
V538 t


ElizabethSullivan Financial 
octobef18, 2007 

Elizabeth Sullivan, CFP*

tRogistoredPrinoipal r .  N\
'  

\ \ \  

* 

Jimwebb 
United States Senate 
144 senate Russell OfiiceBullding 
WashingtonDC 20510-4001 

Oear Sen. Webb: 

On October 1Oh,my colleagues and I from the Financhl SeMces Instltute(FSl)had the pleasuroto meet with 
a f€w ofyourcolleagueson Capitol Hill. 

We had wanted to meet with youbecausothe SEC announced a fewmonthsago that they are reviewingthe 
us€ of13EL&eg in mutualfunds and may decide to eliminat€ orcurtailtheus€ of them. 

I don't feel I need to gointo all the dstails of ttle issue- IVe enclos€d lheFSIlssuoBrietingforihat- bul I do 
want lo make my voice heard as a small-busine3s andvoter in Mrginia.owner,employor, 

My key pointsare: 

against'brokers"was that compensatlon 
to eam a commission, hadto buy or sell within a 

. years ago, one of the major complaints 	 was based on 
transactibns- the fnancial seNicesprofessional 

client'saccount.Of course, into inappmpriate 
thls can lead the unscrupulous and excessive trading. 

. 	 Then,12Fl fees were inlroduced. They were designed to keep the financial servicesprofessional
,interested'in the mutual fund account afrer the initial investrnent Becauseof the compensation 
receivedfromthe 12b-.1 fee,I can providomy e,d$ing clients ongoing portfolioadvice and cus{omer 
servicesince I do not havo to spend my time constantly drummingup now business. 

o 	 The 12Fl tee is gonerally0.25%annuallyandis lully disclosedin the prospectus.lve been in 
businesssince 1968. Not ONCEhasa client complained aboutthislow fee 

to the disclosure 
ofthesefees should be made. 

. 	 A majoroverhauloftheRulo12b-1is clearly inappropriate. However,improvements 

of mutual 
fund disctosure by using plainlanguage,providinga concise and balanced explanation information. 
Please contact the SEC and let them know that their goalshouldbe lo improve the effectiveness 

of relevant 

Thankyouforyourtimeand attention. 

Sincereiy, 

A;\--\'J-­
3600 Chain Bridge Roa{ Suite 16 . Fairfax,Virginia22030 
703.818.3318 Fax.800.252.3318. 703,273.5959 Toll Free 
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The Cose forRule {2b-{ 

TheSECsdoptedRute12b 1 in 1980,followingo periodof significontmutuslfundnet 

redemptions.The ruIewosintendedto stimulote mutuol fund groMh, promote o more stoble 

fundossetbose,ond creote economiesof scole thotwouldreduceshoreholderexpenses-The 

industryrespondedbyusing12b-1feesfor vorious essentio!purposesChiefomonglheseis 

co-p.i*ting U-kerldeolelrsond finsnciol odvisorsforproydinginvestorswith critjcolsupport 

r"a lrrJ"iJf" pftnningfortheir finonciol futures'Todoy,Rule1 2b-1 isonintegrolportof the 

mutuoL fund distribution$.stem. 

ln recentmonths, SEC officiolshoveexpressedconcemthqt 12b-1feesno longer servetheir 

i*gi;t purpos"of supporting funddistribution.On June 19, the SEChostedo roundtoble 

dir"*srionon irrue, sunoundingRule12b'1' Whilesomedissentingvoiceswere heord' the


overwhelrningmojorityof porticipontsin the Roundtoble ogreedthot 1 2b-1 fees continueto


seru"on impJ.tonirole.Thebenefitsof 12b-1feesorenumerousqndinclude:


1. 	hnondinolrwestorchoice-The multipleshore closses rnodepossibteby Bute 12b-1give


;Ct ffd."t bypt".,lding them opiionsfor how theypoytheir finonciolodvisor' The


flexibility offeredbyRule1ZLl ollowsfinonciolodvsorsto toitor portfoliosto their clienG'


specificneeds. 

2. 	SupportinaFinoncislLiterocv- MutucLfundssendtheirinvestorsmonthlystotements,

onnuolreports,ondothermoteriolsFinqnciql
confinnotions,prospeduses, 	 odMsorsservethe 

vitql roLeof educotors by hetping irvesiorsto moke sense of ihese essentiol moteriols.12b-1 

feesprovidethe comPensotion finonciolodvisorsreceivefol theseefforls' 
-	 bulng highond

3. 	MonooincClientExDectotionsInvestorsmokecettoincommonerrors -


t ltl"S t"*Jh*itg P.* performonceondhorboringunreolistice(Pectotions'12b-1 lees

os they continuollyproviie finonciot Jvisori with compensotion monogetheirclients' 

cpeqtotions ondprotect them frorn folling irlto these common investortroPs' 

4. 	 insurinqSmotlAccountsRecei\€ sewice- lnvestmentodvisoryservicesole simPlyout of the


t *h rn*y t*"lt *.*nt troUers Finonciolodvisorsmust hove onothermeonsof being

"f 	 theseoccounts'12b-1fuesprovide the mechqnismto insur€ Foirlycompensotedforseryicing 

thoismoll investorsreceivethJsupportondservicetheyneed to ochie\€ theirfinonciolgools. 

ond Volue-Added odvisors 

-rt,,"l fu"d .li.rt ; uori"ty oii;iljnirt*tiuu ond rrolue-odded servicesincluding:chongeof 

nome/oddrcss,portfoliooptimizotionondrcboloncing,tronsferon deothorgift' consolidoted 

occountslqtements,periodicportlolio review meetings,quorterlynewsletters'coslbosis 

reseorch,ond consulting onotherfinoncialdecisionsTheseimPortqntseryicesoremode 

possibleby the subsidy12b-1feesprovide 

5. 	SubsidizinqAdministrobive Services-Finonciol provide their 

of Chonoes to Ru[e 12b-'1UnintendedConsequences 

Elimjnotjonot the drostic curtoilmentof 1 2b-'1 feeswouldhovedevostotingunintended


consequences
fol investon'Umitinginvestorchoice,removolof the incentivesto Promote


finoncioltitemqyondmonogeinvestorexPectotions,
sndthe loss of thevolue-oddedseryices 
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describedoboveorejustthetiPof theiceberg' ln foct'significontchongesto Rule12b-1' 

combinedwith otherr".6n1 gvsnts,including the euminotionof fee-bosed brokeroge occounts' 

.on Jo*" ti," *w nohrreof the finonciotse-rvicesindustryby drlving finonciotodvisorsto 

;;;1r;;t6*#;ilt*entodvisorstoescopeonerousregutototyt:"try'tuoresultjtis 
essentioltliot onyirnprovemenBto the Rule be desigrnedto reinforcethe importontbenefitsit 

providesto iTwestors. 

EffectiveDsclosureisthe Gool 

The federol secllrfies tovvssrebosedupon one simpleond sttEightfolwordconcePtsoll investoE 

;h.il;;;.; ; cefioinbosicfoctsobout on investrnentprior to b'ying iL 1l14th,therclevont 

fo€ts owlloble to them,investoEore fiusted to moketheh ct$aldecisionsinpu6uit of their 

nnoniot oools. In the world of mutuol funds.informotionismqdeovoilobieto ilvestors vio 

Hl;;;;;m;;_ primdty tire progecrus. since rl1efees ond expensesossociotedwirh o 

ru1roit ,na W"tt*ent hovao slgrniffmttt imPocton onifilesto/s rctumr the prospectus 

dedicoteso significont omountof tjme to s disossion of them' 

Urlfoltund.eiy,l--ngtiy disclosuresorenot necessorily effectivedisclosures'Effectivedisclozure


;quh"r;;',h"""tire legolprecision formd in most mutuol fundprospectuses'lt olso requires


the following:


o 	 FloinLonguoge- Disclosuresshoutdbewritten in longuoge thot con be understoodby the


qverogeiTrvestor'

o Brevii - Dsclosuresshouldnot overloodinvestor with unnecessoryinformotion'


u gql*rled - Dit.tonnes shouldpmvideunbiosedinformotion concemingfoctorsrelevontto


theinvestmentdecision' 
. 	 fbdbb.-Ddilely- Disclosuresshould be deliveredto in€stors in the foshion they choose 

{e,g.,hord coPY or vio lntemet)' 

While o mqjor sverhoul of Rule1Zb-'l is cieqrly inopproPriote'improvementstothe Rulecould 

i"rn"i" Uy theseguidelines io the disclosure of these fues' Renoming 12b'1 feesin 

,*i" p*.rl "ppfvtga"-raiptivelanguogewoutdbe hetpfuIto individuolinvestols. ln oddition, 
""i mutuol fund invefu€$Lmore*"icnq;. ait**ion oi thefeesond er,penses osso-cioted-with 

streomlinedwould in.oor" .o.p*h"njon by ovoiding inforrnqtionoverlood' Thedisc!:sureof 

12b1 fees should be occomponied blon opionotion 6f the benefitstheyproyrde to mutuol fund 

i"r"tt"*. f,."fV tf'tedisclosureshor]b be provided to clientsin their chosen formot' 

The Finonciot Sewiceslnstitute(FSl)supportsefforu to improveinvestors'understondingof Rute 

I zu_r fees. We believe itre SEC!gocl shouldbe to irnprove mubrol fund 
""J 	"rr*j"*d by usingploin long"og", piouidingo concise ondboloncedexplonotionof

Ofrif"rr*--ff".tf*"ess 
',-"Guontinfo*otion, on; detiv;Tingit to invelton thewoy they wont it' Done prcperty,this 

effortwilt requiretioughth:l considerotionondindustrycommenl 

Formore lnforrnotionon F't ond tlq 12b-1 fee isste, cli& on frnondoheflices'o'g, of 'ttttoctDale E Brcwn' AE 

Prcsident& CEO, ot 770 98&8487 or dob.brown@finonclobemies org' 


