analysis

The Commission has prepared an
Initial Regulatory Flexibility Analysis in
accordance with 5 U.S.C. 603 regarding
the proposed amendments. The analysis

notes that the rule and form proposed in
this Release are intended to provide
investment advisory clients for whom
the adviser selects brokers to execute
client transactions with information
about the services the adviser receives
from those brokers and the commissions
charged by those brokers. Other
aggregate cost-benefit information
reflected in the ‘‘Cost/Benefit Analysis’’
section of this Release also is reflected
in the analysis. A copy of the Initial
Regulatory Flexibility Analysis may be
obtained by contacting Jana M. Cayne,
Securities and Exchange Commission,
450 Fifth Street, NW., Mail Stop 10–6,
Washington, DC 20549.

VII. Statutory Authority
The Commission is proposing rule

204–4 and Form ADV–B under the
authority set forth in Sections 204,
206(4) and 211(a) of the Advisers Act
[15 U.S.C. 80b–4, 80b–6(4) and 80b–
11(a)] and Section 28(e)(2) of the 1934
Act [15 U.S.C. 78bb(e)(2)].

Text Of Proposed Rule And Form
Amendments

List of Subjects in 17 CFR Parts 275 and
279

Investment advisers, Reporting and
recordkeeping requirements.

For the reasons set out in the
preamble, title 17, chapter II of the Code
of Federal Regulations is proposed to be
amended as follows.

PART 275—RULES AND
REGULATIONS, INVESTMENT
ADVISERS ACT OF 1940

1. The authority citation for Part 275
is amended by adding the following
citation:

Authority: 15 U.S.C. 80b–3, 80b–4, 80b–
6A, 80b–11, unless otherwise noted.

* * * * *
Section 275.204–4 is also issued

under 15 U.S.C. 78bb(e)(2).
2. By adding § 275.204–4 to read as

follows:

§ 275.204–4 Annual report on brokerage
practices.

(a) Each investment adviser,
registered or required to be registered
under Section 203 of the Act on the last
day of its most recently completed fiscal
year, that exercised brokerage discretion
over the account of any client during
that fiscal year and obtained services
other than execution services from a
broker to which it directed client
brokerage during that fiscal year shall
file a report on Form ADV–B with the
Commission no later than 60 days after
the end of that fiscal year, unless the
investment adviser’s registration was


