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Highlights of GAO-03-763, a report to the
Chairman, House Committee on Financial
Services and Chairman, Subcommittee on
Capital Markets, Insurance and
Government Sponsored Enterprises,
House Committee on Financial Services

The fees and other costs that
investors pay as part of owning
mutual fund shares can
significantly affect their investment
returns. As a result, questions have
been raised as to whether the
disclosures of mutual fund fees and
other practices are sufficiently
transparent. GAO reviewed (1)
how mutual funds disclose their
fees and related trading costs and
options for improving these
disclosures, (2) changes in how
mutual funds pay for the sale of
fund shares and how the changes in
these practices are affecting
investors, and (3) the benefits of
and the concerns over mutual
funds’ use of soft dollars.

GAO recommends that SEC
consider the benefits of requiring
additional disclosure relating to
mutual fund fees and evaluate ways
to provide more information that
investors could use to evaluate the
conflicts of interest arising from
payments funds make to brokerdealers and fund advisers’ use of
soft dollars. SEC agreed with the
contents of this report and
indicated that it will consider the
recommendations in this report
carefully in determining how best
to inform investors about the
importance of fees. It also
indicated that it will be considering
ways to expand disclosure and
improve other regulatory aspects of
fund distribution and soft dollar
practices.

www.gao.gov/cgi-bin/getrpt?GAO-03-763.
To view the full report, including the scope
and methodology, click on the link above.
For more information, contact Richard Hillman
at (202) 512-8678 or hillmanr@gao.gov.

Greater Transparency Needed in
Disclosures to Investors

Although mutual funds disclose considerable information about their
costs to investors, the amount of fees and expenses that each investor
specifically pays on their mutual fund shares are currently disclosed as
percentages of fund assets, whereas most other financial services
disclose the actual costs to the purchaser in dollar terms. SEC staff has
proposed requiring funds to disclose additional information that could be
used to compare fees across funds. However, other disclosures could
also increase the transparency of these fees, such as by providing
existing investors with the specific dollar amounts of the expenses paid
or by placing fee-related disclosures in the quarterly account statements
that investors receive. Although some of these additional disclosures
could be costly and data on their benefits to investors was not generally
available, less costly alternatives exist that could increase the
transparency and investor awareness of mutual funds fees that make
consideration of additional fee disclosures worthwhile.
Changes in how mutual funds pay intermediaries to sell fund shares have
benefited investors but have also raised concerns. Since 1980, mutual
funds, under SEC Rule 12b-1 have been allowed to use fund assets to pay
for certain marketing expenses. Since then, funds have developed ways
to apply Rule 12b-1 fees to provide investors greater flexibility in
choosing how to pay for the services of individual financial professionals
that advise them on fund purchases. Another increasingly common
marketing practice called revenue sharing involves fund investment
advisers making additional payments to the broker-dealers that distribute
their funds’ shares. However, receiving these payments can limit fund
choices offered to investors and conflict with the broker-dealer’s
obligation to recommend the most suitable funds. Regulators
acknowledged that the current disclosure regulations might not always
result in complete information about these payments being disclosed to
investors.
Under soft dollar arrangements, mutual fund investment advisers use
part of the brokerage commissions they pay to broker-dealers for
executing trades to obtain research and other services. Although
industry participants said that soft dollars allow fund advisers access to a
wider range of research than may otherwise be available and provide
other benefits, these arrangements also can create incentives for
investment advisers to trade excessively to obtain more soft dollar
services, thereby increasing fund shareholders’ costs. SEC staff has
recommended various changes that would increase transparency by
expanding advisers’ disclosure of their use of soft dollars. By acting on
the staff’s recommendations SEC would provide fund investors and
directors with needed information about how their funds’ advisers are
using soft dollars.

