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gistered Advisers To Adopt Codes of Ethics 

 Securities and Exchange Commission adopted Rule 204A-1 under the Investment Advisers Act of 1940,  requiring each 
stered adviser to adopt a code of ethics containing its standards of business conduct for advisory personnel. Although 
y registered advisers already employ codes of ethics as part of their compliance procedures and policies, the SEC's 
latory actions require considerable attention prior to the compliance date of January 7, 2005. 

Code of Ethics  particular aspects of the rule 
erscore its impact.  First, the SEC 
nded Form ADV to require an adviser 
rovide a description of its code of 
cs at the end of Item 9 in Part II, and 
ate that the adviser will furnish a copy 
s code of ethics to any client or 
pective client upon request.  As a 
lt, an adviser will need to make sure its 
cies and procedures are organized to 
ude a separate compliance code of 
cs for client dissemination.  And 
nd, the SEC provided a liability 
on to pay serious attention now to this 
rt:  the Adopting Release warns that a 
ch of a code of ethics may be 
nable under Advisers Act Section 

, even if the underlying activity does 
violate the federal securities laws.  
istered advisers must pay prompt 
tion to ensure readiness by early next 
. 

Each registered adviser should review its 
code of ethics to ensure compliance with 
new Rule 204A-1, which will require an 
adviser to establish, maintain and enforce 
a code of ethics that sets forth the standard 
of business conduct that the adviser 
requires of all its supervised persons.  
Although the Rule does not mandate 
particular ethical standards for inclusion 
in a code of ethics, the SEC emphasized a 
meaningful focus on the adviser’s and its 
supervised persons’ fiduciary obligations 
and compliance with applicable federal 
securities laws.  The SEC permits advisers 
“substantial flexibility to design 
individualized codes that would best fit 
the structure, size and nature of their 
advisory businesses.”  

Each adviser must provide each of its 
supervised persons with a copy of its code 
of ethics and any amendments, and each 

supervised person must acknowledge in 
writing that it received a copy of the code 
and any amendments.  Increasingly, the 
structured supervision concept developed 
in the broker-dealer context is being 
applied to investment advisers.  This 
concept includes policies and procedures, 
training, compliance checks and 
enforcement.  Consistent with this 
approach, the Adopting Release indicated 
that it is a best practice for advisers to 
have periodic training sessions and 
require certifications by personnel in 
respect to understanding the code. 

Personal Trade Reporting 

Advisers also must review their processes 
for tracking employee securities trading to 
ensure that they comply with the new rule.  

Who Must Report.  An adviser’s code of 
ethics must impose securities trade 
reporting obligations on supervised 
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persons that are considered “access 
persons,” which is defined to include any 
supervised person who (i) has access to 
nonpublic information regarding client 
transactions, (ii) is involved in making 
securities recommendations to clients, or 
(iii) has access to the adviser’s securities 
recommendations.   

What Reports Must Be Filed, and When.  
Each access person must submit both 
holding reports and transaction reports to 
the chief compliance officer or another 
person designated in the code of ethics, 
and the adviser must review these reports 
and retain evidence of such review.  
Holding reports must be submitted no 
later than 10 days after a person becomes 
an access person and annually thereafter.  
In response to commentators’ concerns 
that access persons be permitted to use 
brokerage statements as the basis of their 
reports, the Rule requires that a holding 
report be current as of a date no more than 
45 days prior to its submission.  
Transaction reports must be submitted no 
later than 30 days after each quarter.  The 
SEC does not require, as it had proposed, 
that access persons submit a report 
confirming the absence of transactions in 
a quarter where no trades were effected. 

What Must Be Reported.  Most securities 
in which an access person has, or 
acquires, any direct or indirect beneficial 
ownership are “reportable securities.”  
The SEC specifically pointed out that the 
reports must cover shares of mutual funds 
advised by an access person's employer or 
an affiliate, and that this reporting will 

"identify abusive trading by personnel 
with access to information about a mutual 
fund's portfolio."  "Beneficial ownership" 
is to be interpreted consistent with Section 
16 of the Securities Exchange Act of 
1934. 

Other Highlighted Issues 

The Adopting Release sets out a list of 
issues to consider when drafting or 
revising codes.  The issues are not new or 
novel, and although advisers should 
review all of them, four are of particular 
note: 

Pre-Clearance.  The new rule requires 
access persons to obtain approval from the 
adviser prior to acquiring any security in 
an IPO or private placement.  The Release 
suggests advisers should consider whether 
other pre-clearance procedures might also 
be appropriate.    

Prohibitions on Market Timing.  In the 
current environment, it is not a surprise 
that the SEC encourages advisers to 
consider prohibitions or restrictions on 
"short-swing" trading and market timing. 

Periodic Review of the Code.  The SEC 
also encouraged compliance personnel 
within each adviser to review periodically 
the code and the reports generated in the 
code compliance process in order to 
evaluate their effectiveness and improve 
the process where appropriate. 

Reporting Violations.  Violations of a 
code must be promptly and internally 
reported to the chief compliance officer or 

to another person designated by the code, 
provided that the chief compliance officer 
also receives the report.  Retaliation 
against whistleblowers must be prohibited 
and prevented, and it is important that 
“employees have a meaningful 
understanding of the importance of the 
code and of the [serious] consequences for 
violating it.”     

Recordkeeping and Disclosure 

The recordkeeping requirements under 
Advisers Act Rule 204-2 applicable to 
advisers have been revised to require an 
adviser to keep copies of its code of 
ethics, records of code violations and 
actions taken as a result (actual 
whistleblower reports do not have to be 
retained), copies of supervised persons 
written acknowledgements, the names of 
the adviser’s access persons, holding and 
transaction reports made by access 
persons, and records of decisions 
approving access persons’ acquisitions of 
IPOs and private placements.  Subject to 
some exceptions, the standard retention 
period of five years applies. 

Effective and Compliance Dates 

The effective date of Rule 204A-1 is 
August 31, 2004, and advisers must 
comply with the Rule and the other 
related rule amendments by January 7, 
2005.  To view the Adopting Release, see 
Release No. IA 2256, available at 
http://www.sec.gov/rules/final/ia-
2256.htm.    
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