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How Upcoming Trade Reporting Changes Will Help Advisers
More Information, More Transparency, Greater Detail on How B-Ds  
Handle Trades
By Ari Burstein, President, Capital Markets Strategies*

The landscape for trading continues 
to evolve at a rapid pace and to increase 
in complexity. There is no shortage of 
issues for investment advisers to con-
sider, including those relating to best ex-
ecution, the provision of research, and 
compliance issues surrounding the trad-
ing desk (or the outsourcing of trading). 

These issues impact investment 
advisers of all sizes, so it is important 
that advisers understand their implica-
tions for their businesses, operations, 
and legal and compliance responsibili-
ties. 

In the first of a series of articles ex-
amining the impact of changes to trad-
ing on investment advisers, we examine 
the SEC’s recently adopted rules to in-
crease transparency of how investors’ 
orders are routed and executed. Future 
articles will examine issues relating to 
research, fixed income and other non-
equity products, and tools and services 
available to investment advisers to bet-
ter manage the changing trading land-
scape. 

Disclosure of Order Handling 
Information

On November 2, 2018, the SEC 
amended Rule 606 of Regulation Na-
tional Market System (“Regulation 
NMS”) under the Securities Exchange 
Act to require broker-dealers to dis-
close to investors new and enhanced 
information regarding the handling of 
their orders. The new requirements are 

designed to provide transparency to investors for whom the 
existing disclosures under Rule 606 were inapplicable or have 
become inadequate. 

Additional disclosures have become particularly important 
as markets have become more automated and as routing and 
execution practices have evolved in response. As SEC Chair-
man Jay Clayton stated, “[t]his rule amendment will make it 
easier for investors to evaluate how their brokers handle their 
orders and ultimately make more informed choices about the 
brokers with whom they do business.”

Background

The new rule, which goes into effect on May 20, 2019, is 
the culmination of several years of discussion among, and 
calls by, buyside market participants to improve information 
on how brokers route orders, and present this information in 
a way that allows for comparison across different brokers and 
venues. 

In 2014, the buyside, through a cross-industry initiative, 
provided the SEC with recommendations on and a template 
for the minimum disclosure of order routing and execution 
quality information that institutional investors could request 
from their broker-dealers. Amended Rule 606 reflects these 
recommendations, with certain modifications. 

New and Enhanced Disclosure Requirements

The new and enhanced disclosure requirements are based 
on whether orders are “held” or “not held.” A broker-dealer 
must attempt to execute a “held” order immediately while it 
has price and time discretion in handling a “not held” order.

New Customer-Specific Report  
on “Not Held” Order Handling 

Broker-dealers will be required to provide a customer, upon 
request, with a report on the broker-dealer’s handling of the 
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customer’s NMS stock orders submit-
ted on a not held basis for the prior six 
months (by calendar month), with sepa-
rate sections for a customer’s directed 
orders and non-directed orders. 

The disclosures will include informa-
tion regarding the number of: shares 
sent to the broker-dealer; shares ex-
ecuted by the broker-dealer as principal 
for its own account; and the number of 
not held orders exposed by the broker-
dealer through “actionable indications 
of interest,” and the venue(s) to which 
they were exposed.

The report also will include informa-
tion for each venue to which the not 
held orders were routed for the cus-
tomer, in the aggregate, including on (i) 
order routing, (ii) order execution, (iii) 
orders that provided liquidity (i.e., they 
were executed against after “resting” 
at a trading center), and (iv) orders that 
removed liquidity (i.e., they executed 
against resting trading interest at a trad-
ing center). Information on the average 
net execution fee paid and average net 
rebates received by the broker also will 
be disclosed.

The requirements are subject to two 
de minimis exceptions, one relating to 
the broker-dealer and the other to the 
individual customer. Specifically, a bro-
ker-dealer is not required to provide the 
report to any customer if not held NMS 
stock orders constitute less than five 
percent of the total shares of custom-
ers’ NMS stock orders received by the 
broker-dealer over the prior six months, 
or to a particular customer if that cus-
tomer trades through the broker-dealer, 
on average each month for the prior six 
months, less than $1,000,000 of no-
tional value of not held orders in NMS 
stock. 

A broker-dealer will be required to 
provide the report to the customer that 
places the order even if that customer is 
not the ultimate beneficiary of the trans-
action, such as when an investment ad-
viser, as the customer of a broker-deal-
er, places an order that represents the 
trading interest of the adviser’s clients. 

Amendments to Public Order  
Routing Report

The Commission also is amending 
and enhancing the current order routing 
disclosures that broker-dealers must 
make publicly available on a quarterly 
basis under Rule 606. Specifically, the 
rule, as amended, will require that every 
broker-dealer must make publicly avail-
able for each calendar quarter a report 
on its routing of non-directed orders in 
NMS stocks that are submitted on a 
held basis and in non-directed orders 
that are customer orders in NMS secu-
rities that are option contracts during 
that quarter broken down by calendar 
month. 

Significantly, these disclosures are 
being enhanced to provide more detail 
on financial inducements provided to 
broker-dealers, including a description 
of the terms of any payment for order 
flow and any profit-sharing arrange-
ments that may influence a broker-
dealer’s order routing decision. Broker-
dealers will need to disclose, among 
other things: (i) incentives for equaling 
or exceeding an agreed-upon order flow 
volume threshold; (ii) disincentives for 
failing to meet an agreed-upon mini-
mum order flow threshold; (iii) volume-
based tiered payment schedules (i.e., 
incrementally higher rebates or lower 
fees to broker-dealers for additional or-
der flow volume); and (iv) agreements 
regarding the minimum amount of order 
flow that the broker-dealer would send 
to a venue.

Implications for Investment Advisers

These disclosure requirements are 
intended to help investment advisers 
better understand how their broker-
dealers route and handle their orders 
and how those activities may impact 
execution quality, including how broker-
dealers manage the potential for infor-
mation leakage and conflicts of interest. 

At the very least, the increased 
transparency of information will pro-
vide advisers with an additional tool to 

assess the impact and quality of their 
trades, and to verify that their broker-
dealers are following their order han-
dling instructions. It also will help ad-
visers engage with their broker-dealers 
on order routing practices and conflicts 
management.

Advisers will need to determine how 
best to use the large amount of addi-
tional information in conjunction with 
their best execution obligations and 
should be prepared for more scrutiny 
by clients and regulators on this issue. 
They will need to assess the best and 
most efficient way to digest the new in-
formation, whether internally or through 
new tools and services created for this 
purpose. 

It is important to note that while the 
rule amendments require new disclo-
sures, nothing prevents an adviser from 
negotiating with its broker-dealers for 
even more disclosures. Broker-dealers 
often provide more detailed information 
than is required under Rule 606 upon 
an adviser’s request. Advisers therefore 
should consider if additional disclo-
sures are necessary or would be benefi-
cial for their trading and best execution 
requirements.

* Ari Burstein is President of Capital 
Markets Strategies, representing finan-
cial services firms, including investment 
advisers, hedge funds, private equity 
firms, broker-dealers, securities ex-
changes and trade associations before 
regulators and policymakers, in the U.S. 
and globally. He is also the co-founder 
of the ETFs Global Markets Roundtable, 
a global conference series focusing on 
ETFs and their impact on trading, mar-
ket structure and the capital markets in 
general. Prior to starting Capital Mar-
kets Strategies, Mr. Burstein was Head 
of US Regulatory Affairs for Kreab, a 
leading global consulting firm. He can 
be reached at 202-904-8480 or at ari.
burstein@capmktstrategies.com. 
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