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INntroduction

With the consistent growth of private funds and their essential role in the financial markets
and the lives of Americans, the U.S. Securities and Exchange Commission (SEC) has adopted
carefully tailored rules to enhance regulation. These reforms aim to increase transparency,
protect investors, and mitigate risks in private funds.

Key Reforms and Regulations as per the
SEC Guidance

For Registered Private Fund Advisers:

Quarterly Statement Rule: The reforms require registered private fund advisers to distribute
a quarterly statement to private fund investors. The statement must disclose fund-level
information regarding performance, the cost of investing in the private fund, fees and expenses
paid by the private fund, as well as certain compensation and other amounts paid to the
adviser

Private Fund Audit Rule: The reforms require registered private fund advisers to cause the
private funds they advise to undergo a financial statement audit that meets the requirements
of the audit provision in the Advisers Act custody rule (rule 206(4)-2)). These audits will provide
an important check on the adviser’s valuation of private fund assets and protect private fund
investors against the misappropriation of fund assets.

Adviser-Led Secondaries Rule: The reforms require a registered private fund adviser to
obtain a fairness opinion or a valuation opinion when offering existing fund investors the
option between selling their interests in a private fund and converting or exchanging their
interests in the private fund for interests in another vehicle advised by the adviser or any of
its related persons. The rule also requires the adviser to prepare and distribute to the private
fund's investors a summary of any material business relationships the adviser has, or has had
within the prior two years, with the independent opinion provider. This requirement will provide
a check against an adviser's conflicts of interest in structuring and leading such transactions.

Books and Records Rule Amendments: To facilitate the Commission’s ability to assess an

adviser’'s compliance with the rules, the reforms include amendments to the books and records
rule under the Advisers Act for registered private fund advisers.
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For All Private Fund Advisers:

Restricted Activities Rule: To address certain conflicts of interest that have the potential to lead
to investor harm, the reforms include a new rule that restricts all private fund advisers from
engaging in the following activities that are contrary to the public interest and the protection
of investors:

« Charging or allocating to the private fund fees or expenses associated with an
investigation of the adviser without disclosure and consent from fund investors. Further,
an adviser may not charge 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 Advisers Act or the rules promulgated thereunder;

«  Charging or allocating to the private fund regulatory, examination, or compliance fees
or expenses of the adviser, unless such fees and expenses are disclosed to investors;

+  Reducing the amount of an adviser clawback by the amount of certain taxes, unless
the adviser discloses the pre-tax and post-tax amount of the clawback to investors;

«  Charging or allocating fees or expenses related to a portfolio investment on a non-
pro rata basis, unless the allocation approach is fair and equitable and the adviser
distributes advance written notice of the non-pro rata charge and a description of how
the allocation approach is fair and equitable under the circumstances; and

« Borrowing or receiving an extension of credit from a private fund client without
disclosure to, and consent from, fund investors.

Preferential Treatment Rule: To address the material, negative effects of specific types of
preferential treatment on other investors, the reforms prohibit all private fund advisers from
providing preferential terms to investors regarding: a) certain redemptions from the fund,
unless the ability to redeem is required by applicable law or the adviser offers the preferential
redemption rights to all other investors without qualification; and b) certain preferential
information about portfolio holdings or exposures, unless such preferential information is
offered to all investors. In addition, this rule prohibits all private fund advisers from providing
preferential treatment to investors, unless certain terms are disclosed in advance of an
investor's investment in the private fund and all terms are disclosed after the investor's
investment.

Legacy Status: The Commission is providing legacy status for the prohibitions aspect of the
Preferential Treatment Rule and the aspects of the Restricted Activities Rule that require
investor consent. The legacy status provisions apply to governing agreements that were
entered into prior to the compliance date if the applicable rule would require the parties to
amend the agreements.
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For All Registered Advisers:

Compliance Rule Amendments: The reforms include amendments to the compliance rule
under the Advisers Act requiring all registered advisers, including those that do not advise
private funds, to document in writing the required annual review of their compliance policies
and procedures. Written documentation of the annual review will help the Commission to
determine advisers’' compliance with the with the rules and identify potential compliance
program weaknesses.

The Quarterly Statement Rule, Private Fund Audit Rule, Adviser-Led Secondaries Rule,
Restricted Activities Rule, and Preferential Treatment Rule do not apply to investment advisers
with respect to securitized asset funds they advise.

Compliance Dates Conclusion

For the Private Fund Audit Rule and the
Quarterly Statement Rule, the compliance
date will be 18 months after the date of
publication in the Federal Register. For
the Adviser-Led Secondaries Rule, the
Preferential Treatment Rule, and the
Restricted Activities Rule, the compliance
dates are: for advisers with S1.5 billion
or more in private funds assets under
management, 12 months after the date

These wide-ranging reforms represent
a significant evolution in the regulation
of private funds. By providing clear
guidelines and stringent checks, the SEC
aims to foster a more transparent, fair,
and secure investment environment.
We encourage our clients and partners
to reach out to our compliance team to
better understand how these rules may
impact their specific situation.

of publication in the Federal Register; and
for advisers with less than S1.5 billion in
private funds assets under management,
18 months after the date of publication in
the Federal Register. Compliance with the
amended Advisers Act compliance rule
will be required 60 days after publication
in the Federal Register.

Legal Disclaimer - The contents of the Catalyst website, such as text, graphics, images, fact sheets and other
materials created by Catalyst or obtained from Catalyst's partners and or licensors, and other materials
contained on the Catalyst website (collectively, “‘content”) are for informational purposes only. The content is not
intended to be a substitute for professional legal, financial, investment, managerial, business or such other form
of advice as content on the Catalyst website may relate to from time to time. Catalyst will not be liable for any
damage or harm resulting from any reliance placed on the content contained on Catalyst's website.
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