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AIMR Issues Proposed Guidelines for Best Execution

The Association for Investment
Management and Research's Trade
Management Task Force ("AIMR")
has proposed a series of guidelines of
recommended best practices for
investment management firms regard-
ing the execution of investment
trades and management of the trading
function. The AIMR Guidelines
("Guidelines") are intended to ensure
that clients receive the highest degree
of care regarding trade execution and
oversight of the trading function.
Recognizing differences in advisory
firms, AIMR intentionally made the
vague guidelines flexible and adapt-
able.

AIMR's Definition
Recognizing the complexities and
ambiguities surrounding the concept
of best execution, AIMR proposes to
define best execution as "the trading
process most likely to maximize
the value of client portfolios" or, to
phrase it another way, "well-
informed trade execution decisions
made with the intention of maxi-
mizing the value of client portfo-
lios under the particular circum-
stances at the time." AIMR recog-
nizes that many of the factors consid-
ered in determining best execution
can neither be measured independent-

ly of other factors nor be measured
accurately on a trade-by-trade basis.
Thus, the Guidelines do not prescribe
how a firm should measure best exe-
cution. Rather, they focus on estab-
lishing firm-wide trading procedures.

Guidelines
The AIMR Guidelines are divided
into three areas: (1) Processes, (2)
Disclosures, and (3) Record Keeping.

Processes
A firm should establish best execu-
tion policies and procedures
designed to maximize the value of
its client's portfolios. The policies
and procedures should recognize the
fiduciary duty the firm owes to its
clients.1 The firm should also period-
ically evaluate and monitor the appro-
priateness of its trading policies and
procedures.

A. Establish a trade management
oversight committee (the
"Oversight Committee").
Representing all departments of a
firm involved in the trading function,
the Oversight Committee is responsi-
ble for developing, evaluating and
updating the firm's order-routing pro-
cedures as well as the selection of
brokers. The Oversight Committee
should meet regularly on a formal

basis and delegate compliance respon-
sibilities to appropriate individuals.

B. Implement firm-wide trade
management policies.
Comprehensive policies and proce-
dures should be in writing and distrib-
uted to all employees of the firm.
The policies and procedures should
be available to clients upon request.
Continuing education should remind
employees of the firm's fiduciary duty
to its clients.

C. Adopt procedures adequately
describing how a firm implements
its trade management policy.

l Help identify and manage actual
and potential conflicts of interest 
resulting from trading activities.
The firm should clearly disclose 
all actual and potential conflicts 
to its clients.

l Provide guidance in the review of
the quality of services provided 
by brokers.

l Adopt the "AIMR Soft Dollar 
Standards," which ensure the 
appropriate use of client 
brokerage as well as the full 
disclosure of soft dollar practices 
to clients.

D. Implement a trade measure-
ment process. A trade management
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process should measure and compare
trade information in different ways
(i.e. from period to period; by broker,
trading venue and trading method;
against appropriate objectives and
benchmarks).

E. Establish an Approved Broker
List (the "List"). A firm should
develop and establish a firm-wide List
from the recommendations of the
trading desk, portfolio managers,
security analysts and other appropri-
ate individuals. If the firm chooses
to use a broker that is not on the List
due to unusual circumstances, the
rationale and circumstances should be
clearly documented. In selecting bro-
kers for the List, the AIMR
Guidelines suggest the following:

l List the characteristics in a 
broker that will meet client
needs and minimize clients' 
total trading costs. It is 
important to note that what may 
be the best trading solution for a 
firm's clients in the aggregate 
may not necessarily be so for 
each individual client. Important 
factors to consider include:

a. A broker's ability to provide 
low-cost execution while 
maintaining adequate financial 
capital when necessary to 
complete trades.

b. A broker's trading expertise 
and its ability to accommodate a 
firm's particular trading needs. A 
firm should consider brokers 
that:

l can handle both high and 
unusual trading volumes

l execute trades promptly 
while searching for price 
improvements

l respond to unusual 
market conditions

l minimize the number of
incomplete trades

l satisfy particular trading 
needs in a diligent and 
consistent manner 

l provide services to 
accommodate special 
transaction needs

l act with integrity

c. A broker's infrastructure that 
invests in up-to-date technology 
to provide timely and efficient 
order entry, clear lines of
communication, comprehensive 
trade execution reporting, as well 
as accurate clearing and 
settlement processes.

d. A broker's ability to provide 
access to its staff, proprietary and 
third-party research, research 
analysts and issuer road shows.

e. A broker's ability to make 
suggestions to improve the 
quality of trade executions and to 
provide services to accommodate 
special transaction needs.

F. Review trading options as mar-
ket changes and developments in
technology may provide alterna-
tives that achieve higher quality
executions.

G. Develop and establish a target
allocation plan which forecasts the
quantity of trades and amount of
compensation to a Firm's broker.
A firm should regularly review projec-
tions against the actual trade execu-
tion volume and compensation paid.
Large discrepancies can help deter-
mine whether greater trading value
could be obtained at another broker.

H. Establish controls to monitor
broker performance on a regular
basis. These controls should include
quarterly broker trading reports,
information about the broker's finan-
cial condition, feedback from firm
employees in regular contact with the
broker, and information gathered
from the firm's trade management
process.

I. Firms should ensure that all
clients are treated fairly in the exe-
cution of orders and allocation of
trades.

Disclosures
A firm should accurately disclose
its trade management practices,
order-routing practices and bro-
kerage arrangements to all current
and prospective clients. Firms
should also disclose all actual and
potential trading related conflicts of
interest. Conflicts of interest may
include:

l Client-directed brokerage 
arrangements

l Payment for order flow

l Principal trades

l Using an affiliated broker

l Soft dollar arrangements

l Using client brokerage to pay for 
referrals or other arrangements

l Step-outs

l IPO share allocation

It is also important to remember that
a firm's practices should be consistent
with the firm's disclosure in its Form
ADV.

Record Keeping
A firm should maintain compre-
hensive records of its efforts to
seek best execution for its clients.
The Guidelines recommend that a
firm should try to do the following:

l Document the deliberations and 
materials reviewed by the 
Oversight Committee

l Document the broker selection 
process

l Document the broker 
performance review process

l Maintain records that support 
negotiated broker commissions,
including an acceptable 
commission range for trades and 



documentation to support all 
deviations that exceed that range

l Document conflicts of interest 
and controls in place to prevent 
potential damage that may be 
caused by these conflicts

l Document soft dollar 
arrangements

l Maintain written records of any 
client instructions that may 
interfere with best execution

What Paul Hastings Can Do
Because we have many clients who
are AIMR members, the Paul
Hastings Investment Management
Group has a broad understanding of

trading and execution practices as
actually applied by AIMR-member
firms. Please feel free to contact us if
you intend to submit a comment on
these proposed AIMR Guidelines or
if you want advice on implementa-
tion. We recommend that you do not
claim compliance with these
Guidelines until they have been final-
ized.

In Los Angeles
Robert E. Carlson 213-683-6299
Michael Glazer 213-683-6207
Jacob M. Simon 213-683-6125
Chris Wilson 213-683-6280

In New York
Michael R. Rosella 212-318-6800

Gary D. Rawitz 212-318-6877
Robert Boresta 212-318-6272
Joanne Doldo 212-318-6547
Kathleen D. Fuentes 212-318-6569
Jay Majka 212-318-6206
Joshua Sternoff 212-318-6011
Christopher Tafone 212-318-6713

In San Francisco
Julie Allecta 415-835-1606
David A. Hearth 415-835-1607
Mitchell E. Nichter 415-835-1609
Pamela L. Lewis 415-835-1641
Adam Mizock 415-835-1694
Thao H. Ngo 415-835-1649

In Washington, D.C.
Wendell M. Faria 202-508-9574

Client Alert is published solely for the interest of friends and clients of Paul, Hastings, Janofsky & Walker LLP and should in no way be
relied upon or construed as legal advice. For specific information on recent developments or particular factual situations, the opinion of
legal counsel should be sought. Paul, Hastings, Janofsky & Walker LLP is a limited liability partnership.

1  The Securities and Exchange Commission ("SEC") has stated that investment advisers have a duty to seek the most favorable
trade executions reasonably available for their clients given the specific circumstances of each trade. The SEC has identified the
following relevant factors to be considered: (1) level of commissions, (2) the speed of the trade execution, (3) the size of the order,
(4) the trading characteristics of the security, (5) the availability of accurate information to determine the most favorable market
center for execution, and (6) the cost and difficulty of achieving an execution in a particular market center. SEC Final Rule:
Disclosure of Order Execution and Routing Practices, 17 C.F.R. pt. 240. Release No. 34-43590 (November 17, 2000; rule effective
January 1, 2001); File No. S7-16-00. Rule available at http://www.sec.gov/rules/final/34-43590.htm.


