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Important Disclosures

Please carefully review the following disclosures and limitations of this course.

Although the sponsor of this course, RIA Compliance Consultants, Inc. (“Sponsor”), is an affiliate
of a law firm and Sponsor may have an individual on its staff that is also licensed as an attorney
providing legal services in a completely separate capacity, Sponsor is not a law firm and does
not provide legal services or legal advice. A consulting relationship with Sponsor does not
provide the same protections as an attorney-client relationship.

This course is offered for educational purposes only and should not be considered an
engagement with Instructor or Sponsor. This presentation should not be considered a
comprehensive review or analysis of the topics discussed today. These educational materials are
not a substitute for consulting with an attorney or compliance consultant in a one-on-one
context whereby all the facts of your situation can be considered in their entirety.

Key Point: Taking this educational course does not create an attorney-client relationship or a compliance
consulting relationship between you and your Instructor or the program Sponsor. If you have questions
about your particular circumstances, we encourage you to discuss them with your compliance

professional and/or your attorney.




Please Read Our Fine Print

Instructor and Sponsor make all reasonable efforts to ensure the educational material is current and
accurate at the time of presentation. Instructor and Sponsor are not be under an obligation to advise
you of any regulatory developments or subsequent changes to educational material presented in this
IAR CE course.

Information provided during this course is provided "as is" without warranty of any kind, either express or
implied, including, without limitation, warranties and merchantability, fitness for a particular purpose, or
non-infringement. Instructor and Sponsor assume no liability or responsibility for any errors or omissions in
the content of the presentation.

There is no guarantee or promise that concepts, opinions and/or recommendations discussed will be
favorably received by any particular court, arbitration panel or securities regulator or result in a certain
outcome.

Key Point: Laws and regulations change over time, and it is impossible to predict how a court, arbitration
panel, or securities regulator will act in the future. After taking this course, you should be alert for future

requlatory developments.




Keep in Mind...

Communication with Instructor is not protected from discovery by third-parties during litigation or
regulatory proceedings. Please keep questions during this course in a hypothetical form.

Reviewing the slides and/or attending this course does not create a consulting engagement
with RIA Compliance Consultants, Inc. A consulting relationship can be established only after the
following two events have been completed: (1) our thorough review with you of all the relevant
facts pertaining to a potential engagement; and (2) the execution of a written engagement
and fee agreement and our advance receipt of any retainer required under such an
agreement. The slides and/or course should not be regarded as a complete analysis of the
subjects discussed. The information on these slides and in the course should not be relied upon
as a substitute for one-on-one compliance advice. Often times, a party needs professional
advice that applies to his or her specific situation. Your investment adviser firm should retain a
compliance professional and/or attorney to provide you with specific guidance regarding your
firm’s situation.

Key Point: Do not disclose confidential or proprietary information during this course. If you have questions
about your particular circumstances, we encourage you to discuss them with your compliance

professional and/or your attorney.
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NASAA
Disclosure

NASAA does not endorse
any particular provider of
investment adviser

representative continuing

education courses. The
content of this course and
any views expressed are
our own and do not
necessarily reflect the
views of NASAA or any of
its member jurisdictions.




Live Course

Requirements

Login — You must be logged in during the live presentation
under your email address.

View Entire Live Presentation — You are required to watch
the entire live presentation the course. If you do not watch
the entire live presentation, you will have to watch the
recorded version in its entirety.

Aftendance Codes - As you watch the live presentation,
You will receive two aftendance codes, each containing .
hree alphanumeric characters. Save these codes. You will
need to enter the full six-character attendance code prior
to accessing the final quiz.

Purchase CE Course - If the course is approved by NASAA
for IAR CE, you will then need to purchase the course at
https://www.CE4Advisers.com .

IAR Acknowledgement - Sign the IAR CE
Acknowledgement & Attestation.

Final Quiz - You must complete each lesson and receive a
score of 70% on the final quiz (within 3 times) to receive IAR
IE}E\SC/{SA?IT (assuming the course has been approved by


https://www.ce4advisers.com/

If you have questions about the content of
this course or need technical help, please
contact us via the email address below:

Content

Questions &
Tec h N iCCI | He | p ContEd@ria-compliance-consultants.com
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Bryan Hill, President
RIA Compliance Consultants, Inc.

Bryan has over 28 years of
experience working with
investment advisers, broker-
dealers and investors as a
compliance consultant, attorney
and executive.

bhill@ria-compliance-consultants.com
877-345-4034 x 101
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Jarrod James

» Senior Vice President of RIA
Compliance Consultants, Inc.

» Investment Adviser Certified
Compliance Professional®

» Masters of Artsin
Management




Course

Overview

Regulatory Resources

Applicability of Rules to Different Advisers
Quarterly Statement Rule

Private Fund Audit Rule

Adviser Led Secondaries Rule

Restricted Activities Rule

Preferential Treatment Rule

Rule 206(4)-7 Annul Review Amendment
Compliance Dates

Questions




Regulatory Resources

» SEC Final Rule Release for Private Funds Advisers
(Release No.: IA-6383)
>https://www.sec.gov/files/rules/final/2023/ia-
6383.pdf



» Rules that Only Apply to SEC Registered Private
Fund Advisers

> Quarterly Statement Rule
» Private Fund Audit Rule
Applicability of > Adviser Led Secondaries Rule
Private Fund » Rules that Apply to All Private Fund Advisers
Adviser Rules > Restricted Activities Rule
> Preferential Treatment Rule
» Rule that Applies to All SEC Registered Advisers

> Rule 206(4)-7 Amendment Requiring
Documenting Annual Review in Writing




SEC registered private fund adviser is
required to provide investors of private
fund with quarterly statements

Exclusions from Quarterly Statement Rule

O Securitized asset fund excluded from
exclusion

Quarterly

Excluded are exempt reporting advisers and

S -|- e -|- emen -|- state-registered investment advisers

Non-U.S. private fund clients of an SEC-
R U |e reqgistered offshore adviser are not covered
by this rule

» Quarterly Statement for New Funds

O Not required until private fund has two fiscal
quarters of operating results




Content of Quarterly Statements

Fee Table

e All compensation paid to private fund adviser during
period

o All fees and expenses allocated to or paid by private fund
during period with separate line items for each category
of fee or expense including, but not limited to,
organizational, accounting, legal, administration, audit,
tax, due diligence, and travel fees and expenses

e« Amounts of any offsets or rebates



Content of
Quarterly

Statement
Helgifellle
Table

All portfolio investment compensation
allocated or paid to the private fund
adviser

Separate line items for each category
of allocation or payment reflecting the
total dollar amount, presented both
before and after the application of
any offsets, rebates, or waivers




Content of Quarterly Statement

Calculations & Cross-References

» Prominent disclosure regarding the manner in which all
expenses, payments, allocations, rebates, waivers, and
offsets are calculated

» Must include cross references to calculation
methodology in private fund’s organizational and offering
documents



Content of Quarterly Statement

Performance

e Liquid vs llliquid Fund
o Liquid fund means a private fund that is not an illiquid

fund

o llliquid fund means a private fund that:
= |s not required to redeem interests upon investor’s request;
and
= Has limited opportunities, if any, for investors to withdraw
before termination of fund



Quarterly Statement — Performance

» Liquid Funds

> Annual net total returns for each fiscal year over the past 10
fiscal years or since inception, whichever time period is shorter

» Average annual net totalreturns over the 1, 5, 10 fiscal year
periods

» Cumulative net total return for current fiscal year as of the end
of most recent fiscal quarter



Quarterly Statement — Performance

llliquid Funds - Performance since inception through last fiscal quarter

o Definitions
= Gross IRR means an internal rate of return that is calculated gross of all fees,
expenses, and performance-based compensation borne by the private fund
= Gross MOIC means a multiple of invested capital that is calculated gross of all fees,
expenses, and performance-based compensation borne by the private fund
o Gross IRR & Gross MOIC
= Net IRR and net MOIC for theilliquid fund, and
= Gross IRR and gross MOIC for the realized and unrealized portions of the illiquid
fund’s portfolio, with the realized and unrealized performance shown separately
o Statement of contributions and distributions for the fund

o Other disclosures
= Date as of which the performance information is current
= Prominent disclosure of the criteria used and assumptions made in calculating
performance



Quarterly

Statements —
Miscellaneous

Consolidated Reporting:

e “To the extent doing so would provide
more meaningful information to the
private fund’s investors and would not be
misleading, the adviser must consolidate
the reporting required by paragraphs (Q)
through (e) of this section to cover similar
pools of assets”

Format & Content;

e Clear and concise
e Plain English

e Facilitates review from one quarter to
next quarter




Delivery of Quarterly Statements

e Within 45 days of the end of the first 3
quarters of the fiscal year and

e Within 20 days of the end of the fiscal year

a fund of funds, then
quarterly statement
will be delivered

e Within 75 days of the end of each of the first
3 quarters of the fiscal year and

e Within 120 days of the end of the fiscal year

quarterly sToTémen’rs
will be delivered




Private Fund Audit Rule

e SEC-registered private fund adviser required to obtain an
independent annual financial statement audit of each of
the private funds it advises (whether directly or
indirectly) that meets the requirements of the audit
provision in Rule 206(4)-2

o Must cause audited financials to be delivered to the private
fund investors within 120 days of the fiscal year end (or
within 180 days of the fiscal year end for a fund of funds)



Securitized asset fund excluded

Private Fund
Audit Rule
Exclusions

Non-U.S. private fund clients of
an SEC-registered offshore
advisers




Private Fund Not
Controlled or
Under Common

Control by
Private Fund
Adviser

SEC registered private fund adviser must take
all reasonable steps to cause the private fund
to undergo a financial statement audit and
cause audited financial statements fo be
delivered to the private fund investors




Advisor Led Secondaries Rule - Purpose

To prevent fraudulent,
deceptive, or manipulative

acts, practices, or courses of
business



Advisor Led Secondaries - Definition

Any transaction initiated by SEC registered private fund adviser (or its
related person) that offers the private fund investor a choice between

1) Selling or converting all or portion of the investor’s interest in the private fund;
and
2) Converting or exchanging all or a portion of their interests in the private fund for

interests in another vehicle advised by the SEC registered private fund adviser or
its related persons



Requirements for Advisor Led Secondaries

Obtain, and distribute to private fund investors, a fairness opinion or valuation opinion
from an independent opinion provider; and

Prepare, and distribute to private fund investors, a written summary of any material
business relationships the adviser or any of its related persons has, or has had
within the two-year period immediately prior to the issuance of the fairness
opinion or valuation opinion, with the independent opinion provider;

Fairness or valuation opinion and written summary must be distributed to each
private fund investor prior to the due date of the election




Excluded from Advisor Led Secondaries Rule

e Securitized asset fund
e Exempt reporting advisers and state-registered

investment advisers
e Non-U.S. private fund clients of an SEC-registered

offshore adviser



Private Fund Adviser Restricted Acfivities Rule

» Restrict all private fund advisers from engaging
IN & specific types of activities

> For 3 categories of restricted activities, there's an
exception if disclosure is made

» 2 categories of restricted activities, there's an
exception if disclosure is made & investor consent is
obtained



Restricted Activities Rule Applicabllity

registered firms and exempt reporting advisers) to private

fund(s)
!xc‘u!es secunlae! osse' 'un!s




Restricted Activities with Disclosure Exception:

Regulatory, Compliance & Exam Expenses

e Restriction: Private fund adviser may not directly or
indirectly charge or allocate to the private fund any (i)
regulatory or compliance fees or expenses, or (ii) an
examination fee or expense

o Exception: If private fund adviser distributes a written
notice of any such fees or expenses and dollar amount
within 45 days after the end of the fiscal quarter in which

the charge occurs



Restricted Activities with Disclosure Exception

Reducing Adviser Clawback for Taxes

Definition of Adviser Clawback: Any obligation of the private fund adviser to
restore or otherwise return performance-based compensation to the private
fund

Restriction: Private fund adviser may not reduce the amount of an adviser
clawback by actual, potential, or hypothetical taxes applicable to the adviser, its
related persons, or their respective owners or interest holders

Exception: If private fund adviser distributes a written notice of the aggregate
dollar amounts of the adviser clawback before and after any reduction for
actual, potential, or hypothetical taxes within 45 days after the end of the fiscal
quarter in which the adviser clawback occurs




Restricted
Activities with
Disclosure

Non-Pro Rata
Fee & Expense
Allocations

Restriction: Private fund adviser may not
charge or allocate fees or expenses related to a
portfolio investment (or potential portfolio
investment) on a non-pro rata basis when
multiple private funds and other clients advised
by private fund adviser or its related persons
(other than a securitized asset fund) have
invested (or propose to invest) in the same
portfolio investment

Exception: If the non-pro rata fees and
expenses are fair and equitable under the
circumstances and the private fund adviser
distributes to each private fund investor a
written notice of the non-pro rata charge or
allocation and a description of how it is fair and
equitable under the circumstances (prior to
charging or allocating such fees and expenses)



Restricted Activities with Disclosure & Consent

Investigation Expenses

Restriction: Private fund adviser may not charge or allocate to the
private fund fees or expenses associated with an investigation by
any governmental or regulatory authority

Exception: If private fund adviser requests each investor to
consent to, and obtains written consent from at least a majority in
interest of the investors that are not related persons of the adviser

for, such charge or allocation
o Private fund adviser may not charge or allocate to the private fund fees or
expenses related to an investigation that results or has resulted in a court or
governmental authority imposing a sanction for a violation of the
Investment Advisers Act of 1940 or the rules promulgated thereunder




Restricted Activities with Disclosure & Consent

Borrowing Money

e Restriction: Private fund adviser may not borrow money,
securities, or other private fund assets, or receive a loan or an
extension of credit, from a private fund client

o Exception: If private fund adviser

o Distributes to each investor a written description of the
material terms of, and requests each investor to consent
to, such borrowing, loan, or extension of credit, and

o Obtains written consent from at least a majority in interest
of the private fund’s investors that are not related persons
of the adviser



Restricted
Activities

Grandfathered
Conftracts

Restrictions on activities will not apply to contractual
agreements governing a private fund and contractual
agreement governing borrowing, loan, or extension of
credit by a private fund that commenced operations
and were entered into prior to the Restricted Activities
Rule’s Compliance Date




Preferential

Treatment Rule

All investment advisers to private funds
(other than a securitized asset fund) are
prohibited from providing certain types of
preferential treatment that would have a
material, negative effect on other
investors, subject to certain exceptions.



Preferential

Treatment
Applicabllity

Includes all investment advisers (including
SEC and state registered firms and exempt
reporting advisers) to private fund(s)

Non-U.S. private fund clients of an SEC-
registered offshore adviser are not
covered by this rule




Preferential Treatment — Redemption

e Prohibition: May not grant investor the ability to redeem its
interest on terms that the private fund adviser reasonably expects
to have a material, negative effect on other investors in that
private fund

o Exceptions:

o If such redemption is required by law or government, or

o If private fund adviser has offered same redemption ability to
all other existing investors and will continue to offer such
redemption ability to all future investors



Preferential Treatment

Disclosure of Portfolio Holdings

e Prohibition: May not provide information regarding the
portfolio holdings or exposures of the private fund to any
investor if private fund adviser reasonably expects that
providing the information would have a material,
negative effect on other investors

o Exception: If private fund adviser offers information to all
other existing investors in the private fund and any
similar pool of assets at the same time



Preferential Treatment

Other Situations

e Prohibition: May not provide any preferential treatment to any investor in the private fund
e Exception:

o Advance Written Notice for Prospective Investor - Provide to each prospective investor in the fund, prior to
investment, a written notice with specific information regarding any preferential treatment related to any
material economic terms that the private fund adviser provides to other investors in the same fund

o Written Notice for Current Investors in a Private Fund - Distribute to current investors:

= For anilliquid fund, as soon as reasonably practicable following the end of the private fund’s fundraising
period, written disclosure of all preferential treatment the adviser has provided to other investors in the
same private fund;

= For a liquid fund, as soon as reasonably practicable following the investor’s investment in the private
fund, written disclosure of all preferential treatment the adviser has provided to other investors in the

same private fund; and

o Anannual written notice that provides specific information regarding any preferential treatment provided by
the adviser to other investors in the same private fund since the last written notice provided



Prefereﬂ'l'i(]l Preferential treatment rule requirements related to

redemption and disclosure of portfolio holdings will

TreOTmenT RU le not apply to contractual agreements governing a

private fund that commenced operations and were
entered into prior to the Preferential Treatment Rule’s

Grandfathered Compliance Date
Conftracts




Rule 206(4)-7 Annual Review

e Amended Rule to Require Annual Review to Be
Documented in Writing

Applies to SEC Registered Investment Adviser
Firms

o Including SEC Registered Private Advisers Managing
Securitized Asset Funds



Compliance
Dates

Rules Applying
Only SEC

Registered
Private Fund
Adviser

Quarterly Statement Rule - March 14, 2025
Private Fund Audit Rule - March 14, 2025

Adviser Led Secondaries Rule
o Large Adviser ($1.5 billion or more in private funds
assets): September 14, 2024

o Small Adviser (Less than $1.5 billion in private fund
assets): March 14, 2025



Compliance
Dates

Rules Applying
to All Private
Fund Advisers

e Restricted Activities Rule
o Large Adviser ($1.5 billion or more in private
funds assets) —9/14/2024
o Small Adviser (Less than $1.5 billion in
private fund assets) —3/14/2025

e Preferential Treatment Rule
o Large Adviser ($1.5 billion or more in private
funds assets) —9/14/2024
o Small Adviser (Less than $1.5 billion in
private fund assets) —3/14/2025



Compliance Dates

Rule Applying to All SEC Registered Firms

»Rule 206(4)-7 Annual Review In Writing

> All Annual Reviews Commenced After
November 13, 2023



Questions

Please submit any question online or email with any
questions about the content of this course.

ContEd@ria-compliance-consultants.com
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Thank You
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