
RICHARD HUGH BAKER COMMITTEE ON 
6 i n  Dlrrralm, LDUI-.IANA TRANSPORTA~~ONAND INFRASTRUCTURE . -

C~MMITEEON 
F I N ~ ~ A LSERVICES 

-
W A T C n  fitaouffc~sAND E N V l a o ~ u r r r r  

~ U ~ C O M M T T E EON 

FINAKIAIINZT ? ~ I , O N >  ---
AN" C o ~ r - u ~ t nCREDIT- COMMITTEEON 

S L I ~ C ~ M M I T  @USP r!f nftprramfirfi t rwI L L  ON VETERANS AFFAIR9 
H.louslnr3 AND 

Bttuf$tlgintt, 9.a.tfllilS--l&U5C~MHUNITY I:EO ~ f o ~ ~ l l ~ l l r  S L J ~ ~ O M M I J  ON HEALTH 

7 z=J- 0 

r) -' 3 

'i)The Honorable Wi l limn H. Donaldson " Z V :Chairman m \  
Securities And Exchange Commission -4 - r)
450 Fifth Street, N.W. m c m o  
Washing~orl,DC 20549 S7-a3-W -cl < y  

5 -- a 
9 - - L';

Dear ChL?iman Donaldson: ;o Y 
2 N 
> a, 0 

I am plcased to learn that the Cc~mmissionwill consider rule proposals to imple%ent 
some of thc refom.; included in my legislation, the  Mutual Funds Integrity and Fee Transparency 

a
Act (1-1.R. 2420), which passed rhc House on November 19,2003. Mutual fund invcstors' 
confidence has been shakenby the shocking revelaticms of fnud. The Comrzlission's rulemaking 
proposals are an important t?rst slep toward restoring investor faith in mutual funds, yet I believe 
these proposals can go fur~htxand mmo work can he done to provide investos with strengthened 
corporate governance and greater c1-arityabout fees and costs associated with mutual funds. 

H.R. 2420, &$ introduced, included a provision that would have requircd all mutual fund 
boards to have an independent chairman. I am encouraged that the Commission is considering a 
rule that will cffectiveIy require a mutual fund board chairman to be independent from a fund's 
mmagclmnt company. I have long fclt that mutual h i d  investors deserve a board ch,.\irman who 
exclusively represents shareholder interests. Whilc I am pleased &at the Commission is 
considering this provision through a rulemaking, I believe legislative enaclcucnt is necessary lo 

ensurc that future rcgulatmy actions do not weaken or ehninate this important reform proposal. 

I ~ L Ualso pleased that the Cornmission will consider proposals that would require 
invcstrnent advisers to adopt codes of ethics establishing standards of conduct for advisory 
personnel, safeguard materid nonpublic information about client transactions, and address 
conflicls that arise from pcrsonal trading by advisory personnel. However, a code of ethics is 
meaningless if its provisions c m  be waived or violatcd with impuni~y.Therefore, in accordance 
with H.R. 2420, the Commission's proposal should go further and also require morc accessible 
public disclosure of codes of cthics, in addition to disclosur~of waivers or marcrial vjolations of 
the codes. 
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In addition to thcsc aforcnm~ionedprc~pos-als,'I understand the Commission will consider 
a rulc to rcquix brokcrdcalcrs to providc inves~orsw i ~ hspecific infcmnation about conflictsand 
distribution-related costs prior to purchase of tuut~~alfunds iznd as par1 or Lrmsacticm 
canforn~ations.This proposal is similar to the nmeudment 1 successfully offcred a1 n Financial 
Services Cormlittee mukup 0CH.R. 2420 on July 23,2003. It is unconscionablc that 
infomation relevant to ,ainvestor's dccision to purchase a mutual fund, such as whether a 
broker received.differentia1colnpensation to scll a pctrticular fund, is hidden horn investors. 
These undisclosed financial incentives are unacceptable and need to bc fully transparen[. 

Although 1 am pleased with these initial stcps to help reslore the confidence of mutual 
fund investors, there remain nuny provisions in H.R. 2420 that thc Commission has not yet acted 
upon, has only actcd upon in part, or does no1 have the authority to implement without legislative 
action. I know that you share my god to better scrvc inveslors through stronger corporate 
governance and meaningful, accessible information about the fees and costs associaled with 
luutud funds. Lcgislntion is critically needed LO hl ly  address those goals, and 1look folward to 
your continued support forthe expeditious enactrncnt of H.R. 2420. 

Chairman 
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