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. BACKGROUND

The numbers and types of investment advisers
have increased dramatically since the Investment
Advisers Act of 1940, the primary federal statute
regulating investment advisers (“Advisers Act”), was
initially adopted. Thisfact, along with the phenomenal
success of mutual funds, the rapid development of the
financial planning industry and the enormousgrowthin
pension plan assets throughout the 1990’ sensures an
increasingly influential rolefor investment advisersin
today’ sfinancial markets.

The SEC adopted new rules and rule amendments
tothe Advisers Actin July 1997. Therefore, asaresult
of the Investment Advisers Supervision Coordination
Act theregulation of investment advisers was split
between the SEC and the states. In general, the new
rulesdivided regulation of investment advisers between
the SEC and the States. For advisers that manage assets
of more than $25 million or advise aregistered
investment company, (i.e., amutual fund), registration
with the SEC only will berequired. These firmswould
not register with states, although their representatives
would register in states where they have a place of
business. Advisory firmswith under $25 millionin
assets under management must register with the states
where the principal office and place of businessis
maintained and such other state(s) where they may
conduct business. They will not haveto register with
the SEC. For those advisory firmslocated in the states
that do not currently haveinvestment adviser
registration requirements SEC registration will be
required.

The Advisers Act was enacted, at least in part to
strengthen the fiduciary nature of therelationships
between advisers and their clients. The Supreme Court
has stated that Section 206 of the Advisers Act
establishesfederal fiduciary standardsto governthe

conduct of investment advisers. The SEC has stated
that investment advisers owetheir clients several
specific duties asfiduciaries. According to the SEC,
thefiduciary dutiesincludethe provision of advicethat
issuitablefor the client, full disclosure of all material
facts and potential conflicts of interest, utmost and
exclusiveloyalty and good faith, best execution of
client transactions, and the exercise of reasonable care
toavoid misleading clients.

One of the important provisions of the Advisers
Act and state securities laws, calls for the registration of
investment advisers with their State or the SEC. Once
registered, the adviser must comply with the regulations
promulgated under the Advisers Act or applicable state
law. Allowing for certain exemptions, an adviser is
defined in Section 202(a)(11) of the Advisers Act as
“any person who, for compensation, engagesin the
business of advising others, either directly or through
publications or writings, asto the value of securities or
astotheadvisability of investing in, purchasing, or
selling securities, or who for compensation and as part
of aregular business, issues or promulgates analyses or
reports concerning securities.”

A.  StateRegistration/Registration of | nvestment
Advisers

Many statesrequirethat investment adviser
representatives be (one or more of the following):

i. registeredor licensed;

ii. qualified by examination or experienceonly;

or,

iii. added to Form ADV (Schedule D) with the

amendment filed with the state.

However, the definition of an investment adviser
representative varies greatly from state to state. In
some states, any individual who solicitsclientsfor an
adviser must be registered as an agent of that adviser.
In other states, only those who actually provide
investment advice must be agents. Anin-depth review
of individual stateregistration requirements must be
conducted by aninvestment adviser prior to soliciting
businessin any statein which thefirm and/or individual
isnot registered.

B. AdvisoryContracts

The Advisers Act regulates the following specific
aspects of an investment adviser’ s advisory contract
with clients. With some exceptions, aninvestment
advisory contract may not providefor compensation
based on a share of capital gains or appreciation. In
addition, advisory fees of 3% of more should be cleared
with the Compliance Department. (It should be noted
that unless an adviser isproviding aspecialized type of
advice such as account management of options
portfolios, any fee of 3% or moreis higher than the
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norm and should be disclosed to their clients.) An any of those statutes or the rules of the Municipal
adviser should consider providing, and when Securities Rulemaking Board.” The Section further
appropriate provide, pro-ratarefunds of pre-paid providesthat “no person shall be deemed to havefailed
advisory fees. Advisersshould not have provisionsin reasonably to supervise any person if - there have been
their advisory agreements which state that all feesare established procedures, and a system for applying such
non-refundable. Advisory contracts must state that they procedures, which would reasonably be expected to
cannot be assigned without the client’ s consent nor can prevent and detect, insofar as practicable, any such
they bind aclient to waivetheir rightsto the adviser’s violation by such other person, and such person has
compliance with any provision of the securitieslaw (i.e. reasonably discharged thedutiesand obligations
hedgeclauses). incumbent upon him by reason of such procedures and
C. Anti Fraud Provisions system without reasonable causeto_ believetr_]at sut_:h )
Section 206 of the Advisers Act and their rules proc_edures and system were not bel ng complled_wnh.
o o : . Particular controlswill vary from adviser to adviser,
prohibit fraudulent activitiesby investment advisers. . ) !
Thissection appliesto all investment adviserswhether _dependl ng on factors such asSze, method of operation,
. . . internal structure, and type of client (e.g., mutual
or not they arerequired to be registered. Section 206 S .
. . - funds). However, certain principleswill govern the
and the other applicable anti-fraud provisions of the creation of any adviser control system
federal securitieslaws (namely, Section 17 of the } ' )
Securities Act of 1933 and Section 10 (b) of the The purpose of acompliance program |st.o.prevent
Securities Exchange Act of 1934 and Rule 10b-5 and detect violations of fedgral and state sef:ur|t|es
thereunder) prohibit misstatements or misleading laws, and to ensure that theinvestment adviser's
omission of material facts and fraudulent acts and fiduci ary responsi bil |t'| esarecari ed forth. Therefore,
practicesin connection with the purchase or sale of the adviser shoul d'm.al ntain and enforcg prqcedureﬁ and
securities or the conduct of an investment advisory have systems providing safeguardsagainst inadvertent
business. However, unlike the other statutes violation of laws, rules and regulations, and agai qst
mentioned, the Advisers Act does not require a those employees who may be tempted to engagein
transaction to have occurred for actionable fraud to improper conduct. Inaddition, the state(s) inwhich the
have been committed. Aninvestment adviser isa firm isregistered may impose supervisory
fiduciary who owes hisclientsundivided loyalty, andis responsibilities.
prohibited from engaging in activity in conflict with the E. NonpublicInformation
interest of any client. A breach of an adviser’s Section 204A of the Investment Advisers Act of
fiduci ary obli gatl onsconstitutesaviol ation of theanti- 1940 requi resthat every investment adviser SUbJ ectto
fraud provisions of the Advisers Act. Thisfiduciary section 204 of thistitle shall establish, maintain, and
obligationimposes upon aninvestment adviser aduty enforce written policiesand procedures reasonably
to deal fairly and act in the best interest of the clients. designed, taking into consi deration the nature of such
(Such duty imposes upon an investment adviser investment adviser’ s business, to prevent the misusein
numerous reSponSi bilitiesincludi ng theduty torender violation of this Act or the Securities Exchange Act of
disinterested and impartial advice; to makesuitable 1934, or the rules or regulations thereunder, of material,
recommendationsto clientsinlight of their needs, nonpublicinformation by such investment adviser or any
financial circumstancesand investment Ob_] eCt|Ves, to person associ ated with such investment adviser. The
exerciseahi gh degree of careto ensure that adequate SEC, asit deems necessary or appropriate inthe pub“c
and accurate representations and other information interest or for the protection of investors, has adopted
about securitiesare presented tocl ientS; andto havean rulesor regu|ati0ns that requi re Spec|f|c po”ciesor
adequate basisin fact for his or her recommendati ons, procedures reasonab|y desi gned to prevent themisusein
representationsand projections.) violation of this Act or the Securities Exchange Act of
D. Supervision 1934 of material, nonpublicinformation.
Section 203(e)(5) of the Advisers Act authorizes F. Personal Trading
the SEC to take appropriate action against an The personal trading and investment activities of
investment adviser if the adviser or any person employees of investment advisory firms are the subject
associated with the adviser “ hasfailed reasonably to of various federal securitieslaws, rules and regulations.
supervise, with aview to preventing violations of the Underlying these requirementsisthefiduciary capacity
prOViSionS of “the Securities Act of 1933, the Securities in which an investment adviser actsfor clients. A
Exchange Act of 1934, the Investment Company Act of fiduciary hasaduty of loyalty to clientswhich requires
1940, the Commodity Exchange Act, the Investment that the adviser act for the best interests of the clients,
Advisers Act of 1940, the rules or regul ations under disclose any conflicts of interests and always place the
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clients' interestsfirst and foremost. When investment
advisory personnel invest for their own accounts,
conflicts of interest may arise between the client’ sand
the employee’ sinterests. The conflicts may include
taking an investment opportunity from theclient for an
employee’ sown portfolio, using an employee’s
advisory positionto take advantage of available
investments, or front-running, which may be an
employeetrading before making client transactions
thereby taking advantage of information or using client
portfolio assets to have an effect on the market whichis
used to the employee’ s benefit.

The securitieslaws and regul ations that cover the
personal trading and investment activities of advisory
personnel include: a) the anti-fraud provisions (Section
206) of the Advisers Act which prohibits any scheme,
practice, transaction or a course of businessthat
operates as a fraud or deceit on aclient; b) Form ADV
and Rule 204-3 requirementswhich providethat an
adviser discloseitspracticesand itsinterestsin client
transactions among other things; c) recordkeeping
requirements (Rule 204-2(a)(12) of the Advisers Act)
for the personal trading of advisory representatives, and
d) requirements for a code of ethics for advisersto
investment companies.

G. TradingPractices

Investment advisers are required to have order
memoranda (trading ticket) that meet minimum SEC
requirements. In addition, SEC examinersroutinely ask
for filesand documentation relating to trading errors
and any written procedures regarding trading and/or
allocation; the examiner may then attempt to determine
if these procedures are being followed. Trading
practices must be fair to customers, with afair and
reasonable allocation system. Trading encompasses
fiduciary obligations, best execution, soft dollar and
other issues. Theauditor should review the adviser’s
trading practicesto ensure that the traders are adhering
tothefirm'spolicies.

A registered investment adviser may not, directly
or indirectly, either asprincipal for their own account
or as broker-dealer for athird party sell securitiesto or
purchase securities from a client account unless (i) the
adviser provides specific disclosuresinwriting to the
client and (ii) receivestheclient’ s consent prior to the
transaction. Inadditionto principal trade disclosures
there are al so specific requirementsrelated to agency
crosstransactionsthat the auditor should review if the
adviser engagesinthistype of trading.

Asfiduciaries, investment advisers are required to
put their clients’ interests ahead of their own. Thisduty
isespecially evident when it comesto correcting errors
made in placing trades for client accounts. Aspart of a
standard examination of an investment adviser, an SEC

or state examiner will typically review trading errorsto
determineif the client wasin any way disadvantaged in
the error-correction process.

H. SoftDollars

The SEC hasissued an interpretive rel ease
(Release 34-23170 4/23/86) on Section 28(e) of the
Securities Exchange Act of 1934 with respect to soft
dollars. Section 28(€) provides a safe harbor for
persons who exerciseinvestment discretion over
accountsto pay for research and brokerage services
with commission dollars generated by account
transactions. Money managers have disclosure
obligationsconcerning brokerageall ocation practices
and the use of commission dollars. The controlling
principleto be used to determine whether something is
research iswhether it provides permissible assistance to
the money manager in the performance of his
investment decision-making responsibilities. Section
28(e) requires the money manager to make a good faith
determination that the value of research and brokerage
servicesisreasonablein relation to the amount of
commissions paid. Where a product/research hasa
mixed use (research and non-research), a money
manager should make areasonable allocation of the
cost of the product according to itsuse. The portion
that provides assi stance to amoney manager in the
investment-decision making process may be paid forin
commission dollars, while those servicesthat provide
administrative or other non-research assistanceto the
money manager (such as computer hardware,
management systemsintegrating trading, execution,
accounting, recordkeepingand other administrative
matters, such as performance measurement) are outside
the section 28(e) safe harbor and must be paid for by
the money manager using its own funds.

An adviser shall not be deemed to have acted
unlawfully, or to have breached afiduciary duty by
reason of causing an account to pay morethan the
lowest available commission, if the adviser determines
in good faith that the amount of the commissionis
reasonablein relation to the val ue of the brokerage and
research services provided. Conduct outside of the safe
harbor of Section 28(€) may constitute a breach of
fiduciary duty aswell asaviolation of specific
provisions of the federal securities laws. The focus, for
the auditor, should be to determine whether the product
or service provides lawful and appropriate assistance to
the adviser’ sinvestment decision-making process.

. Advertising

Rules promulgated under Section 206(4) of the
Advisers Act pertain to “advertisements.” The SEC has
defined advertisementsto includeany written
communication directed to more than one person, or
any notice or other announcement in any publication or

e —
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by radio or television which offer any analysis, report
or publication concerning securitiesor used to
determine when to buy or sell securities or which
securitiesto buy or sell; or any graph, chart, formula or
other device used to determine when to buy or sell any
securities or which securities to buy; or any other
investment advisory service. Inaddition, there are also
specific requirements for the use of performance
information in any advertising or marketing materials.

IIl. AUDIT OBJECTIVES

Thegeneral objectives of an investment adviser
audit shouldinclude but not belimited to thefollowing:

Determine the adequacy and reasonabl eness of
the adviser’ s books and records to ensure that
they maintain accurate and current information
relating to theinvestment adviser’ sbusiness
consistent with regul atory requirements.
Determinethat written policies and procedures
aremaintained and updated accordingly and
that they accurately reflect the adviser’'s
current operations. (Inaddition, ensurethat
these procedures cover principal and agency
crosstradesin advisory accounts.)

Verify that Form ADV Part Il or certain
written disclosure statements are provided to
theclientsin atimely manner and that all
written agreements (or copies thereof) entered
into by theinvestment adviser with any client
conformto the appropriate provisions of the
Advisers Act. (The Advisers Act requires that
the advisor maintain recordsthat disclosure
statements are provided to new clientsand
annually offeredto all clients.)

Determine that the adviser is properly
registered with the SEC or states and

where required and that once registered, the
adviser complieswiththeregulations
promulgated under the Advisers Act.

Verify the accuracy of all disclosures (Form
ADV Part | and Il or other disclosure
brochure) madeto the public and ensure that
they accurately reflect the adviser’s current
businesses, personnel and policies.

Determine the fiduciary nature of the

rel ationship between theinvestment adviser
anditsclient and ensurethat it isintended to
“eliminate, or at |east expose, all conflicts of
interest which might influence aninvestment
adviser — consciously or unconsciously — to
render advice which was not disinterested.”

Determinethat the fiduciary duties of the
investment adviser includethe provision of

RISKS

advicethat issuitablefor the client, and that
full disclosure of all material factsand
potential conflicts of interest are disclosed. In
addition, determinethat the adviser provides
theutmost and exclusiveloyalty and good
faith, best execution of client

transactions, and the exercise of reasonable
careto avoid misleading clients.

Determine that acompliance programisin
effect to prevent and detect viol ations of
federal and state securities laws, and to ensure
that theinvestment adviser’ sfiduciary
responsibilitiesare carried forth.
Determinethat the adviser maintainsand
enforces supervisory procedures and hasthe
appropriate systemsthat provide safeguards
againstintentional or inadvertent violation of
laws, rules and regulations, and against those
employees who may be tempted to engagein
improper conduct.

For managed accounts, determine that a
compliance program isin effect to prevent and
detect violationsof investment guidelines/
restrictions as per firm policy or client
specifications.

For mutual funds, determine that acompliance
programisin effect to prevent and detect
violationsof investment requirements/
restrictions as per the fund’ s prospectus.

The major basisfor judging investment
manager performance isthe “ prudent man”
rulethat states* an investment manager
satisfiesinvestor protection requirementsif,
investing customer assets, heisacting asa
prudent man would.” In addition, under
ERISA, delegated fiduciaries must discharge
their duties solely in theinterest of the
participants and beneficiaries (see ERISA
section 404(a)(1). Risk existswhen an
investment manager investsin aproduct that is
clearly unsuitable or failsto diversify assets
for aninvestor (e.g. putsfifty percent of a
conservative retirees assets into amanaged
commodity fund).

States aswell asthe federal government
(SEC) exerciseregulatory authority over
investment advisersand areincreasing
reporting and licensing requirementsand
examination visitsto enhanceinvestor
protection. Firms face regulatory risk if they
fail to comply with a patchwork of state
regulations aswell as SEC rulings.

SIA/IAD — AUDIT
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» Firmsfaceregulatory risk if they do not have
the appropriate compliance systemsin place
that provide saf eguards against intentional or
inadvertent violations of federal and state
securitieslaws, rules and regulations, and if
they do not have an independent party (e.g.
Compliance Department) that devel ops,
implements, and verifies control proceduresto
ensure that the firm resolves all areas of
weaknessesidentified in previous SEC/State
examination reports.

» Firmsalsofacerisk if they do not comply with
the extensive disclosure requirements, rules
for calculating financial measures (e.g. returns,
yields, net asset values), investment
limitations, and regulationsrelating to credit
quality of money market investments. In
addition, the firm may face certain risksif
their stated policy isto comply with AIMR
performance presentation standards and these
standards are not followed. It should be noted
that performance records and disclosures are
an area of regulatory interest.

» A good reputation for making clientsmoney is
acritical factor for afirmin the asset
management business. Many published
sources rate the performance of investment
managers. The result of these reports can
cause customers (particularly the more
sophisticated ones) to movetheir assetsto get
abetter return.

»  Firmsmanage conflict of interest risk by
establishing proceduresfor authorized
personnel to approveall recorded transactions
and activitiesand devel oping written
supervisory directivesandresponsibilitiesthat
are periodically updated to reflect current
practices.

e Thesales practices of brokersisamajor
source of risk. Controlling the sales practices
of registered representatives who maintain an
investment advisory businessiscritical.
Therefore two risks that may result from
brokers' sales practices are (1) the sales reps
may select an unsuitable product for a
customer and (2) the sales rep may (knowingly
or unknowingly) misrepresent product
features, performance risks or returns.

IV. CONTROL POINTS
* Booksandrecordsrelating to theinvestment
adviser’ s business are accurate and current.

»  Written disclosure statements and agreements
are provided to the clientsin atimely manner

and conform to the appropriate provisions of
the Advisers Act.

» Registrationsor notification filingsfor the
firm and registrations for investment adviser
representatives have beenfiled with the
appropriate Federal or State governing
authorities.

» Disclosures madeto the public are accurate
and timely and reflect the adviser’ s current
operations.

* Afiduciary relationship exists between the
investment adviser and itsclientswhich
reguires disclosure of all material facts and
potential conflictsof interest.

»  Theappropriate compliance program/systems
and sanctions arein effect that provide
saf eguardsagainstintentional or inadvertent
violation of federal and state securitieslaws,
rulesand regulations, and against those
employees who may be tempted to engagein
improper conduct.

* Toensurethat investment advisers and funds
are properly registered, controls should be
implementedto prevent/detect investment
advisersfrominitial or ongoing servicing of
clientsand/or from selling sharesin statesin
which they are not registered.

*  Supervisory directivesand responsibilitiesare
inwriting and are periodically updated to
reflect current practices.

»  Appropriate segregation of dutiesexist
between management, traders, support and
legal/compliance personnel.

e Systemsutilized have proper control
functions.

V. AUDIT PROCEDURES

1 Booksand Records

Section 204 and Rule 204-2 providethat
investment advisers*“...shall make and keep true,
accurate and current...” certain listed books and records
relating to theinvestment adviser’ sbusiness.

Paragraph (e) of the rule specifies the books and
recordswhich all investment advisers are required to
keep. Theinternal auditor should ensure that each of
the records required under Rule 204 (2) of the Act are
maintained by thefirm.

Since certain registered broker-dealers and
members of national securities exchanges must
maintai n specified standardsof financial responsibility
under the Commission’ s Rule 15¢3-1 of the Securities
Exchange Act of 1934 or applicablerules of the
exchanges of which they are members, the rule exempts
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from its requirementsregistered broker-deal ers subject
to and in compliance with the Commission’sRule
15c3-1 by paragraph (b) (2) of that Rule, provided that
“such broker-dealer isin compliance with all rules and
settled practices of such exchangeimposing
reguirementswith respect to financial responsibility
and the segregation of funds or securities carried for the
accounts of the customers.”

If an investment adviser has custody or possession
of securities or funds of any client, the recordsrequired
to be made and kept above shall also include:

e Ajournal or other record showing all
purchases, sales, receipts and deliveries of
securities (including certificate numbers) for
such accountsand all other debitsand credits
tosuch accounts.

» A separate ledger account for each such client
showing all purchases, sales, receiptsand
deliveries of securities, the date and price of
each such purchase and sale, and all debits
and credits.

»  Copiesof confirmationsof all transactions
effected by or for the account of any such client.

» Arecord for each security in which any such
client has aposition, which record shall show
the name of each such client having any
interest in each security, the amount or interest
of each such client, and the location of each
such security.

1. Obtaintheadviser’slist of clients by account
number. (If thelist doesnot identify accounts
which may betraded on adiscretionary basis,
obtain from the adviser alist of such accounts.)

2. Select asample of client accountsfrom thislist to
bereviewed. (Two samples should be selected,
onefor discretionary accounts and onefor all other
accounts.)

3. Obtain the customer statement for the accounts
selected. Select a sample of transactions from
these statements to be reviewed.

4, Obtainthe customer filesfor the selected accounts
and review the written advisory contracts plusall
other written contracts or account documents.

5. Obtaintheorder ticketsfor the transactions
sel ected above, and review theticketsto determine
that the following information has been noted:

a) identity of the person who recommended the
transaction

b) identity of the person who placed the order
c) date order was entered

d) account for which the order was placed (name
and account number)

e) any modificationsor cancellationsof the
original order

f) adesignationif the order isdiscretionary (or
whether solicited or non-solicited if anon-
discretionary advisor)

g) thetermsand conditions of the order

h) identity of thebroker/dealer

i) whethertheorderisa“principal” transaction.
(For testing of principal trades -
see principal trades section.)

Test documentation supporting modification or
cancellation of the order by:

a) Reviewingthe adviser’serror reports and
determining that each hasbeen sequentially
numbered, that no numbersin the sequence
have been omitted, that each has been properly
approved, andthat an adequateexplanation
hasbeen given.

i) Tracethe amount of each error report to
the adviser’ s error account, and determine
that all items on the account are supported
by an error report.

b) For each of the customer statements for error
corrections, trace each error correction noted
on the customer statement to thesupporting
documentation.

Test compliance regarding the maintenance of

written communications by performing the

following (originals are required):

a) Obtain acopy of the procedures used to
monitor compliance.

b) For asample of the transactions selected
review the customer file for documentation to
support:

(i) arecommendation to buy or sell
(ii) cashreceiptsor payouts

(iii) security receiptsor deliveries
(iv) statementsfor custodians

¢) Review the customer filesor complaint file
and any other related filesin their entirety to
determineif all complaint |ettersare onfile.

Obtain acopy of all mailingsor communications
offering the adviser’ s services and either a copy of
thelist of addresses or adescription of thelist and
its source.

a) Review each written communication that
recommends the purchase or sale of a specific
security, to determinethat it containsthe
reasons for the recommendation or has a
background memorandum which statesthe
reasons.
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9. Obtain acopy of the procedures used to identify
and report securitiesin which the firm or the
adviser has acquired abeneficial ownership, and a
copy of each quarterly report completed.

a) Testthe propriety of each report by
determining that all required information has
been included, and by tracing sampleitems
selected at random to the report.

10. Obtain acopy of the procedure used to maintain a
copy of each written disclosure statement (Form
ADV or other disclosure brochure) given to present
or prospective clients, plusarecord of the date on
which each was given or offered on an annual
basis.

a) Document annual offer of Form ADV.

11. Evaluatethe compliance program in effect to
prevent and detect violations of investment
guidelines/restrictions as per firm policy or client
specificationsfor managed accounts.

12. Evaluatethe compliance program in effect to
prevent or detect violationsof investment
requirements/restrictions as per the mutual funds'
prospectuswhereapplicable.

13. Obtain acopy of recordsfor all terminated
accounts and the dates of termination.
a) Ensurewritten documentationison file from
the customer requesting the termination.

b) Ensurethat the accountisterminatedina
timely manner in accordance with the
adviser’ s policiesand procedures.

c) Determinethat any feespaidtothe adviser
prior to termination are refunded to the
customer and documentation ismaintai ned
supporting the cal culation of therefund.

2. Custody of Client Funds [Rule 206 (4)-2]

A registered broker-dealer may be considered
exempt from Rule 206 (4)-2. Thefollowing
requirements and procedures are applicabl e to audits of
investment advisers who are not broker-dealers and, as
such, are not exempt from Rule 206 (4)-2. The auditor
should review the adviser’ sfilesto determine that:

1. Eachclient’ssecuritiesare kept segregated,
marked to identify each client, and heldin
safekeeping free from risk of destruction or
loss.

2. All clientsfunds are deposited in one or more
bank accounts:

(i) whichcontainonly client funds,
(ii) inthe name of the adviser as trustee for
theclient, and

(iii) the adviser must maintain a separate record
showing the name and address of the bank,
dates and the amounts of depositsand
withdrawals, and the exact amount of each
client’ sbeneficial interest insuchaccount.

All clientsare notified in writing immediately after
the adviser acceptsthe client funds, of the place
and manner where the client’ s assets will be
maintai ned; clients must be further notified of any
changesin these arrangements.

The adviser sendsto all clients not less frequently
than once every three monthsanitemized
statement showing theclient’ sassetsin the
adviser’s custody at the end of the period, and all
creditsand debitsduring the period.

All funds and securities are verified by actual
examination at | east annually in an unannounced
inspection by anindependent publicaccountant.

[A certificate describing the annual examination
and the results thereof must be filed with the SEC.]

All arrangements are disclosed that may deem the
adviser to have custody. (The adviser may be
deemed to have custody by directly debitingthe
advisory feesfrom client accounts, acting asa
trustee for an advisory account, acting asageneral
partner for an investment partnership or certain
other situations.)

Foregoing therule and 1-6 above do not apply if
the adviser is also registered as a broker-dealer and

(i) subjecttoandincompliancewith Rule15¢3-1
or

(ii) if the broker-dealer is a member of asecurities
exchangewhose members are exempt from
15c3-1 and the broker-dealer isin compliance
with the exchange rulesregarding financial
responsibility and segregation of client funds.

Preservation of Records

Ascertain whether or not the adviser’ s books and
recordsareretained in an easily accessible location
for aperiod of not lessthan five years. In addition,
the auditor should ensure that the records are
located in the adviser’ s office for the last two

years.

Obtain copies of any log whichindicatesthe
location of these books and records.

Review the log(s) to determinethat all records,
which areto beretained, areincluded on the
inventory.
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4. Physically observetoinsurethefollowing: representationsand required disclosuresthe adviser

a) Two year'sworth of records are in the office has madeto hisclientsand prospective clients.
of the adviser. 1. Obtainacopy of the disclosure statement currently

b) The adviser has means for viewing microfilm inuse.

((jor other for.ms of séoredd ) hard 2. Examinethebrochure furnished each client and
;)cumer}tatlon) andproducing ahard copy on prospectiveclient to determineif it contains at | east
the premlses. _ thefollowinginformation:

5. Reviewthe phy_S| cal sa_lfeguards over computer a) advisory servicesand fees (including

records; determinetheir adequacy and that negotiated fees) — adescriptionincluding the
backup is stored offsite. basisof compensation;

6. | nqui.re about inactive adviser sgrvices andthe b) typesof clients— typesof clients for which

location of records for such services. the adviser generally providesinvestment

7. Ascertain that the adviser has an adequate advice;

business c?ontl ngency planin effect. c) typesof securities— types of securities

a) Obtainacopy of the plan and ensure that concerning which the adviser
itiscurrent and that it addresses all of the genera] |y providesi nvestment advice;
relevant areas of the adviser’s operations. d) methods of analysis, sources of information,

b) Ensurethat all personnel arefamiliar with allocation proceduresandinvestment
theplan. strategies;

Reporting Requirements[ Rule 204-2] e) education and business standards— general
1. Inquireabout any changesin theadviser's standards of education and business _

activities or personnel that might make its Form backgroun(.:l which the adviser requires of their

ADV inaccurate. emplqyees, (other than_employge_swhpse

) i ) ) o function are solely clerical or ministerial);

2. If theinformation contained in an application for f) education and businessbackground— adviser
registration as an investment aglviser (orinany must set forth the name, age, formal education
amendment thgreto), becomesmacguratefor any after high school, and f’or th,e preceding five
reason, the adviser must promptly f llean years, the busi ne;s ba,ckground of each
gmendmfent on Form ADV correcting such advis’ory representative who determines or
mformatpn. i approvesinvestment adviceto clients;

a) Obtain the most recently filed Form ADV Part S S

g) other securitiesindustry activities (i.e. if the
I and 11 (Schedule ) and ensure that they adviser is registered as a broker-dealer, etc.)
containupdated information pertinenttothe o
adviser. 3. If the adviser uses abrochure other than the Form

b) Ascertain that it was filed with the SEC within ADV Part Il compare the

90 days after the end of information contained in the discl osure statement
the adviser's fiscal year. to qum ADV Part Il for
. i consistency, accuracy and compl eteness.

3. Determineif there are any reporting ) _ )

responsibilities for 13(f) 13D or 13G Reports. 4. Verify that therepresentationsmadeinthe
i o o disclosure statement concerning the manner in

4. Reviewany regulatory, disciplinary andlitigation which the adviser conducts business are consistent
itemif itis required to be reported. with the adviser’ s day-to-day methods of

5.  Written Disclosure Statements[ Rule 204-3] operation.

Rule 204-3 under the Advisers Act requires 5. Determine proceduresfor supplying current or
registered investment advisersto providecertain potential clientswith the disclosure statement.
written disclosure statements (Form ADV Part |1 or a) Indicatetheindividual responsiblefor
other disclosure brochure containing at least, the providing clientswith thedisclosure
information required in Form ADV Part 1) to their statement.
clientsand prospective clients. Athorough review of b) Indicatetheindividual(s) responsiblefor
the adviser’ sdisclosure statement should constitute an reviewing and insurina that the discl osure
important portion of an |Areview not only becauseitis statemen?s have been gent t0 and received b
amajor requirement of the Act but also becauseit theclient Y
provides an unambiguous record asto some of the '

SIA/IAD — AUDIT Investment Adviser Activities—May, 2000 Page 9
GUIDELINES



Review the customer file for each of the accounts b) statescontractscannot be assigned by the
selected, and document that each of these accounts adviser without consent of theclient.
has been furnished with abrochure: 8. Ensurethat theinvestment advisory contract does
a) within 48 hours of entering contract or at time not include hedge clausesthat impliesthat the
of entering contract, if theclient hasaright to client haswaived their right to certain legal
cancel within five days, by reviewing the new remedies. (A hedge clause might create in the mind
accountschecklist, and of theinvestor abelief that he has given up some
b) annually offered abrochure (when offered legal rights and has waived or precluded from a
annually, it must be delivered within seven remedy which he might otherwise have.)
days of receipt of aclient’srequest.) 9. Performance fees are prohibited if they are based
7. |If theadviser sendsinformation viaelectronic onthe adviser’ ssuccessin manag| ng itsclients’
delivery, review the proceduresin placeto money (e.g. sharing in capital gainsand capital
monitor and control thisform of delivery. In appreciation of aclient’sfunds). If performance
addition, ensurethat the adviser conformsto fees are allowed, the auditor should review the
SEC interpretivereleasesrelating to the customer’ sinvestment adviser agreement and
delivery and disclosurerequirementsthrough related portfolio account to ensure that this practice
the use of electronic media. is permissible within Section 205 (a) (1) of the
8. If the adviser sponsors or offers awrap fee Advisers Act. Inaddition, the accounting
product, review the Schedule H Wrap Fee procedures should be reviewed to ensure that
Disclosure Document. performance based fees are not recognized into
Contracts (Investment Advisory Agreements) P& L for one year.
and Fees—[ Section 205] 10. Determineif the adviser providesfor fulcrum fee
Review selected customer files and the investment arrangements. (Fulcrum fee arrangements provide
advisory contracts and agreements, powers of for afee averaged over a specified period of time
attorney, and other applicable forms, to determine that increases or decreases proporti or;aIer withthe
that they do not provide for compensation based on investment performance of the client’saccount in
ashare of capital gains or appreciation. relatl_o_n to_the investment record of an appropriate
Co securitiesindex). Although rare, these feesare
a) If compensation isbased other than on a . . . )
L permitted in the case of registered investment
percentage, document how compensationis . . . .
) companies and in the case of certain other clients
calculated and consult the Compliance L
Department where the contract relatesto over $1 millionin
P ' assets. Ascertain that the adviser complies with the
Determine how the firm calculatesitsinvestment appropriate provisionsof Rule 205-1 and 205-2
advisory feesand insurethat any and all respectively. (Thereshould be no hedge clauses
calculations are permissible within the Act. limiting the adviser’ sliability).
Obtain the fee schedule and alisting of all client 11. For al new customers review the date that the
fees and commissions. contract was signed by the customer and the date
Recalculate feesto ensure that they are accurate the contract was accepted by the firm. Ensure that
and agree to the customer’ sinvestment adviser's the firm did not start charging the customer their
agreement. quarterly fee untill after the date j[he contract was
If the advisory feeis excessive (e.g. 3% or more), accepted by thefirm. If the fee 'S prorated,
. . . recal culate the feeto ensure that it was cal culated
obtain documentation that it wasapproved by the
. correctly.
Compliance Department. N . .
Determine whether or not pro-rata refunds of pre- 12 1f custqmers have affiliated mutual fundsin their
aid avisory fees are provided when requested portfolio, review asampl e of the quarterly fees
P o . ) charged to these customersto ensurethat the affiliated
a) Obtainalisting of terminated contracts, and mutual fund market val ues are subtracted from the
Fest to ensure th"f‘t pro-rata refupds were made customer’ stotal portfolio valuewhen computing the
n gccordancem ththe appropriate stated quarterly fee. Thisispermitted for ERISA accounts
policy. and under SEC guidelinesit must bedisclosedtothe
Determine whether or not the investment advisory client that they will be paying two advisory feesand a
contract hasaprovision which: description of the fees and expenses can be obtained
a) statesall fees are non-refundable, in the prospectusfor each mutual fund. (SEC No-
Action letter Hornor Townsend and Kent 4/4/95)
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7. Referral Arrangements[Rule 206(4)-3]

Many regulatory questions are raised by referral
arrangements, those practices pursuant to which an
investment adviser compensates someone who has
referred clientsto the adviser. When cash referral fees
areinvolved, the problem areasinclude obtaining
proper agreements and disclosures, adequate disclosure
of the arrangement to the prospectiveclient and
ensuring that the adviser properly supervisesthe
solicitation activities of hissolicitor. When thereferral
feeisbeing paid to a broker-dealer, these same
concernsare present. It should be notedthatitis
unlawful for an adviser to pay afeedirectly or
indirectly, toanyonefor soliciting clientsunless:

a) theadviserisregistered; b) the solicitor isnot
subject to astatutory disqualification; and c)
the solicitation feeis paid pursuant to awritten
contract describing theterms of the
compensation, therelationship betweenthe
adviser and the solicitor and certain other
information and, d) written disclosureis
providedtoany solicited client.

1. Determinewhether or not clients are obtained by
third-party solicitation.

a) If so, obtainalisting of all authorized third-
party solicitors, and test to ensure that one
copy of the agreement with theindividualsis
retained which detailsthereferral fee
arrangementsand the solicitation procedures;
and that acopy of the solicitor’ sdisclosure
documentisavailable.

b) Obtainalistingof all clientsobtained through
athird party arrangement and review
applicable customer filesfor:

(i) copiesof disclosure documents sent to the
client by both the adviser and the solicitor
and theclient’ swritten acknowledgment
of receipt of the adviser's ADV Form Part
Il and solicitor’ s disclosure document,

(ii) any soft dollar arrangement,

(iii) additional expensesincurred because
securities are directed to a specific broker.

8. Personal Security Trading

Under the books and records section of the
Advisers Act (Rule 204-2 (a) (12) and (13)), investment
advisers are required to maintain specific records, of the
personal securities transactions of their firm, its
officers, directors and employees, the spouses, minor
children, and members of the households of those
officers, directors and employees, aswell as any
securities transactions in which an officer, director or
employee may haveadirect or indirect beneficial
interest. Therulesrequirethereporting of all securities

transactions, includinglisted, unlisted securities, private
transactions (whichinclude private placements, non-
public stock or warrants) and securities which are not
custodied (held in certificate form) in these personal
reports. (It should be noted that transactionsin
securitieswhich are direct obligations of the United
States do not need to be reported, nor do transactionsin
affiliated or unaffiliated, open-endinvestment company
shares (mutual funds), or interestsin variable insurance
products or variable annuities, whether affiliated or
unaffiliated.

1. Determinethat a system for review of personal
securities transactions for all officers, directors
and employeeswith accessto investment
information, and their immediate families has
beenimplemented and maintained to
determineif employeesaretrading onthe
market impact made by recommended
transactions.

2. Obtainalisting of al officers, directorsand
employeesinthe department. Inaddition,
identify all employeeswho areregistered
representativesactively engagedinservicing
retail brokerage accounts.

3. Obtainalisting of al retail accountsinthe
name of those identified in step 1, above, or in
which they hold abeneficial interest.

4. Obtainalisting of therestricted trading lists.

5. Determine whether or not any members of the

department are permitted to trade in securities
for their own accounts.

6. Ascertainthat asigned acknowledgment and
agreement to comply with the adviser’s
requirementsison file for all employees.

7. Ascertainthat thereareadequateinternal
proceduresto supervise and monitor the
reporting of securitiestransactions made by
members of the department on their own behalf.
a) Obtain acopy of the procedures.

b) Identify who isresponsible for performing
thisfunction.

8. Determine whether the adviser has a Code of
Ethics. Review the guidelines/procedures set
forth in the adviser’ s Code of Ethicsand test to
ascertain that the adviser isadhering to said
procedures.

9. Review theadviser'semployeefileto
determinethat information related to every
transactionincludesthe:

a) titleand amount of thesecurity involved,;
b) dateof thetransaction;

c) natureof thetransaction (purchase or
sde);
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d) priceat which the trade was effected,

€) name of the broker-dealer or bank that
executedthetransaction.
10. Determinethat thisinformation isrecorded not
later than 10 days after the calendar quarter in
which effected.

11. Determinethat restrictions placed onthe
personal trading activities of specific
employees are consistent with the restrictions
described in the adviser’s Form ADV (Item 9,
Part I1).

12. Review theproceduresin placeto prohibit the
use of material non-public information (i.e.,
insideinformation Section 204A):

a) todetermineif employeestraded against
recommendations containedin firm
publications.

b) todetermineif theadviser orits“advisory
representatives” traded against securities
transactions effected for managed or
supervised accounts.

13. Ensurethat aninsider trading policy
memorandum has been signed by all advisory
personnel.

14. Review therestrictedtrading listsobtainedin
Step 3, above, and test to insure that
customer’ s trades were not made against the
restricted list.

9. Principal Trading

A registered investment adviser may not, directly
or indirectly, either asprincipal for their own account
or as broker-dealer for athird party sell securitiesto or
purchase securities from a client account unless (i) the
adviser first makes certain disclosuresinwriting to the
client and (ii) receivestheclient’ s consent prior to the
transaction. (Thisalso appliesto transactions donewith
an affiliated broker-dealer.)

1. Determine whether or not the adviser, directly
or indirectly, either as principal for their own
account or as abroker-dealer for athird party
sells securities to or purchase securities from a
clientaccount.

2. If principal transactions are permitted, verify
that for each separate principal transaction the
adviser has disclosed (at a minimum):

(i) The capacity in which the adviser
proposed to act.

(ii) The cost to the adviser of any security
whichitwill sell totheclient (or
estimated resal e price of the security it
proposesto buy).

(iii) The best price at which the transaction
could be effected by the client elsewhere, if
such apriceis more advantageous to the
client than the actual purchase or sale price.

(iv) All disclosuresasto costs, prices, and
profit expressed clearly in dollars and
cents, and not in terms of a percentage or
other formula.

(v) Thisdisclosure and consent must be made
beforethe completion of thetransaction
and received for each separate principal
transaction.

10. Agency Cross Transactions

At times situations can occur in which it may be
beneficial to an advisory client for the firm to executea
client’strade by “crossing” such trades with securities
transactions of the firm’s non-advisory clients.
However, the disclosure and consent requirements with
respect to principal transactions do not apply asto
agency crosstrades. However, the SEC has adopted
Rule 206(3)-2 which sets forth the conditions that must
be satisfied in order to effect these types of
transactions. Therefore, if the firm engagesin agency
crosstransactionsthe auditor should review the
adviser’ s recordsto ensure the following:

(i) Theadvisory client hasprospectively
authorized the agency crosstransactionin
writing;

(ii) Thefirm hasdisclosed inwriting the
capacitiesinwhichit will act and the
potential conflict of loyalty and
responsibility it may facein effecting
agency crosstransactions.

(iii) Each agency crosstransaction has been
confirmed to the client in writing.

(iv) Theaccount statementsreceived by the
advisory client disclosesthat the client
may terminatetheauthorization provided
to the firm to effect agency cross
transactions at any time by written notice
to the firm; and

(v) Theadvisory client hasbeen provided
with an annual summary of all agency
crosstransactions effected in his/her
advisory account.

(vi) Agency crosstransactions have not
been effected in ERISA accounts.

11. Trading Errors

Asfiduciaries, investment advisers are required to
put their clients' interests ahead of their own. Thisduty
isespecially evident when it comesto correcting errors
made in placing trades for client accounts. As part of a

L
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standard examination of an investment adviser, the
internal auditor should typically review trading errorsto
determineif the client wasin any way disadvantaged in
the error-correction process.

1. Review theadviser’ssupervisory procedures
to ascertain that the proceduresfor correcting
trading errors arein place.

2. Review theadviser’sfiledocumenting the
correction of trading errors. (The creation of
such afile allowsthe adviser to periodically
review all trading errors for a particular time
period to ensurethat they were handled
quickly and correctly.)

3. Determinethat when the adviser corrected an
error, the client has not been disadvantaged.
(The client must be “made whole.”)

4. Ascertainthat soft dollars have not been used to
pay for correcting the adviser’ strading errors.

5. Review the adviser’s error-correction
proceduresto determineif, in correcting
the error, an agency-cross transaction had not
occurred. However if the auditor believes that
such atransaction iswarranted, the auditor
should be surethat all proper disclosures are
made and consents obtained, asrequiredin
Section 206(3)-2 of the Advisers Act.

12. TradeAllocations

The SEC believes an adviser may be dealing
unfairly with clientsin violation of Section 206 of the
AdvisersActif it does not allocate securities among
clientsinafair and equitable manner. Therefore, an
investment adviser may not allocatetradesin such a
way that the adviser’s own or personal account(s)
receive amore favorable treatment than the adviser’'s
client. As part of theinternal auditor’ sreview, the
following should be addressed:

1. Ascertainthat thereisawritten policy for the
allocation of securitiesand recommendations.

2. Ensurethat thepolicy detailsaformulaor
program for the all ocation of securitiesand
recommendationsin afair and equitable manner.

3. Select asample of securitiesand
recommendationsthat have been allocated for
adherenceto stated policy and procedures.

4. Review recent SEC No-Action lettersfor
additional guidance (e.g. SMC Capital, Inc.

- 9/5/95)
13. SoftDollars
Section 28(e) provides a safe harbor for persons
who exerciseinvestment discretion over accountsto
pay for research and brokerage services with
commission dollarsgenerated by account transactions.

Money managers have disclosureobligations
concerning brokerage allocation practicesand the use
of commission dollars. The controlling principleto be
used to determine whether something isresearchis
whether it provideslawful and appropriate assistance
to the money manager in the performance of his
investment decision-making responsibilities. Section
28(e) requires the money manager to make a good faith
determination that the val ue of research and brokerage
servicesisreasonablein relation to the amount of
commissionspaid.

1. Review theadviser'sfilesto determine that
adequate booksand recordsconcerning
allocations between investment research and
administrative matters (mixed use of research
services) arekept. Thisincludes current
executed contractsonfile.

2. Ensurethat soft dollar practices and the nature
of soft dollar services are appropriately
disclosed in Form ADV Part I1.

3. Determinethe proceduresin placeto ensure
that the adviser periodically and
systematically evaluatestheexecution
performance of broker-deal ers executing
their transactions.

14. Supervision

1. Theauditor should review the adviser’s
operationsto be surethat they comply with the
reguirements of the various securities laws -
federal and state - aswell as other applicable
laws and regulations (e.g., ERISA; Investment
Company Act if adviser advises mutual funds)
and should usethisinformation to eval uate,
create and document a system of controls.

2. Review theadviser’s procedures currently in
placeto educateits personnel so that they
understand the policiesand proceduresthat
make up the controls and understand their
responsibility tofollow those policiesand
procedures.

3. Review the compliance program adopted by
the adviser that provides reasonabl e assurance
that its policiesand proceduresare being
followed and are effective. (The Insider
Trading and Securities Fraud Enforcement Act
of 1988 requiresinvestment advisersto create,
maintain, and enforce written supervisory
procedures designed to prevent the misuse of
non-publicinformation.)

4. Some states require an adviser to have written
proceduresin place. Therefore, the auditor
should ascertain that if the adviser isregistered
in the appropriate states, the adviser has

________________________________________________________________________________________________________________________|
SIA/IAD — AUDIT Investment Adviser Activities—May, 2000 Page 13
GUIDELINES



supervisory procedures designed to prevent the VI. REFERENCE MATERIALS
misuse of non-publicinformation. (The SEC 1. Clover Capital Management Inc. No Action
hasindicated that with such proceduresand a Letter (Advertising) October 28, 1986.
system for applying the proceduresin place, Securities and Exchange Commission Reply.
no person will be deemed to have failed FileNo. 801-27041.
reasonably to supervise - thus, offering some 2. The Cooper Companies, Exchange Act
protection from disciplinary action by the [Release No. 35082] Conduct of Board of
Commission for failure to supervise.) Directors.
15. Advertising (Rule 206(4)-1 3. Federal Legislative Memorandums (1994-
Advertising (or written communications) by 1998) Investment Company I nstitute,
advisers generally must not make use of: Washington, DC.

e Testimonials(includingunsolicited 4. Thelnvestment Advisers Act of 1940
testimonial); (“Advisers Act”), Securities and Exchange

»  Referencesto anything lessthanall Commission.
recommendations made by the adviser during 5. Lemke, Thomas; Lins Gerald., eds. (1998)
the past year or more (and even then only if The Regulation of Investment AdvisersClark
accompanied by sufficient explanatory Bordman & Callaghan.
information and cautionary statements); 6. National Regulatory Services, Annual

» Claimsthat investment “formulas’ can be used Conference Materials, (miscellaneous articles
to makeinvestment decisions, unless and presentations) 1995-1998.
sufficiently qualified; and 7. National Regulatory Services, Investment

e Any claim or statement that isfalse or Adviser Compliance Manual, 1998.
misleading; 8. Patrick v. Securitiesand Exchange

1. Obtainacopy of the adviser’s brochure and Commission, U.S. Court of Appeals, Second
two copies of all other marketing literature. Circuit, Docket No. 93-4148, March 22,

2. Determineif the adviser has used any type of 1994). Senior Management - Failureto
projections, guarantees, hypothetical or model Supervise.
securities portfolios or comparisons of their 9. Risk Management In The Securities Industry,
service with any other service or market index SIA/IAD
that may violate the anti-fraud provisions of 10. SALOMON Enforcement Case [Release No.
the Advisers Act. 34-31554, 12/3/92] Dutiesof

3. Determineif any advertisement contains M anagement-Failureto Supervise.
testimonialsof any kind concerning the 11. Securitiesand Exchange Commissionv.
adviser, advice, analysis, report or other Capital Gains Research Bureau, 1963,
servicerendered by the adviser. Fiduciary Responsibilities.

4. Determineif any advertisement or marketing 12. Securities Exchange Act of 1934, Securities
literature contains disclaimersasto the and Exchange Commission.
reliability and accuracy of theinformation 13. The SEC release on soft dollars (Rel ease 34-
furnished. 23170), Securitiesand Exchange

5. Determine that references are not made to Commission.
anything |ess thanall recommendationsmade 14. SEC letter to Charles Lerner, Director of
by the adviser during the past year or more. Enforcement, Department of Labor, dated

6. Ascertain that the adviser does not make October 25, 1988, (Trading Errors) Securities
claimsthat investment “formulas” can be used and Exchange Commission.
to makeinvestment decisions, unlessthey are 15. Wolfson, Nicholas; Phillips Richard M., eds.
sufficiently qualified. (1993). The Regulation of Brokers Dealers

7. Referto Clover Capital No-Action letter and Securities Markets. Warren, Gorham &
requiring the advertising of performance after L ambert.
the deduction of advisory fees (net fees)
among other conditions. Also see Investment
Company Institute No Actionletter dated
9/23/88 about gross performanceinformation
inone-on-onepresentations.
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THIS GUIDELINE IS INTENDED TO PROVIDE
MEMBERS OF THE INTERNAL AUDITORS
DIVISON WITH INFORMATION FOR THE
PURPOSE OF DEVELOPING OR IMPROVING
INTERNAL AUDIT PROGRAMS. THE
PROCEDURES CONTAINED IN THIS GUIDELINE
CONSTITUTE MERELY ONE OF A NUMBER OF
METHODS WHICH MEMBERS MAY CHOOSE TO
UTILIZE. THE INTERNAL AUDITORS DIVISON
RECOGNIZES THAT MEMBER FIRMS MAY
CONDUCT THEIR BUSINESS IN COMPLIANCE
WITH LEGAL AND REGULATORY REQUIREMENTS
ALTHOUGH THEY MAY EMPLOY PROCEDURES
WHICH DIFFER FROM THOSE CONTAINED IN
THIS GUIDELINE. THE INFORMATION IS
DESIGNED TO PROVIDE GUIDANCE TO MEMBER
FIRMS IN THE PREPARATION OF PROCEDURES
TAILORED TO THE SPECIFIC NEEDS OF THEIR
INDIVIDUAL ENVIRONMENT.
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