SUPPORTING STATEMENT
for the Paperwork Reduction Act Information Collection Submission for
Rule 17Ad-3(b)
(OMB Control No. 3235-0473)

A. JUSTIFICATION
1. Necessity of Information Collection

As a result of the “paperwork crisis” that occurred in the late 1960’s during which the
number of securities transactions exceeded the securities industry’s capacity to process those
transactions, Congress enacted the Securities Acts Amendments of 1975,! which amended the
Securities Exchange Act of 1934 (“Exchange Act”) to facilitate the establishment of a national
system for the prompt and accurate clearance and settlement of securities transactions. Those
amendment established a regulatory scheme for the transfer agent business by requiring transfer
agents to meet minimum standards, as established by the Commission, in furtherance of the
purposes of the Exchange Act and generally, to protect investors.

Transfer agents play an integral role in the national system for the clearance and
settlement of securities transactions. Transfer agents cancel certificates presented for transfer,
issue new certificates to the transferee, and record the change of record ownership of securities
on the issuer’s securityholder records. They also prepare, maintain, and certify securityholder
records, disburse dividend and interest payments, and mail securityholder communications such
as proxy material and annual reports to shareholders.

Section 17A(d)(1)(A) of the Exchange Act generally prohibits any registered transfer
agent from engaging in any transfer agent activity in contravention of such rules and regulations
as the Commission may prescribe as necessary or appropriate in the public interest, for the
protection of investors, or otherwise in furtherance of the purposes of the Exchange Act. In
addition, Sections 17(a)(1) and (3) of the Exchange Act require every registered transfer agent to
make reports as the Commission or other appropriate regulatory agency (“ARA”), as defined in
Section 3(a)(34)(B) of the Exchange Act, prescribe by rule as necessary or appropriate in
furtherance of the purposes of Section 17A of the Exchange Act.

On June 16, 1977, the Commission adopted Rules 17Ad-2(c) and (d), pursuant to
Sections 2, 17, 17A, and 23(a) of the Exchange Act? in order to provide an early warning system
to ARAs when a registered transfer agent is not meeting the performance standards set forth in
the Commission’s rules.? Rules 17Ad-2(c) and (d) enable an ARA to take timely, preventive, and
remedial measures to protect the public interest and investors. Similarly, the Commission also
adopted Rule 17Ad-3(b) to alert issuers when their transfer agents fail to meet the minimum
performance standards set forth in Rule 17Ad-3(b).*

! Pub. L. No. 94-29, 89 Stat. 97 (Jun. 4, 1975).

2 15 U.S.C. 78b, 78q, 78qg-1, and 78w(a), respectively.

3 See Exchange Act Release No. 13636 (Jun. 16, 1977), 42 FR 32404 (Jun. 24, 1977).
4 Id.



Rule 17Ad-3(b) requires a registered transfer agent to send a copy of the written notice
required pursuant to Rules 17Ad-2(c) and (d) to all the issuers for which that transfer agent acts
when for two consecutive months the transfer agent has failed to turnaround at least 75% of all
routine items in accordance with the requirements of Rule 17Ad-2(a) or to process at least 75%
of all items in accordance with the requirements of Rule 17Ad-2(b). The transfer agent is
required to send the notice within twenty business days after the close of the second month to the
chief executive officer (“CEO”) of each issuer for which such registered transfer agent acts.’

2. Purpose and Use of Information Collection

The issuer uses the information contained in the notices: (1) as an early warning of the
transfer agent’s non-compliance with the Commission’s minimum performance standards
regarding registered transfer agents; and (2) to become aware of certain problems and poor
performances with respect to the transfer agents that are servicing the issuer’s issues. If the
issuer does not receive notice of a registered transfer agent’s failure to comply with the
Commission’s minimum performance standards, then the issuer will be unable to take remedial
action to correct the problem or to find another registered transfer agent. The Commission or
other ARA may also use this information in their examination and inspection programs.

3. Consideration Given to Information Technology

Given the low volume of notices sent to issuers, the Commission does not contemplate
specifying the use of any particular electronic system.

4. Duplication
There is no duplication of information.
S. Effect on Small Entities

For purposes of the Regulatory Flexibility Act, a transfer agent is considered a small
business or entity if it: (i) receives less than 500 items for transfer and less than 500 items for
processing during the preceding six months (or in the time that it has been in business, if
shorter); (i1) transfers items only of issuers that would be deemed small businesses or small
organizations; (iil) maintains master shareholder files that in the aggregate contained less than
1,000 shareholder accounts or was the named transfer agent for less than 1,000 shareholder
accounts at all times during the preceding fiscal year (or in the time that it has been in business,
if shorter); and (iv) is not affiliated with any person (other than a natural person) that is not a
small business or small organization.

There is a remote possibility that this information collection would impact small entities.
For the most part, transfer agents that are small entities are exempt from the provisions of Rule

5 Rule 17Ad-6(a)(5) requires registered transfer agents to make and keep current a copy of any written notice

filed pursuant to Rule 17Ad-2. Rule 17Ad-7(b) requires the records required to be maintained under Rule
17Ad-6(a)(5) to be maintained for a period of not less than two years, the first in an easily accessible place.



17Ad-3(b). Rule 17Ad-4(b)(3) exempts transfer agents that during any six consecutive months
have received fewer than 500 items for transfer and fewer than 500 items for processing.
However, Rule 17Ad-4(b)(3) does not provide a path to exemption if a transfer agent has been in
business less than six months. If a transfer agent that is also a small entity was required to collect
information under Rule 17Ad-3(b), the rule minimizes the burden of the transfer agent’s
information collection by only requiring transfer agents to submit a copy of a notice already
required under Rule 17Ad-2.

6. Consequences of Not Conducting Collection

If the information were not collected or collected less frequently, effective regulation of
transfer agent conduct and activity would be less efficient. Specifically, the transfer agent rules
and regulations are designed to help ensure the continuous prompt processing of securities
presented for transfer. If this information is provided less often, issuers could not properly ensure
that transfer agents promptly process all securities presented for transfer.

7. Inconsistencies with Guidelines in 5 CFR 1320.5(d)(2)

There are no special circumstances. This collection is consistent with the guidelines in 5
CFR 1320.5(d)(2).

8. Consultations Outside the Agency

The required Federal Register notice with a 60-day comment period soliciting comments
on this collection of information was published. No public comments were received.

0. Payment or Gift
Not applicable. There is no payment or gift provided to respondents.
10. Confidentiality

There is nothing in Rule 17Ad-3(b) that provides that the notice required to be sent to the
registered transfer agent’s issuers shall be kept confidential by issuers.

11. Sensitive Questions

Rule 17Ad-3(b) requires a transfer agent to notify an issuer’s CEO if the agent fails
required processing standards for two consecutive months. Rule 17Ad-3(b) does not collect PII
and is not considered a system of records; a PIA, SORN, and PAS are not required.

12. Information Collection Burden

The Commission estimates that each year approximately two registered transfer agents

send a notice of non-compliance to the Commission and their ARA pursuant to Rule 17Ad-2(c)
and (d). Pursuant to Rule 17Ad-3(b), a transfer agent that has already filed a notice of non-



compliance with the Commission and its ARA pursuant to Rule 17Ad-2 will only be required to
send a copy of that notice to issuers it services when that transfer agent fails to turnaround 75%
of all routine items or to process 75% of all items for two consecutive months. The Commission
estimates that each year approximately one of the two registered transfer agents that file a notice
of non-compliance with the Commission and ARA will meet the requirements of Rule 17Ad-
3(b), and such transfer agent will send its issuer-clients a copy of the notice that has already
been filed under Rule 17Ad-2(c) or (d). The Commission estimates that the time burden of
doing so will be approximately 4 hours per year. The total estimated time burden associated
with Rule 17Ad-3(b) is thus approximately 4 hours per year (1 notice per year x 4 hours per
notice).

While not a cost burden under Item 13, the Commission estimates that the internal labor
cost for a transfer agent to comply with this third-party disclosure requirement is approximately
$1,320 per year (4 hours x $330 per hour for Accountants and Auditors = $1,320).° Therefore,
the total annual internal cost of compliance associated with Rule 17Ad-3(b) is approximately
$1,320.

Rule Burden Number of Number of Time Per Total Burden Per
Type Respondents | Annual Response Burden Type (Hours)
Reponses (Hours)
Per
Respondent
Rule 17Ad-3(b) | Third Party | 1 1 4 4
Disclosure
Total Aggregate Burden 4

13. Costs to Respondents

Not applicable: (a) it is not anticipated that respondents will have to incur any capital and
start up cost to comply with the rule, and (b) it is not anticipated that the respondents will have to
incur any additional operational or maintenance cost (other than provided for in Item 12) to
comply with the rule.

For purposes of calculating the dollar cost burdens associated with respondents, the Commission relies on
the Occupational Employment and Wage Statistics (“OEWS”) from the U.S. Bureau of Labor Statistics
(“BLS”). See Occupational Employment and Wage Classification, U.S. BUREAU OF LABOR STATISTICS,
https://www.bls.gov/oes/; see also Standard Occupational Classification, U.S. BUREAU OF LABOR
STATISTICS, https://www.bls.gov/soc/ (describing occupational classification system used by BLS); EXEC.
OFF. OF THE PRESIDENT, OFF. OF MGMT. & BUDGET, NORTH AMERICAN INDUSTRIAL CLASSIFICATION
SYSTEM (2022), available at https://www.census.gov/naics/reference files tools/2022 NAICS Manual.pdf
(describing the industry adjusted for changes in the seasonally adjusted employment cost index for private
wages and salaries between the data reference period and when the data are released by BLS. See
Employment Cost Index, U.S. BUREAU OF LABOR STATISTICS, https://www.bls.gov/eci/. The adjusted mean
hourly wage is then multiplied by a factor that accounts for nonwage costs borne by employers, such as
bonuses, benefits, and overhead. This factor is calculated as an average over the 10 most recently available
years of data of the ratio of the Bureau of Economic Analysis’s annual gross output data for the North
American Industry Classification System (“NAICS) number to total annual wages across all occupations
for the NAICS number in the OEWS data.



14. Cost to Federal Government

Not applicable. There is no requirement to report the information collections to the SEC.

15. Changes in Burden

Prior hourly wages for the information collection burden were set at $283 per hour and
derived from reports prepared by the Securities Industry and Financial Markets Association in
2013. Based on information from the Bureau of Economic Analysis and the Bureau of Labor
Statistics, the Commission staff is increasing its estimate of the hourly compliance cost to $330.
Therefore, the Commission staff estimates that the internal compliance cost for the transfer agent
to comply with this third-party disclosure requirement will be approximately $1,320 per year,
rather than $1128, and the total annual internal cost of compliance associated with Rule 17Ad-
3(b) is approximately $1,320.

16. Information Collections Planned for Statistical Purposes

Not applicable. The information collection is not used for statistical purposes.

17. Approval to Omit OMB Expiration Date

The Commission is not seeking approval to omit the expiration date.

18.  Exceptions to Certification for Paperwork Reduction Act Submissions

This collection complies with the requirements in 5 CFR 1320.9.

B. COLLECTIONS OF INFORMATION EMPLOYING STATISTICAL METHODS

This collection does not involve statistical methods.



