Being an SEC registered
investment adviser

June 1, 2018

CompliGlobe Limited

N
COMPLIGLOBE
\.,,L ) & \\\.;_:_./7 A‘L\// 4L4
THE WORLD'S REGULATORY ADVISER™



Introduction to the U.S. Investment Advisers Act of 1940

CdzZf f YR FIFANI RAAOf 2adz2NBY GSff GKS O NHziK
do and how you disclosed you would do it

Fiduciary duties

Substantive obligations in, under and arising from the Advisers Act, other U.S.
federal securities laws and the rules thereunder

Other requirements/issues
Supervision

SEC examinations
Enforcement

Brokerage
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CFTC scope
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Materiality

w LYF2NXYI GA2Y A& aYFGSNRAFEE AT | NBlFazylofsS
alter the mix of information publicly available

TSC Industries Inc v Northway, #26 U.S. 438 (1976); aBasic v Levinspd85 U.S. 224
(1988). Se€handrashekhaGopinathan Admin Proc 33470 (July 27, 2009) (materially
misleading statements and omissions in private placement offering materials)

w The SEC will investigate and bring enforcement actions for materially deficient disclosures o
omissions

w al FifNBHzOKaAé¢ YAIKG 0S FOGA2yloftSY GNMHzS aidl f
impression would support claims for securities fralist v. Fashion Park, In840 F.2d 457,
462 (2d. Cir. 1965)
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Wh at Il S an “1 nvest ment

Under the Advisers Act, an investment adviser is any person that

1. for compensation

2. is engaged in the business of providing investment advice about securities or
investments

3. toothers
Must satisfy all three elements

Ifanon! ®{ ® LISNEB2Y R2Sa& 0GKA& dzaAy qpodi, Kas emaily S| y ?
visit, instant messaging, social media, telephone or web site actelsfomes amenable

G2 G0KS {9/ Q& 2d2NAARAOGAZ2Y YR Ydzad alidAa¥
activity ¢ or face possible SEC enforcement action
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If you want to manage assets for U.S. persons?

No involvement with the United States?
¢ No need to register as an investment adviser with the SEC under the Advisers Act

oOoawlL! €0

2NJ FAES | NBLRZ NI

02 6S02YS vy

You want to manage U.S. money directly (segregated account), not via a private fund

¢ Satisfy the Foreign Private Adviser exemption or become an RIA

You want to manage U.S. monenwlyin a private fund

t NAGIF0S CdzyR ! ROAASNI SESYLIIA2Y
or become an RIA

You want to manage U.S. money direethd alsan a private fund

¢ If you have 15 or more U.S. clients (direct and in a private fund) or more than
$25m from any or all of these clients, you must become an RIA

If you are not SEC registered but have an affiliate that is an RIA

¢ 1 asS 0KS

¢ . S02YS

G LI NOGAOALI GAyY3
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I TFAE ALl (0S¢

Under Advisers Act Section 208(d), it is unlawful to do indirectly something that you

cannot do directly
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Who 1 s a “U. S. perso

w ¢KS {9/ dzaSa (KS wS3dzZ I GA2Y { RbsidéngeA GA2Y 2F a! o

A Individuals: where theyeside
A Partnerships and companies: where incorporated
A if not organised in a U.S. state, it is not a U.S. pellsowgver

w it wouldbe a U.S. person if it wa} ¢rganized or incorporated under the laws of any foreign
jurisdiction and (ii) formed by a U.S. person principally for the purpose of investing in securities
not registered under the U.S. Securities Act of 1933, unless it was organized or incorporated,
and owned, by accredited investors (as defined in Regulation S who are not natural persons,
estates or trusts

A Trusts, estates, &c: the location of trustees, executors
A Investment managers: where the clients reside

Release 158222 and Rule 203(rl)¢t NA @I 1S Cdzy R ! ROA&ASNI SESYLIWiAz2yY
United States person if the client was not a United States person at the time of becoming a client of the
 ROA & SNIE

Release 18222 and Rule 203(rR)¢C2 NBA Iy t NA DI GS | RGAEASNI SESYLI A 2
States may be treated as not being in the United States if such person was not in the United States at the

time of becoming a client or, in the case of an investor in a private fund, each time the investor acquires
aSOdzNA G0ASa A&aadzSR o0& (KS Tdzy Roé
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Regulatory assets under management

Includesall securities portfolios subject to continuous and regular management by the
adviser, including:

¢ Proprietary assets

¢ Assets managed for no compensation

¢ Assets of notU.S. clients
In the case of a private fund:

¢ Uncalled capital commitments of a private fund

¢ Leveraged assets

¢ All assets, regardless of the type of assets held by that fund
Subadviser must include only assets over which it actually provides advisory services
Value private fund assets at fair value
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Fiduciary duties

w Every adviser subject to the Advisers Act is a fiduciary
GowiB8KS LYyg@gSaldYSyld ! ROAASNAR ! OO0 2F wmdnn NB
least to expose, all conflicts of interest which might incline an investment adviser
consciously or unconsciousliji 2 NB Y RSNJ | ROA OS ¢ KA OKestdhenti VY ;
advisers are fiduciaries of their clients, and therefore owe those clients "an affirmative duty
2F dziy2ad 3I22R FlLAOGKDE
SEC v Capital Gains Research Bui@ah U.S. 180 (1963)

w Duties of loyalty and care

w Obligations that flow from the fiduciary duty

Discloseall material facts, including conflicts of interest and the means to address them
Suitable advice

Reasonable basis for recommendations
Best execution

D NH N N

This may change re SEC rulemaking!
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Disclosure-4Cs compliant

w All of your disclosures and documents must be 4Cs compliant
¢ CQurrent
¢ MateriallyCorrect
¢ dear

¢ (Concise
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“Key aspects” of a Compl

Boardlevel commitment and managementbdyy' Y G O2 YLIX Al yOS 2y S
. FaAaSR 2y GUKS IROA&ASNINA o0dzaAySaa
¢ LRSYGATe NARala YR NBO2NR GKSaS Ay (KS
¢ Identify material conflicts of interest and the means to address them
| S GNAGOUSY LREtAOASE YR LINPOSRdZNBSa 662t
risks, conflicts and your own policies and procedurd® Compliance Rule, Rule 206{4)
Disclosure: Form ADV Parts 1, 2A and 2B
Code of Ethics, Rule 204A
Monitoring and forensic testing
Business Continuity and Cybersecurity Rlanrrent and tested regularly
Reg. & and Identity Theft Red Flags (data protectii)applicable
Compliance training
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Complianceprogramarchitecture overview

~

G/ 2YLIX ALFLYOS ¢2yS i GKS ¢2LXY aSid o0& YI yl 3
being evaluated

CRI: your Advisers Act Compliance program must reflect the risks particular to you. Must
identify and inventory your compliance risks

Conflicts Log: you must identify, disclose and address the material conflicts of interest

related to your advisory business and the means to address these, and record all of this
2NAGOGSY LREAOASE YR LINPOSRdAzZNBAY AGNBFaz2yl ¢
Advisers Act by you and your supervised persons. Reflects Advisers Act requirements,
relevant rules, identified risks and conflicts of interest and the means to address them and
internal policies and procedures

CCO: this person must be knowledgeable and competent in the federal securities laws and
have the authority to administer the SEC Compliance program. He or she can delegate
duties but not responsibilities

Code of Ethics: you will need a Code of Ethics that complies with Advisers Act Rule 204A
It covers: standards of conduct; personal account trading and review; requirement to
comply with the U.S. federal securities laws; receipt of the Code, acknowledgment and
compliance with it; and report violations
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Form ADV Part 1: factual information about you. This includes disclosure items such as AUN
RAAOf2adzNE 2F | FFAEAIG0SAa YR 20KSNJ aO2y aN
C2NY !5+ tI NI H!Y UKAa Aada GKAA UKS datfl A
and the means you take to address or mitigate these conflicts and other key disclosures. Tr
is a public document. File this annually and for a material change

Form ADV Part 2B: covers persons who perform the investment advisory function
CNFAYAY3AY &2dz gAff ySSR O2YLI AlFyOS (GNI AYA
LI2f AOASAa YR LINPOSRdAz2NK&az a ¢Sttt a aKzi
Annual Review: you will have to conduct an annual review of the adequacy and effectivenes
of your written policies and procedures, including the CCO. This includes analysis and testin

Compliance calendar: this will help you organize and set out the tasks that you would
perform that comprise your compliance program, including the tests that comprise your
monitoring and forensic testing program

Monitoring and forensic testing: these are the tasks and tests that you perform that help
validate your written policies and procedures
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Possi bl e

Protect Confidential Client Information

Prevent misuse of Inside Information
Code of ethics and personal trading
Safekeeping of client assets
Brokerage selection

Trading: best execution, aggregation, allocation

of orders, cross trading
Adherence to investment objectives

Ban against certain principal transactions

Research andoftingarrangements
Breaches

Trade errors

Valuation

Brochure delivery

Form ADV filings

Exchange Act filings (13D, 13G, 13F)

Compl i ance

Proxy voting
Advertising

Use of solicitors
Confidentiality

Privacy

Anti-money laundering
Gifts & entertainment

Supervisory functions

Business continuity plan

Whistleblowers
Cybersecurity
Identity theft red flags

EEeEEEEeEeEeeeeee e e cEcE

Role of chief compliance officer
Maintenance of books and records

pol i1 c

Political contributions: pay to play

Bribery and foreign corrupt practices
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“Compli ance Tone at t

w The gnvironmgnt a fi(m's 1eadership establishesAin which complign,ceA is a bed[ock value i
YR | ONRAUAOIf O2YLRZYSYyu 2F¥ SUOSNE SYLIX 2é5S

w Itisdemonstrated not discussed, by the CEO, management and the directors

w A key consideration that OCIE will look for in an adviser:

C

C

Is there a tone at the top? What is it and its framework, in terms of culture,
environment, discharge of fiduciary duty? How is it documented?

what are a firm's "lines of defence"? For business units, who must supervise, how are
they responsible for compliance (noting that the CCO is the "trusted adviser")? What

does compliance do? What is the role of audit and/or oversight? How does senior
management "backstop" this?

in sum, "who is responsible for "record keeping", "rade allocation", "best
execution monitoring and testing" and so on, and who cheleksepeople?"
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The Compliance RuleRule 206(4)/

Adopt and implement written policies and procedureasonably designeid
preventviolation by the adviser and its supervised persons of the Advisers Act
and the rules thereunder

Designate a CCO (under an SEC interpretation, the CCO must be competent,
knowledgeable and empowered with responsibility and authority)

WSPASG ay2i tSaa GKIFYy lyydaftteeg GKS |
Compliance program and its policies and procedures

¢
(0p])
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“Not | ess than annual

Must at leastreview annually the adequacy of the WPPs and their effectiveness
Should consider

¢ Any compliance matters that arose during the previous year

¢ Any changes in the business activities of the adviser or its affiliates

¢ Any changes in the Advisers Act or applicable regulations

¢ Output of monitoring and testing
Approaches

¢ Rolling topical review

¢ Eventdriven review: compliance event, business event, &c

¢ a!'d 2yS GAYSE lyydzZZ f NBODGASSH
Based on your risks and business, use the approach that works for you
Document and learn from it!
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Risk managementthe CRI

¢ K $easdnably designéd | y3dzr 3S -7AY wdzZ'S Hncdéno
Links the business to the controls
Each risk is addressed/mitigated in a control
Review regularly the controls to ensure they continue to address risks
¢ How significant a risk of a violation of the Advisers Act and rules?
¢ Costbenefit analysis to address each risk
¢ What is changing and how do we keep up with change?
Update controls when required
| 2y RdzOG aY201 {9/ SEIFIYAYylIGAZYE
¢ Considered to be a control
¢ Anticipate inspection
Failure to respond to issues means bad controls
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Conflicts of interest

Ildentify material conflicts, the effect(s) that they have on the adviser and its clients and
the means to resolve them

Disclosure in Form ADV Part 2A must be clear and concrete so that a reasonable
prospect or client understands clearly the conflict and how it is addressed

Tough SEC enforcement actions up the stakes for deficient disclosure or failure to act in
accordance with disclosures

¢ Conflicts are everywhere!!llhttp://www.sec.gov/news/speech/conflicts
everywherefull-360-view.html#.VPXVhybKY

Advisers may be sued if their disclosures are materially incorrect, in particular, there is a
material omission, such as an undisclosed conflict of interest. SeBEQyv. Gabelli,

2011 WL 3250556 (2d Cir. August 1, 2011)

| ROAASNR gAtf 0S &adzSR F2NJ FlFAfdz2NE @2 RA&AO
GYIl &¢ 2 NRobare N&&mbér 7, 2016)
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http://www.sec.gov/news/speech/conflicts-everywhere-full-360-view.html#.VPXI-VhybKY

€
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Examples of conflicts involving advisers

Outside Business Interests

¢ In the Matter of BlackRock Advisas,Rel. No. 4065 (April 20, 2015)
Front Running
In the Matter of Roger W. HonguA Rel. No. 14259 (September 25, 1995)
Expenses and Fees
Misuse of Client Brokerage

¢ Jack Allerrirrie, IA Rel. No. 1284 (July 29, 1991) (use of soft dollar brokerage credits for error
correction losses)

Favouring Some Clients

¢ Monetta Financial Mgmt, IA Rel. No.1702 (February 26, 1988) (allocation of scarce
investment opportunities to favoured clients)

¢ Highland Capital Management, UR,Rel. No. 3939 ( September 15, 2014) (ctzmding)
Other financial industry activities and affiliates

¢ Personal and proprietary trading
Sideby-Side Management
Allocation of trades and investment opportunities
Allocation of expenses and undisclosed compensation
Referrals
Proxy voting

D N N NN
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‘.._ 3 1 | Riskbased monitoring and testing

Monitoring and testing should
¢ Generate data to prove that a control addresses a risk

¢ Confirm whether we have the right control, generating right data, finding patterns
and/or exceptions and addressing the results

¢ Looking for the right things? Generating wrong data?

Review the output of monitoring and testing
¢ Look for patterns and outliers

¢ Cross test e.g. personal trading against gifts and entertainment, recommendations,
orders, trading and allocations

Lack of testing demonstrates ineffective controls
Failure to spot or respond to issues means bad controls

Address issueshenthey arise
Never ignore anything
Change when required

{ S o
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Extemal forces
markets, clients, funds laws/regulations and other factors

AVANVA

Risks to the business

Conﬂlcts in the

(CRI)
|den'afy and
address/resolve
Controls
written policies and procedures, annual
review, monitoring and testing - CompliGiot
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Statute
J

Rule

J

No-action letter/case/
Interpretation/other

=

Not less than
annual review

Controls (policies and
procedures)

|

Output of M(v)nitoring and
Forensic Testing

SEC Examination

ﬂ.f-:—,
Y T o~ TS T
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Failure to supervise

Under Advisers Act Secti@®3(e)(6), must supervise with a viewgreventingviolations of
the federal securities laws
Nearly every violation of the Advisers Act and the rules thereunder may well involve a failure
to supervise
What you must do
¢ Implement and administer procedures and systems reasonably designed to supervise
with a view to preventing violations of law

¢ Keep evidence that supervisor reasonably discharged the duties and obligations under
such procedures without reasonable cause to believe they were not being complied

with
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Who are supervisors?

An individual is a supervisor when the adviser or its organizational documents identify them
a4 T Yy203KSNJ LISNAZ2Y Q& & dzLJSNIJA & 2 NJ
The CEO and management supervise, as does the board of directors

A person is a supervisor when asked or instructed to be responsible for another person, or
takes charge under instructions or on their own

¢ 9EY 2yS GRSt S3AIGSa¢ NBaLR2yaArAoAf A

GASa
¢ 9EY 4ol GOK 2dzi F2NJ KAYKKSNkAG FyR €S0 Y
CKAA Aa | aFFOGa FyR OANDdzyaidlyOSag GSany

authority to affect the conduct of the employee whose behavior is at issue
CCOs are not supervisors

¢ Except for the compliance staff that they actually supervise

¢ Not for the business

Note the Morgan Keegam®nforcement action, where the eight former directors of this RIA

were personally sued for supervisory failures to address red flags and oversee/address asse
valuation issues
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CCOs and supervision

A CCO is not a supervisor by nature of his position
I //h YIeé 0S F2dzyR (2 KI @S adzLJSNIA a2NE NE
FoAfAGEYT 2NJ FdziK2NAGe G2 FFFSOU GKS O2yRd
Avoid supervisory liability by

¢ Acting as a consultant to line supervisors and escalating if they fail to act

¢ Clearly designating responsibility to business line personnel

Frequently Asked Questions about Liability of Compliance and Legal Personnel at Broker
Dealers under Sections 15(b)(4) and 15(b)(6) of the Exchan{@/R¢ptember 2018
legally relevant to RIAs
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Failure to supervise

Comprehensive Capital Management, lidcly 2013)
¢ Failure to implement compliance policies related to protection of client assets

¢ failure to supervise associated person, leading to multiple violations of the custody rule,
Rule 206(4P and the theft of more than $16 million of client assets

GLG Partners, In2013)

¢ Mis-valuing fund assets because of internal control failures
Equitas Capital AdvisqrsLC (2013)

¢ Compliance program deficiencies, billing errors and liability of CCO
In the Matter of Dawsotbamberg August 2000)

¢ Treasurer responsible for administering soft dollar program failed to uncover misuse of
soft dollars, failed to disclose truthful soft dollars uses and failed to manage travel agent
and staff on use of company credit card with respect to proper expenditures

¢ Could not use the Advisers Act Section 206(e)(6) affirmative defence because
w supervisory policies and procedures were deficient
w She was not properly trained and did not understand responsibilities
w was negligent in supervision

COMPLI& LOBRE

THE WORLD'S REGULATORY ADVISER™



Best execution

Every SEC registered investment adviser has a duty to seek best execution

YS& ONRUSNAZY A4 G6KSUKSNI UKS FROAASNI &St
jdzl £t AGF UAGBS SESOdzUA2Y FT2NJ UKS X | 002dzyué o
In the Matter of Fidelity Management & Rjesearch Company angl FMR Co@gdminjstrative
ProceedingauH gt c Op al NOK HnannylL Bdelhdid y3 @I NRA 2 dz
Adviser has fiduciary duty to disclose all of the elements involved in seeking best execution
Form ADV Part 2éas well as broker selection

Must engage in forensic testing to prove that

¢ best execution elements and disclosures (Form ADV Part 2A) are correct, current and
being followed

¢ Best execution was sought according to disclosure factors
Failure to disclose is actionable undadelity
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Books and records

Section 204 of the Advisers Act and Rule-2G4quire that an adviser makes and keeps
GONHzSZT | OOdzNF S YR OdzNNBy i NBO2NRA NBf I
Includes all Code of Ethics books and records, including action taken against persons that
breach the Code of Ethics

Be clear which are kept in hard copy or electronically, and protect
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Life Cycle of atrade by an
RIA exercising discretion

Idea Research

[

4 4 N )
Decision: Pre-trade Sednd
PMor IC allocation ort er
decides and fill g Ok

what to out order €s
buy or sell ticket ~—

\_ \__ J

y
Not going
forward

formationodo or

c:j ANonpublic In
ficonfidential TRuleent i nformati

204A-1
Pipeline
Execution

Order and notice '\C/l:?é;? Client

laced of fill Holdings

P Settle
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LlfeCyC|90fatradebyan D ANonpublic Informationo or
. . . ficonfidenti al TRuleent informat.i
adviser with a sub-adviser 04AL
Pipeline
Sub-adviser \( Adviser or ) Execution 4 )
Sub- sends research AIFM reviews _Fund GP and settle,
Idea adviser: advice or ' and makes |_mplements or effect Client
Research recommendation inves_tr_nent mdves_tr_nent decision holdings
to adviser or AIFM decision ecision (make loan,
tc.
\ / " )| Y

forward

\[ S
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Life cycle of research, advice or
recommendation

D ANonpublic Informationo or
for a nOn_discretionary C||ent ficonfidential TRuleent informati
204A-1
Pipeline
Investment advice Brokerage

Client receives

Decision by research. advice Client places order
Idea Research IC or PM: o to buy or sell
advice or securities

recommendation recommendation

\

Not going
forward
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Code of Ethics

| 20SNB a{ dzZLISNIDAASR t SNA2Yy aé
t SNAE2YFf | O02dzyd RSFEAYy3I o0dat! 560 | OGADAIG?
For the Adviser
¢ Define standards of conduct to be observed (based on fiduciary duty)
¢ Require compliance with U.S. federal securities laws
¢ Adopt, implement, issue code to Supervised Persons and enforce the Code
¢ Record keeping for all Code matters
¢ Review of Code activities
For Supervised Persons
¢ Comply with Code
¢ Comply with U.S. federal securities laws
¢ Acknowledge receipt of Code (in writing)
¢ Report Code violations to the CCO
For Access Persons (and Connected Persons with whom they share beneficial ownership)
¢ PAD requirements

COMPLI& LOBRE
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Key terms

6Supervised PersahsY 2 FFAOSNE I SYLX 28SS& | yR RA
YR GKS | ROA&SNI AdzLISNIDAASE 2N 20KS
GAccess PersofisY { dzLISNIDA &SR t SNE2ya 6A0K GO2yFAR:
éBeneficial ownershipY RANB OGO 2NJ AYRANBOU cwhdSandmf A | NEB
the proceeds of sales

éConfidential client information (in Rule 208> O f £ SR &y 2 yd4.)1z0 dzyk ©S MJ
Rule204A | YR AYUSNLINBUOAGS LI2AaAGA2p0blic Ay GKAaA
information about purchases or sales of securities for clients (orders being worked), client
holdings, portfolio holdings of affiliated funds and research, recommendations and advice
given to or being used for clients

éConnected persénY 61 0 AYYSRALF OGS FlFYAf&@ YSYOSNRBR 0
(c) sharing beneficial ownership in securitgessually includes others such as tive

partners
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PAD

w Access Persons and, through beneficial ownership, Connected Persons
w Access Persons are responsible for their Connected Persons
w Requirements
¢ LYAUGAFIf K2ftRAY3I 2F ANBLRZ2NIOFOES aSOdzNAGA
¢ Quarterly transaction report can satisfy by providing to the CCO reports of all
transactions as they occur and confirming this quarterly
¢ Annual report of holdings of reportable securities and accounts
¢ Preclear securities transactions
¢ CCO to review and analyze all activities
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Supervised Persons
and
Access Persons:

-

Supervised Persons are:

~

A Officers

A Directors/Partners

A Employees

A Persons the RIA supervises in the giving of
investment advice or recommendations to

(

Access Persons are:

to Anonpublic
fconfidenti al

c |

t he RI Ab6s

\_

clients

i ent

Supervised Persons that have or have access
informatid

\

n f

J

-

Confidential Client Information
is information about:

A Research

A Advice or recommendations given to or used for
clients

A Orders being worked for clients

Client holdings
\4

Portfolio holdings of reportable funds

~

J
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Affiliates and Third Parties Having
Confidential Client Information
ACCIl 0)

Unaffiliated Third Parties \

-

Affiliate that is a Client of the RIA
A Client consents to third party having CCI

A Third party must safeguard CClI to an A No Participating Affiliate Agreement
extent that the RIA derives comfort from A Access to client data only

\ same )

/" Affiliate that is fAlnyegratedo wi
Non-Integrated non-Client Affiliate
A May or may not be a client of the RIA
A No Participating Affiliate Agreement A No Participating Affiliate Agreement
A Must have Advisers Act-compliant Code of
Treat as Unaffiliated Third Party Ethics
\_A Must register with SEC as an RIA Y,
(" Participating Affiliate )

A Provides research, advice or recommendations to

RIA for RIA to use for its U.S. clients
A Must comply with PAA SEC Staff No-Action letters
\A Associated persons treated as access persons )
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“@I" nsi1 de 1 nformati on?” | “t

It is illegal to trade or tip when in possession of material,-pablic information-
AOAYAARS AYT2NNIUOAZ2YE

It relates toany activity involving securities, whether trading or in the context of a
merger, tender offer or exchange offerand it also extends to derivatives

One may be sued by the SEC (civil liability) or prosecuted by the authorities in the
USA or in your home country (criminal prosecution), or both

LY GKS ! YvAGSR {01 (Sa>a3KaRlMAAS yR YT 2NN TLI02067
¢ U.S. law focuses on the information itself

¢ Impact on the price is not applicable

¢ b2 AGALISOAFAO 2NJ LINBOAASE GSal
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Advertising

w Defined in Advisers Act Rule 206{4linder Section 206(4), an antifraud provision, as
A any written (or electronic) communication
A to two or more persons
A to maintain existing clients or solicit new clients

w Broadly defined and applied
¢ Published materials, PowerPoint presentations, DQQs, RFRai] blasts, brochures,

FEALI 0221482 02271 SiausedeRl BSEANI Odi By F BRI i

documents given to clients or prospects

¢ Web sites and materials available on thenmcluding hyperlinked informatiog and
social media

¢ Justabouteverythingh ¥ Ay R2dzoGX A0Q& LINRPoOol of &
w What is not advertising?

¢ Oral communications

¢ Bespoke materials that will not be used again

¢ Replies to specifioona fideunsolicited queries on performance
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Advertili sement “Gol den

No material misr,epre:seAntatipn of fact or material omissmine 100% truthful, with no

aKFf ¥+ auagl oSyYSyduac

¢ 9EIYLX S&a Y LISNF 2NXY I yOS SEIF3IISNIGA2Y &S

Testimonials prohibited rankings, articles, awards, &c., permitted subject to conditions

Special considerations for the use of past specific recommendations

¢ Use specific, objective ngmerformance based criteria to select

¢ {AYyOS GKAA NBFTSNR (02 aGLI a0 &aLISOAFTAO NXBC
sold and bought and still held

[ FyQi areée GKFG F OKFNIZXZ 3N LK 2N F2NYdz |

to buy and sell

[ FyQlu alreée az2YSGKAYy3I Aa FTNBS dzyt Saa Al NB

Performance figures musgfenerallybe net, not gross

Anything that leaves the building must be compliance cleared

Must keep records
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IMA

Must contain a provision prohibiting assignment without consent of client

If organized as partnership must include provision that adviser will notify clients of changes
in membership

Must NOT contain hedge clause that purports to waive compliance with Advisers Act
If advisory fees are substantially higher than other advisers, must disclose
Performance fees only to persons meeting qualifications

Termination restrictions are inconsistent with fiduciary duty and may violatefeaud
provisions
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Investment objectives

w Trade i/a/w stated objectives and restrictiogsvhen given initially and when changed
w Ensure these are clearly recorded and given to relevant staff
w Monitor and test to prove that trading is consistent with what the client specifies

COMPLIG 1 _OBE

THE WORLD'S REGULATORY ADVISER™



Allocation

Have clear written policy for bunching and allocations

When trading for more than one account or portfolio, record how you propose to
allocatebefore placing the order

If you permit changes after execution, state clearly what they are and how they work
and who approves

Monitor and test
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Cross trades

Must exercise discretion for both of the clients involved

The transaction is effected at the independent current market price of the seayrity
best execution applies

Adviser continues to be subject to the duty to act in the best interests of its clients,
including the duty to obtain best price and execution for any transaction

Do not cross with affiliated fundstake competent advice
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Trading practices

Cannot engage ianyform of market abuse fraud, manipulation or deceit
Note Advisers Act Rule 206@ that has a negligence standard

Note conditions on proprietary trading and possible trading with cliemslvisers Act
Section 206(3)

Clear trading errors policy and procedures

C

D NH N N

N

Disclose in Form ADV Part 2A

Monitor and test

When an error arises, address it immediately
Keep accurate log

Each leg of a trade error is to be handled separagglyk S & ¢ NPy 3¢ (GNI RS
corrective trades

Clients receive gains for each leg
The Adviser bears all losses
Do not net gains with losses
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Valuations

Advisers required to disclose the policies and procedures used to
¢ obtain prices and value holdings
¢ calculate fees owed to RIA based on valuations by it, an affiliate or third party

Risks: accurate disclosureéSEC v Beacon Hill Asset Management LLC,
http://www.sec.goV/litigation/litreleases/Ir18745a.htm

If adviser or a related person values or calculates fees, address risks and conflicts of interes

Accurate prices obtained and used for individual portfolios as well as private fuamount
statements checked

Procedure to challenge pricand estimates

Mapping trading and prices

Procedures for illiquid or hard to price securities, side pockets
Independent assessment of process

GLG PartnersAdmin Proc 25641, December 12, 2013
http://www.sec.goV/litigation/admin/2013/3471050.pdf
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http://www.sec.gov/litigation/litreleases/lr18745a.htm
http://www.sec.gov/litigation/admin/2013/34-71050.pdf

Fees

w Disclose in Form ADV Part 2A Item 4
¢ who calculates fees
¢ Which valuations are used
w If the RIA or an affiliate does this, it is a conflict of interest to be disclosed in Form ADV
Part 2A Item 10, with the means to address this
w Record fee information in the IMA and enter correctly into systermbleck it constantly
w If there are changes, note them promptly

w Always review fee information in records and systems (at last quarterly) to ensure that it
IS correct and current

w Address errorsvhenthey arise

Equitas Admin Proc 35585 (23 October 2018)ww.sec.gov/litigation/admin/2013/3470743.pdf

In the Matter of Morgan Stanley Smith Barney,,lAdinin Proc 7773 (13 January 2017),
https://www.sec.gov/litigation/admin/2017/3479794.pdf

In the Matter of Citibank Global Markets Jsedmin Proc 317817 (26 January 2017)
https://www.sec.govV/litigation/admin/2017/3479882.pdf
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http://www.sec.gov/litigation/admin/2013/34-70743.pdf
https://www.sec.gov/litigation/admin/2017/34-79794.pdf
https://www.sec.gov/litigation/admin/2017/34-79882.pdf

w

Solicitors/referrals

Must have written agreement and clearly state fees involved

Solicitor/referrer

¢ OFLyQi o6S &adzoeSOG G2 aidl

¢ Must deliver Form ADV

¢ hotGUlFAYy gNAGGSY FOl1y26tS
written disclosure document

Must exercise supervisory oversight

(dzi 2 NBE RA&ljdzl £ AT

RAIYSY(d FTNRY Of AS

Full and fair disclosuredo not hide the facts! Not®Rafaland Essex Financial
¢ wk Tt &aSONBGfe LIAR | fF &SN F2NJ NBEFSNN
payments. After it was discovered and stopped, Rafal continued to secretly pay the

lawyer using other accounts that he controlled

¢ During the SEC investigation, Rafal seniagls to Essex clients falsely stating that the
{9/ KIR GFdAte& Ay@gSauA3alaSR Fft YIFadSNa
¢ Rafal lied to SEC, concealed the additional payments and falsely indicated that the

lawyer had returned all the money
https://www.sec.gov/news/pressrelease/2013.html

COMPLIQWL@)R?

THE WORLD'S REGULATORY ADVISER™


https://www.sec.gov/news/pressrelease/2017-3.html

Custody

w Custody is holding or having authority over client cash or assets
w If you have custody:
¢ /tASYyld aaSia Ydzald o0S KSftR o0& | aljdz A
¢ Must have a reasonable basis to believe that the custodian is sending client account
statements at least quarterly
¢ If arelated person has custody, must comply with additional requirements
w If no operational independence, surprise audit
¢ If adviser manages private funds, must provide audited financial statements to investo

w Make sure audit is performed by PCAOB registered auditor and financial
statements are provided in a timely mann&eeln the Matter of Parallax
Investments, LLC, John P. Bott, Il, and F. Robert Falkenberg, Administrative
Proceeding 45626 (November 26, 2013)

w {9/ {4 FFQa W@uwwser.qo/divisOrdZinegrRedt¥ustody fag 030510.htm

ﬁi}ﬁ ~N T T
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https://www.sec.gov/divisions/investment/custody_faq_030510.htm

|l denti ty theft “red

If you deal with individual investors/consumers, you must have policies and procedures to
guard against identity theft

Risko aSR aasSaaySyid 2F ROAGASNAQ | OGAGBAGAS
Policies and procedures must be rlsksed and commensurate with the manner in which

the adviser does business

Quarterly review and report to the Board of Directors
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“Pay to pl a7’ : Rul e 2

Designed to prevent U.S. local or state political contributions from affecting the selection of
adviser or fund

Applies to any advisers (registered or unregistered) that provide or seek to advise U.S. state
or municipal governments, including pension plans

Includes advice through a pooled investment vehicle

Three elements:
A Two year time out after contribution

A.ly 2y dzaS 2F | a2t AOAU2NJ 2NJ aL} EOSYSy
basically, an SEC registered broker or adviser

AtNRPKAOAGA aodzyRt Ay3aé 2F O2yuUNROdziA2YV a
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Cybersecurity

The SEC and Cybersecurityrw.sec.gov/spotlight/cybersecurity

| B0SNAESOdzZNRAGEeY wlyazYgl NBE wWwiwSdIyd/deshiskaler® wA
cybersecurityansomwarealert.pdf

Gh/ L9 /@0SNBSOdzNA(GE LYAGAIFGAGBSE O! LINAE wH~n
www.sec.gov/ocie/Cybersecurity+Risk+Alert++%2526+Apperdixts. 14.pdf

Gh/ L9 wSLR2NI 2y /280SNASOdNA(GE& SEFYAYylFGAZ2Y
www.sec.gov/ocie/cybersecuritggxaminationsweepsummary.pdf

GLY@GSadYSyid al yl 3SY Syvilsed.gbhdRbgiicBncé?016I8KE H A Mp
GHAMp [/ @0SNESOdz2NARG& 9EIFYAYIFGA2Y LYAGAI GACZ
www.sec.gov/ocie/announcement/ocie015cybersecurityexaminatiorinitiative.pdf
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http://www.sec.gov/spotlight/cybersecurity
http://www.sec.gov/files/risk-alert-cybersecurity-ransomware-alert.pdf
http://www.sec.gov/ocie/Cybersecurity+Risk+Alert++&+Appendix+-+4.15.14.pdf
http://www.sec.gov/ocie/cybersecurity-examination-sweep-summary.pdf
http://www.sec.gov/investment/im-guidance-2015-02.pdf
https://www.sec.gov/ocie/announcement/ocie-2015-cybersecurity-examination-initiative.pdf

Integration

w Integration is a concept under Advisers Act Section 208(d). It was discussed in Release 322
and featured in three SEC enforcement actions

w Advisers Act Section 208(d) provides that no person can do indirectly or through another
person that which it would not be lawful to do directly. The SEC stated in Release 3222 that
it would treat as a single adviser two or more affiliated advisers that were separately
organised but operationally integrated. Integration is a facts and circumstances test
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Integration cases

w Penn Mezzanine Partners Management, LAdmin Proc-35939 (June 20, 2014) aiid
Ventures Ing Admin Proc-35940 (June 20, 2014)two ERAs were separately incorporated
but operationally dependent. The factors cited : common control; operational dependence;
common ownership (equity securities); overlapping employees, some of who gave
investment advice to clients of both firms; duplicative policies and procedures but no
controls to keep operations separate; common marketing (strengths of the group, etc.); and
using one amail address to conduct business for both companies

w BradwayC A y I y O ABraflway BadwayGapital Management and CEO Brian Case
GG/ | aS€ 0 d L Bratwafwashbtrniitled db melii oh [the Rrivate Fund Adviser]
exemption becaus8radwayfFinancial andradwayCapital were under common control and
operationally integrated. For examplBradwayFinancial and@radwayCapital: were both
owned by Case, shared the same employees, operated in the same office, shared the same
technology systems, and failed to maintain policies and procedures addressing registration

v

2NJ SESYLIiA2Y FNRY NBIAAGNIGAZ2Y & |y Ay@S
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Applicablility of the Advisers Act

Registered | ERA Foreign Private
Adviser

FormADV, Part 1 Yes Yes (limited No

disclosure)
FormADV, Part 2 (brochure) Yes No No
Form PF (systemic risk reporting) | Yes No No
Examination Yes 0&1 O AAOB|No
Rule 2042 (books and records) Yes For exemption No

and disclosure
Section 206 antifraud Yes Yes Yes
Rule 206(4)L (advertising) Yes No No
Rule 206(42 (custody) Yes No No
Rule 206(43 (cash solicitation) Yes No No
Rule 206(46 (pay to play) Yes Yes Yes
Rule 206(4)7 (compliance rule) Yes No No
Rule 206(48 (fraud by pooled Yes Yes Yes
investment vehicles, if relevant)
Rule 204A1 (code of ethics) Yes No No
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“Participating Aff1l

w An affiliate of an RIA that gives research, advice or recommendations to the RIA for it to
use for or give to its U.S. clients

w adzzald SadlrotAakK 02yl FARS FTFFALAFGAZ2Y (KNP

w /[ FYyy2G aSYIAYSSNE | LI NOAOALN OAghEsiss FFAL AL
doing indirectly what cannot be done directly (Advisers Act Section 208(d))

Participating Affiliates are established through a series of SEC Staff
no-action letters, reaffirmed by the SEC itself in Release 3222

Mercury Asset Management plt6 April 1993)Kleinwort Benson Investment Management
Limited, et al(15 December 1993Nlurray Johnstone Holdings Limited, et(&l October
1994) ABN AMRO Bank N.V., et(alJuly 1997)nd Royal Bank of Canada, et(@.June
1998).

[ 2 S
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What is required for Participating Affiliates?

W & FNIAOALI GAY3I FFAEAFIGSE R2Sa y2i KIF@S (2
Must sign a participating affiliate agreement

wSt SOFyid LISNERE2YYSt IINB al d3a20AF SR LISNB2Ya¢
account dealing requirements

May give only research, advice and recommendations

Must keep records of what it does for the RIA

SEC must have adequate access to trading and other records of the participating affiliate

Form ADV Part 2 disclosure of associated persons

w SEC registered adviser must exercise oversight over and supervise the participating affiliate
in its role¢ failure to supervise is actionable under Advisers Act Section 203(e)(6)

w The participating affiliatend OG0 A2y € SGUSNB 6SNB A &aadzsSR e
LY @dSaidyYySyid alyl3aSYSyld odalLaé 0 LizNEdzZ yia G2 F

¢ The noeaction letters only deal with matters arising under Advisers Act Sections 203 and 208(d)

C . SQI- dzaS GKS ¢ Suu@Nﬁ @SNB )}éészl? 6& La LJzN&dz y
S5AQAaA2Y 2F al NJSU wS3dzZE FUAZ2Yy SdaaweéX y2g ¢NIFR
matters outside the Advisers Agin particular, the Exchange Act and brokerage. This would have
required action by MR and MR took no positon in these letters. As such, it does not appear possible

under these letters for associated persons to give orders to buy or sell securities or manage assets
on a discretionary basis

N N N N
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Form ADV requirements

Disclosures in Form ADV must be corramd material misstatements or omissions

Annual Amendment for Parts 1 and 2A

w Amend Form ADV each year by filing an annual updating amendment within 90 days after
the end of your fiscal year

w Update responses to all required items, Part 1A: 1, 2, 3, 6, 7, 10, and 11, including
corresponding sections of Schedules A, B and D

Otherthan-Annual Amendment for Parts 1 and 2A
w You must amend Form ADV by filing additional amendments promptly if

¢ information in Items 1, 3, 9 (except 9.A.(2), 9.B.(2), 9.E., and 9.F.) or 11 becomes
inaccurate in any way

¢ information in Items 4, 8, or 10 becomes materially inaccurate
¢ Information in Part 2A (brochure) becomes materially inaccurate

Distribute Part 2B when an account is opened and amend and distribute when information
changes

COMPLI& LOBRE
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U.S. regulatory disclo

Beneficially owning more than 5% of a class of equity security registered with the SEC
under Section 12 of the Exchange Act

¢ Those exercising control file Schedule 13D
C Glidzr f AFTASR AyaluAailddziAz2ylt Ay@dSaiz2NB¢ oL
Schedule 13@ 10 day or 45 day rule, depending upon circumstances

Beneficially owning more than 10% of a class of equity security registered with the SEC
under Section 12 of the Exchange Act

¢ File reports under Section 16(a)
¢ Subject to short swing profit liability under Section 16(b)

Exercising discretion over more than $100m in Exchange Act Section 12 registered
securities

¢ File Form 13F
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Brokerage

¢KS GSNY GoNR]ISNE A& RSTFAYSR Ay 9EOKIy3S
Thisincludesaneh ®{ ® LISNER2Y (GKIGZX dzaAy3d GKS aYSI|y;
A solicits and/or effects transactions in securities for the account of others

A receives transactioased compensation

A K2t Ra AUGaStF 2dzi a adzOK 6Sod3a3d RANBOUT &
{ dzOK LISNBR2Y g2dzZ R 0S | &aoNR]SNE

letter, must (1) cease the activity, (2) use an SEC registered kilekéar or (3) register as a

broker-dealer with the SEC
| 23S NA X
¢ Trading
¢ M&A activities
¢ Soliciting the purchase or sale of securities of a private fund

COMPLIGLOBE
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Relevant SEC Staff raxtion letters

Under delegated authority, SEC Staff issuedacitmon letters providing that an Adviser
that transmits orders to brokers/banks for execution, does not hold client funds or
securities, does not solicit a client for an order, does not send the client research with
the purpose of receiving an ordand does not receive transactiebased compensation
for these activities is not required to register with the SEC as a bagaer

w This posits no client involvement in the process of effecting a transadiiom
research through formation of advice or recommendation to placing the order,
execution and matching, clearing and settlement

w SeeFirst Atlantic Advisory Car20 February 1974McGovern Advisory Group, Inc
(7 August 1984) ankh Touch Global LI(C4 November 1995)

Nol OGA2y NBEIAST RSYASR 6KSNB (GKS | ROA&ASNIRaA
brokerage or sending research
w Clientfacing involvement to obtain, receive or effect an order to buy or sell securities

w See e.gPRA Securities Advisers(8B®arch 1993)

COMPLI& LOBRE
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Exemption from BD registration: Rule 15&a

w Exemption from SEC brokdealer registration for nottJ.S. entities that engage in certain
activities with U.S. investors

w Rule 1586 permits (subject to conditions)
¢ Sending research to and solicitingajor U.S. institutional investors

¢ Soliciting and executing trades with or 10rS. institutional investorsrestrictions on
calling, visiting and sending research

¢ Executing unsolicited transactions with U.S. persphard to establish and, despite
Rule 1586 SEC StalfAQdp LISNX A G UAY 3 aY2NB GKFyYy 2y S¢
for expanded brokerage activities or solicitations
¢ 9y AL IAAYI AY GLINAYOALNIf (2 LINR y-dedldrdlabde G N
certain other entities
w Generally, Rule 15 is not available when dealing with individualgnly the two
enumerated types of institutions

w A U.S. person cannot rely upon Rule-B5a

CC)[\/\PLI(KT ()ﬁ\* C
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Key definitions for Rule 158

w The SEC defineddlicitatiort' in 1989 when it adopted Rule 1Haand gave it a broad
meaning-- even a single act to open an account or encourage a person to buy or sell a
security is a solicitation. This broad definition remains in place tdéRggistration
Requirements for Foreign BrokBrealers", Exchange Act Release 27017, 54 FR 30013 (July
13, 1989).

w Major U.S. institutional investorany entity that owns, controls or has under management
more than $100m in aggregate financial assets.

w U.S. institutional investor1940 Act registered investment company; a bank, savings and
loan association, insurance company, business development company, small business
investment company or employee benefit plan defined in Securities Act Regulation D Rule
501(a)(1); a private business development company defined in Rule 501(a)(2) of Regulation
D; an organisation described in Section 501(c)(3) of the U.S. Internal Revenue Code of 198¢
as amended; or a trust defined in Rule 501(a)(7) of Regulation D

COMPLI& LOBRE

THE WORLD'S REGULATORY ADVISER™



Non-U.S. adviser solicits U.S. prospect to buy the
securities of a noAJ.S. private fund

w Under the IA3222 interpretation, this would be brokerage
w Options:
¢ if available, rely upon Rule 3d4

¢ useRulel5a8 T2 NJ GYIl 22 NJ | ®{ dgstil seguiles an&EC registeréd A
brokerdealer to intermediate trades

¢ get an SEC registered broker to chaperone (issue research and intermediate the trade)
F2N) ! o{ @ AyaladAaldziazylt AyoSailz2Naé

¢ have an SEC registered brokkyaler handle the transaction entirely for all other
persons

¢ register as a broker

¢ avoid the U.S. markets

COMPLI& LOBRE
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“lI ssuer’s exemptionl: EXCcC

Extremely narrow, limited safe harbour
C2NJ A&d&adzSNAR GKIFG LINRPLIRAS (2 YIFINJSOG GKSAN
This is not available for an RIA or ERA that is not an associated person
The associated person

¢ cannot be subject to a statutory disqualification

¢ must have other significant duties apart from marketing

¢ cannot receive commissions or other transactimased compensation

¢ cannot be an associated person with a broker or dealer at the time of the sale

Associated persons are partners, officers, directors and employees of the issuer, the GP
of a partnership of an LLP or the MD of an LLC

¢ only associated persons may engage in such marketing

¢ the associated person must have other substantial duties apart from marketing
¢ limited class of institutional investors

¢ one offering per 12 month period

Passive sales activitiesvritten communications or delivering PPM, responding to
gueries and ministerial or clerical work
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“Rul es of t he -1Ir oad"” f o

Satisfy the requirements of this rule (as above)

Keep detailed records

Do not do indirectly something that you could not do directly
Do not engage in a discussion of specific fund performance

Statements must be 100% correct. Correct mistakes on the spot. Remember that the
antifraud provisions of the U.S. federal securities laws apply

Avoid communications with the media

.S I NBS 2F YR RSY2yaidNXraS O2YLX Al yOS g4A
in Regulation D under the U.S. Securities Act of 1933 (your fund will if sold in the United
States, probably use Regulation D)

Ensure the fund is exempt from being an investment company under Sections 3(c)(1) or
3(c)(7) of the 1940 Act

COMPLI& LOBRE
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SEC sues four Indlaased brokers- November 2012

The SEC sued four Indbased brokers for engaging in brokerage with U.S. residents and
not registering with the SEC as a broker, or not using Rulé 15a

SEC Order: Ambit Capital Pvt. Ltd.

SEC Order: Motilal Oswal Securities Limited

SEC Order: JM Financial Institutional Securities Private Limited

SEC Order: Edelweiss Financial Services Limited

Key SEC finding:

¢ G{LRYya2NBER O2yFSNByOSa Ay GKS ! o{ o

¢ Had employees travel regularly to the U.S. to meet with investors.

¢ Traded securities of Indibased issuers on behalf of U.S. investors

¢ Participated in securities offerings from Inddar 8 SR A aadzZSNAR (2 !
Solicitation played a key role in these cases

COMPLIGLOB
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http://www.sec.gov/litigation/admin/2012/34-68295.pdf
http://www.sec.gov/litigation/admin/2012/34-68296.pdf
http://www.sec.gov/litigation/admin/2012/34-68297.pdf
http://www.sec.gov/litigation/admin/2012/34-68298.pdf

w

SEC v Credit Suisse - 2014

In February 2014, the SEC sued Credit Suisse Group Ateioalia, soliciting cross

border brokerage (and investment advisory services) without being registered with the
SEC as a brokedealer and an investment adviser. The SEC alleged that this involved as
many as 8,500 accounts, more than 100 trips to the United States to meet clients. It was
also noted that while Credit Suisse did implement controls to prevent such violations
(after theUBS A@nforcement action), it took several years before the activities ceased

and Credit Suisse ceased to collect fees

In the Matter of Credit Suisse Group,A@min Proc 35763 (21 February 2014),
http://www.sec.gov/litigation/admin/2014/3471593.pdf

COMPLIQW | @)R E
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http://www.sec.gov/litigation/admin/2014/34-71593.pdf

In the Matter of HSBC Private Bank (Suisse) SA - 2014

w The SEC sued HSBC fder alia

A visiting and soliciting hundreds of U.S. residents to effect transactions in securities
and not registering as a brokeealerand

A visiting and giving investment advice to thousands of U.S. residents and not
registering as an investment adviser

A failing to register despite express knowledge of requirements

w HSBC admitted its wrongdoing and consented to (1) a censure (2)aedsesist from
further violations of U.S. law and (3) payment of $12.5m in disgorgement

In the Matter of HSBC Private Bank (Suisse)A&#hin Proc 46288 (25 November 2014),
www.sec.govV/litigation/admin/2014/3473681.pdf
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http://www.sec.gov/litigation/admin/2014/34-73681.pdf

Bank Leum+ October 2016

The SEC sued thr&ank Leumi entities (Luxembourg, Tel Aviv and Zuiachjrom 2002
through 2013

A visiting and soliciting hundreds of U.S. residents to effect transactions in securities
and not registering as a brokeealerand

A visiting and giving investment advice to hundreds of U.S. residents and not
registering as an RIA

These ﬂrms were aware of the RIA apd BD fegistration requirements apd, despite being
G2f R GKIG O0KA& FOUAgAlGE gla AfES3IEE YR
LI2f AOASAa YR LINPOSRdAzZNF& 2F (GKS&AS FTANXNAG |
These entities admitted wrongdoing for wilful violations and consented to (1) a censure,

(2) a ceasand-desist order, (3) disgorgement and (4) a fine

CKAA ¢l a aASLINIFGS FNRBY | RSTSNNBRIiVIGNE a S O dz
charges that [certain Bank entities] voluntarily, intentionally, and knowingly sought to

willfully aid and assist in the preparation and presentation of false income tax returns

YR 20KSNJ R20dzyYSy G ace

In the Matter ofBank Leumi ksrael B.M., Leumi Private Bank and Bank Leumi (Luxembouyd@)d&ik Proc 3
17631 (18 October 2016)ifps://www.sec.qgov/litigation/admin/2016/3479113.pd)

COMPLI@ LOBE
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https://www.sec.gov/litigation/admin/2016/34-79113.pdf

Finders

w Finders or solicitors must be registered as a broker with the SEC

w Be aware of thdRaniericase (March 2013) and its implications
¢ A consultant solicited investors for a fund and was paid fees for this, but never

registered with the SEC as a broker

¢ Itwas argued that the consultant did no more than make initial introductions
¢ ! O0O2NRAY3I G2 GKS {9/ GKS O2yadzZ iyl o
GO KS FTAYRSNB aSyid LINAGIFIGS LI FOSYSYd YS)H
diligence materials to potential investors, and urged at least one investor to consider
adjusting portfolio allocations to accommodate an investment with [the adviser]. [The
finder] provided potential investors with his analysis of the strategy and performance

track record for [the funds], and also provided confidential information identifying
20KSNI AYy@Saiu2NBE YR GKSANI OFLIAGEFEE O2YYAL

William M. Stephendttp://www.sec.goV/litigation/admin/2013/3469090.pdf
Ranieri Partners LLC and Donald W. Phihigg://www.sec.qgov/litigation/admin/2013/3469091.pdf
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Foreign Corrupt Practices Act

L 0 Q& -bribéry statuieA

LiQa | o602214&a FyR
controls statute

It requires internal controls

Paying or offering to pay anything of value directly or indirectly to any "foreign official" to
influence corruptly any official act or decision; inducing a violation of a lawful duty; or
securing any improper advantage in order to obtain or retain business for any person

A Resource Guide to the
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Bribery offense

Payingor offering to pay
Anything of value
Directlyor indirectlyto
Any 'foreign official"to

Corruptly influencany official act or decision inducing a violation of a lawful adutyecuring
any improper advantage

In order toobtain or retain busines®r any person
PRESS RELEASE EEE

SEC Charges BHP Billiton With Violating FCPA at Olympic  Related Mat

Games
SEC order
Summaries
FOR IMMEDIATE RELEASE
2015-93 Spotlight on

Washington D.C., May 20, 2015 — The Securities and Exchange Commission today charged
global resources company BHP Billiton with violating the Foreign Corrupt Practices Act (FCPA)
when it sponsored the attendance of foreign government officials at the Summer Clympics.

BHP Billiton agreed to pay a $25 million penalty to settle the SEC's charges.

An SEC investigation found that BHP Billiton failed to devise and maintain sufficient internal

controls over its global hospitality program connected to the company's sponsorship of the 2008

Summer Olympic Games in Beijing. BHP Billiton invited 176 government officials and employees t

of state-owned enterprises to attend the Games at the company’s expense, and ultimately paid B
for 60 such guests as well as some spouses and others who attended along with them. C OMP LI G L@ B E

Snnnanred anests wera nrimarilv frnm cnuntries in Africa and a<ia and thev eninved threa- and THE WORLD'S REGULATORY ADVISER™



A Resource Guide to the U.S. Foreign Corrupt Practices Ac

By the Criminal Division of the U.S. Department of Justice an

the Enforcement Division of the U.S. Securities and Exchange Commissio
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Examinations

Section 204 of the Advisers Act gives the SEC authority to examine the books and
records that advisers are required to keep

Types of examinations

¢ Riskbased(based upon expanded Form ADV data)

¢ Cause tips, complaints, whistleblower information, referrals from nbnS.
regulators

¢ Thematicg to address on a crossectional basis compliance issues that are in
need of staff attention

¢ dPresencé SEI YAYIlI GA2Yy A
¢ Correspondencexaminations

Even if a nofU.S. SEC registered adviser does not manage U.S. client assets, it is still
subject to SEC examination

ﬁi}ﬁ ~N T T
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Which advisers are to be examined?

w Identified through risk analysis

w Sources of information used in the decisimraking process
¢ OCIE Risk Analysis Group

Division of Investment Management priorities

Division of Enforcement Asset Management Unit

Prior exam results

Publicly available information

[ KIy3aSa Ay I ygnéwro@0, mErélazsets, IninEdvatd fdads no
changes over a period of time

¢ ¢ALIA FTNRY 20GKSNJ NB3Idzf  62NB 2NJ a¢/ waé NB
¢ Other areas of the SEC
w Analysis
¢ Systematic (Form ADV disclosures) by industry
¢ Tactical (abberational performance, events, &c.)

D NDH N N N
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Focus of examinations

WA&al ARSYUGATAOFGAZ2Y YR O2yFtA0Ga O2y (NPT
Strength or weakness of a compliance program
CCO not doing his or her job
No compliance tone at the top
Monitoring and testing: using or ignoring results?
Affiliations
Changes implemented when and as required
Responses to breaches and developments
¢ Be dynamic, not static
¢ Fixit, find out what it happened and take proper action
If things are not being caught, why?
Control environment

Understand the~ive Most Frequent Compliance Topics Identified in OCIE Examinations of
Investment Advisersyww.sec.gov/ocie/riskalert-5-most-frequent-la-compliancetopics. pdf
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Core risks commonly examined

Conflicts of interest

Performance advertising

Safe] SSLIAYy3 2F Ot ASydaQ laasSiaa
Undisclosed compensation arrangements

Deal allocations among clients

Brokerage arrangements and trading

Code of ethics and personal dealing

+| fdzt A2y 2F Ot ASydaQ LIaaidAa
Marketing and promotional activities

60dza i 2R& 0

2V &
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Work performed

Document request
¢ Compliance related
¢ Operational related
Discussions with key managers and staff
Analysis of information
520dzySy il A2y 2F SEIFIYAYSNRQ FAYRAYy3Ia
Conduct exit interview
Send written communication to complete examination.
¢ No-further action letter
¢ Examination summary letter

Situations involving suspected serious breaches or fraud are referred to
Enforcement for further consideration
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Select key enforcement actions

Failure to disclose principal trades with affiliated brokiealer. Trades effected to reduce

Ot ASyiiQa (GlFLES&ad /2yFtA0G 2F AyiSNBai

adviser could not provide effective consent for the fund.
Paradigm Asset Manageme(@iune 2014)

Policies and procedures must be bespoke and evolve
In the Matter of Feltl & Company (November 2011)

You must have and follow your compliance policies and procedures
Wunderlich(May 2011)

Complete your annual reviews and address internal control isasi¢isey arise
In the Matter of Equitas Capital Advisers (October 2013)

Understand relationships with affiliates and be respectful of integration
TL Ventures and Penn Mezzanibeth February 2014)

Monitor the use of social media
Navigator Money Management, InGlanuary 2014)

File timely Forms 13D, 13G and 13F filings

P.A.W. Capital Partners; Ridgeback Capital Managemen(Sdpfember 2014)

Do not misallocate expenses with a private fund
Lincolnshire Management, InG&dptember 2014)
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“The Reality of CCO and GC Liability”
RCA Asset Management Thought Leadership Symposium

w a¢KS {9/ KIFIa OldziA2ySR UGUKIFIG A0 AyGSyRa G2
manager principals in hopes of sending a message to the hedge fund industry
AGNBaaAYy3d 0KS AYLEZNUFIYOS 2F O2yiAydz2dza 20

w 5dzNAYy 3 GKS LI ySts a9YSNHAY3I [FYyRaOlFILIS 27
of CompliGlobe, advised CCOs and GCs to take a proactive approach to ferreting out
potential deficiencies by conducting mock examinationsS Ol dzICE@syaxdR Y
GCs should not be hearing about compliance deficiencies for the first time when the
{9/ @Ararda I FTANNQa 2®&#A0Sa G2 O2yRdzO0 vy

RCA Asset Management Thought Leadership Symposium Hi gh
Priorities, the New SEC Examination Paradigm and Liability Concerns for CCOs and General Counsels
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Are we Iin or out of the U.S. Commodity Exchange Act?

w The DodeFrank Act amended the definition of "commodity pool" to include any type of
pooled investment vehicle that trades commodities interests

¢ This includes nosecuritybased swaps, futures, options, options on futures, FX
forwards, certain CDSs

¢ !'faz dzy RSN 6§ KS [/ C¢-baled sceutitMhdicesX10 aringrg” | NB
component securities)

¢ { KINF& 2dzNAARAOQGAZ2Y SAGK GKS {9/ F2N a4y
and securitybased swap components
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What are CTAs and CPQOs?

What is a Commodity Trading Advisor?

A CTAs advise managed accounts and pooled
investment vehicles, such as commodity pools
CTAs are usually the investment adviser

For a separately managed account or a single
investor entity, there is only a CTA

USE AN EXEMPTION WHERE AVAILABLE

o o Do

...an individual or organization which, for compensation or profit, advises
others as to the value of or the advisability of buying or selling futures
contracts, options on futures, or retail efkchange forex contracts.
http://www.nfa.futures.org/nfa-reqistration/cta/index.html

What is a Commodity Pool Operator?

A
A

T> I>

CPOs manage commaodity pools

A CPO saolicits or accepts funds, securities or
property from prospective investors in the
commodity pool

CPOs can make trading decisions on behalf of the
pool or they can retain the services of a CTA to do
o)

CPO can be the adviser or the GP

USE AN EXEMPTION WHERE AVAILABLE

...an individual or organization which operates a commodity pool and
solicits funds for that commodity pool. A commodity pool is an
enterprise in which funds contributed by a number of persons are
combined for the purpose of trading futures contracts, options on
futures, or retail offexchange forex contracts, or to invest in another
commodity.
http://www.nfa.futures.org/nfa-registration/cpo/index.HTML
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CompliGlobe Ltd
CompliGlobe (Asia) Ltd

Mark Berman
berman@compliglobe.com
Helen Broome
broome@compliglobe.com

Hong Kong + 852 8124 5181
London + 44 208 458 0152
www.compliglobe.com
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