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First, rule 17a-7 states that no brokerage commission or fee or other remuneration can be paid for 

a cross trade except for “customary transfer fees”.  There is no definition of “customary transfer 

fees” in rule 17a-7 and very little guidance that can be applied to the fees associated with the use 

of electronic trading platforms or dealers for cross trades.  As a result, our investment advisor 

clients are unsure whether any fees charged by MarketAxess to affect a cross trade for an asset 

manager client would be considered a “customary transfer fee”.   MarketAxess would have costs 

associated with settling and clearing each cross trade for an advisor, as well as for maintaining 

the crossing functionality, and, as such, we believe that the prohibition on brokerage fees for 

electronic trading platforms or dealers should be eliminated. 

Second, rule 17a-7 requires that a fixed-income security be executed at the “independent current 

market price” and then defines that term in part as “the average of the highest current 

independent bid and lowest current independent offer determined on the basis of reasonable 

inquiry”.  Obtaining multiple bids and offers for fixed income securities is difficult to impossible 

in most circumstances considering that only 17% of the over 43,000 unique U.S. investment 

grade bonds traded on any given day in 2020.  We understand that dealers are increasingly 

unwilling to provide bids and offers when they believe such pricing is requested solely in support 

of an internal cross, as well as due to their concerns over providing quotes that are used by others 

for purposes other than trading. 

In order to make internal crossing more feasible, we believe that the Commission should allow 

other methods of ensuring that a fair price is obtained in cross trades involving fixed income 

securities (beyond obtaining multiple bids and offers).  In particular, we believe that the 

“independent current market price” standard should be considered to be met if an adviser uses an 

electronic trading platform that has functionality designed to achieve fair pricing of cross trades 

or an independent pricing source3 to establish the fair value of the cross trade, provided that the 

adviser is not relieved of its fiduciary duty and obligation to achieve best execution for both 

clients and the adviser can establish and maintain any required oversight policies and procedures. 

MarketAxess uses two types of crossing functionalities that are not made available to any of our 

investment adviser clients that are trading on behalf of funds registered under the Investment 

Company Act of 1940 due to the pricing requirements of rule 17a-7.  First, we incorporate 

independent third party and proprietary pricing services into crossing protocols that are designed 

to cross the trade at an estimated mid-price.  The mid-price is not provided to MarketAxess by 

the adviser and therefore represents an independent and objective price that favors neither the 

buying or selling account.  Advisers and participating funds would be able to adopt policies and 

procedures to ensure that any pricing service is, and remains, an appropriate and independent 

pricing source. 

Second, MarketAxess has developed a competitive RFQ process whereby an adviser can initiate 

a bid wanted in competition (“BWIC”) or an offer wanted in competition (“OWIC”) on behalf of 

one fund and simultaneously respond to the request on behalf of the second fund with which the 

adviser wants to cross the bond.  Given that the MarketAxess system offers an “all-to-all” trading 

 
3 Such sources may include regulatory trade reports (e.g., TRACE, EMMA), aggregated dealer runs, electronic 
trading venue data services or other widely-used independent pricing services available to the adviser. 
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protocol, each BWIC or OWIC can be exposed to hundreds of market participants.  In the case of 

a BWIC, for example, in the event that the adviser’s bid is the high bid, the adviser may 

successfully bid back the bond.  In the event that the adviser’s bid is not the highest (or if there is 

less than the prescribed number of independent bids4), the bond will be sold to the highest 

independent bidder.   Due to the competitiveness of the RFQ process and the requirement that 

the adviser must enter the bid or offer, as applicable, on a blind basis (without the benefit of 

seeing the prices of other participants), it is easier for advisers to obtain best execution for both 

clients.   

As with pricing services, we believe that advisers and participating funds can adopt policies and 

procedures for the selection and use of electronic trading platforms which help ensure that best 

execution is being achieved for both clients.   Such policies and procedures can include periodic 

best execution evaluations for each platform, fund board of director oversight, and independence 

requirements for any participating platform. 

MarketAxess appreciates the opportunity to provide feedback to the Staff on rule 17a-7.  We 

would be pleased to provide any further information and respond to any questions you may have. 

 

      Sincerely, 

 

 
      Scott Pintoff 

      General Counsel 

 
4 Technological safeguards could include preventing the cross trade unless there are at least two other unaffiliated 

bids and the adviser’s bid provides better execution for the offer than the two unaffiliated bids. 




