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Memorandum 

To: The SPARK Institute Members 

From: Larry H. Goldbrum 

CC: Robert G. Wuelfing 

Date: June 29, 2006 

Re: Best Practices for Frequent Trading Monitoring  

by Retirement Plan Record Keepers 

The SPARK Institute developed the following best practices for frequent trading monitoring 
by retirement plan record keepers in response to requests from our members.  This best 
practices summary is intended to (1) help facilitate better Frequent Trading monitoring with 
respect to retirement plans, (2) help record keepers to better support their mutual fund trading 
partners to comply with their obligations under Securities and Exchange Commission (“SEC”) 
Rule 22c-2, (3) minimize the number of alternatives required for compliance and thereby 
reduce the administrative complexity and confusion among service providers, plan sponsors 
and Participants, and (4) facilitate a practical and cost effective approach for the retirement 
plan and mutual fund industries to address these issues.   
 
These best practices were developed based on a review of current industry practices, and 
responses to a survey conducted among members of The SPARK Institute, including 
companies that are retirement plan record keepers and mutual fund managers.1  These best 
practices are intended to be used in conjunction with the sample contract language developed 
by The SPARK Institute.2   
 
A. Transactions Subject to Monitoring.  Only transactions that create the potential for 
market timing and excessive trading abuse should be subject to monitoring.  Accordingly, 
for Participant directed plans, only Participant-Initiated Exchange Purchases and 

                                                      
1 This best practices summary is intended as a general guide with respect to Frequent Trading monitoring and is not 

intended as legal advice to anyone.  You should evaluate this information with your own legal counsel in order to 
determine its appropriateness with respect to your unique circumstances.   

2
   On June 29, 2006 in response to the SEC’s Amending Release regarding Rule 22c-2, The SPARK Institute 

also released revised Sample Contract Language with Data Standards for Retirement Plan Service Providers, and 
Sample Contract Language for Frequent Trading Monitoring Services provided by Retirement Plan Service 

Providers.   
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Exchange Redemptions should be monitored.  Exchange Purchases and Exchange 
Redemptions under $1,000 should be exempt from monitoring. 
 
B. Round Trip Identification Period.  An Exchange Redemption effected within 60 
Days of an Exchange Purchase should result in monitoring of the Participant’s 
transactions for the Monitoring Period.  Record keepers should program their systems in 
order to also accommodate a 30 or 90 Day identification period that may be required by 
certain Funds.  However, unless the needs of a particular Fund are so unique as to warrant 
an exception, record keepers should encourage the Funds to accept the 60 Day period in 
order to minimize the number of alternatives required for compliance, facilitate cost effective 
compliance, and reduce the administrative complexity and confusion among plan sponsors and 
Participants.   
 
C. Monitoring Period.  A rolling 60 Day period that begins immediately following a 
Round Trip.  For systems that cannot accommodate a rolling 60 Day monitoring period, a 
reasonable alternative Monitoring Period would be two calendar months.  Record keepers 
should program their systems in order to also accommodate a 30 or 90 Day monitoring 
period that may be required by certain Funds.  However, unless the needs of a particular 
Fund are so unique as to warrant an exception, record keepers should encourage the 
Funds to accept the 60 Day period in order to minimize the number of alternatives required 
for compliance, facilitate cost effective compliance, and reduce the administrative complexity 
and confusion among plan sponsors and Participants.  We note that a rolling 60 Day 
Monitoring Period will allow a maximum of 6 round trips per year by a Participant 
without triggering purchase restrictions.   
 
D. Participant Warning Notice.  Record keepers should send a written notice to a 
Participant after identifying an Exchange Purchase during the Monitoring Period.  The 
notice should inform the Participant that if such Participant executes an Exchange 
Redemption during the Monitoring Period the Participant will be subject to trading 
restrictions. 
 

E. Purchase Restriction Period.  Where a Participant exceeds the permissible number 
of Round Trips during the period at issue, the Participant should be prevented from 
initiating Exchange Purchases for the 60 Day period following the transaction that 
resulted in the violation.  The Participant should be notified in writing upon the 
imposition of trading restrictions.  Such notice should include a brief explanation of the 
trading policy that was violated and inform the Participant when his or her trading 
privileges will be restored.  Record keepers should program their systems in order to also 
accommodate a 30 or 90 Day restriction period that may be required by certain Funds.  
However, unless the needs of a particular Fund are so unique as to warrant an exception, 
record keepers should encourage the Funds to accept the 60 Day period in order to 
minimize the number of alternatives required for compliance, facilitate cost effective 
compliance, and reduce the administrative complexity and confusion among plan sponsors and 
Participants. 
 
F. Restoration of Trading Privileges.  Participant trading privileges should be restored 
automatically upon the expiration of the Purchase Restriction Period.   
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G. Reporting to Funds. 

 
1. Trading restrictions.  If requested, the record keeper should provide the Funds 
with a monthly report that identifies the Participant transaction restrictions that were 
imposed during the month. 
 
2. SEC Rule 22c-2 Compliance.  Record keepers should consider obtaining and 
providing upon request to the Funds an annual compliance report prepared by an 
independent audit firm.  Such report should verify that Frequent Trading monitoring 
controls are in place and are being followed.  Where the record keeper provides such 
report to the Funds, it should not be necessary to provide information sharing reports 
to the Fund on a regular basis during the year.  However, it would not be 
unreasonable for a Fund to request a single report from the record keeper for a 90 
Day period within the past 12 months.  It would not be unreasonable for a Fund to 
request additional reports where Good Cause exists.   
 
Where the record keeper performs Frequent Trading monitoring generally according 
to these best practices, but does not obtain an annual compliance report, it should not 
be necessary for the record keeper to provide information sharing reports to the 
Funds upon request more frequently than quarterly, absent a showing of Good Cause.  
A request for a quarterly report should be made within 180 days following the end of 
the calendar quarter at issue.  
 
3. Plan Sponsor and Participant Communications.  Record keepers should provide a 
clear and understandable explanation of the monitoring and trade restriction practices 
that it applies on behalf of the Funds to plan sponsors and Participants in the plan 
enrollment materials.  Record keepers and plan sponsors should also include such 
information in either Participant trade confirmations or Participant statements.  
Additionally, record keepers should provide communications to plan sponsors and 
Participant before they begin Frequent Trading monitoring. 
 

H. Definitions. 

 

1. Day(s) - Calendar days unless noted otherwise.  
 

2. Exchange Purchase – Participant-Initiated fund transfer of any portion of a 
Participant’s assets into a Fund.  This does not include purchases into the Fund 
made with new assets contributed to a plan, but does include the purchase side of 
a non-systematic reallocation or rebalancing transaction. 
 

3. Exchange Redemption – Participant-Initiated fund transfer of any portion of a 
Participant’s assets in a plan out of a Fund.  This does not include the withdrawal 
or distribution of assets out of a plan, but does include the redemption side of a 
non-systematic reallocation or rebalancing transaction. 
 

4. Frequent Trading - Potentially harmful market timing or excessive trading by a 
Participant.   
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5. Fund(s) - Includes the Fund’s principal underwriter and transfer agent.   
 

6. Good Cause -  Good Cause exists in situations where (i) the record keeper has 
not agreed to enforce the policies established by the Funds for the purpose of 
eliminating or reducing Frequent Trading (or a substantially similar policy 
deemed sufficient by the Funds to effectuate the purpose of such Funds’ 
established policies), or (ii) the record keeper has agreed to enforce policies as 
described in subparagraph (i) but the account has experienced unusual levels or 
patterns of volatility that appear to be inconsistent with such policies.  

 
7. Participant – Any individual that invests in the Funds through a retirement plan.  

 
8. Participant-Initiated – A voluntary trade or other transaction effected at the 

direction of the Participant rather than the sponsor or fiduciary of a retirement 
plan.  
 

9. Round Trip - An Exchange Redemption effected within a number of Days of an 
Exchange Purchase in the same Fund.   

 
If you have any questions regarding these materials please feel free to contact me. 

 

 
 
 


