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The significant growth in the 
investment management industry and 
recent fraudulent conduct have 
prompted the SEC to revisit the 
Custody Rule with proposed changes 
that the SEC believes will improve the 
safekeeping of client assets. 
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The annual surprise examination would 
apply to all registered investment 
advisers who have been deemed to 
have custody of client assets.  This 
contrasts with the 2003 amendments 
which did not require advisers, who
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Custody by Adviser and its Related 
Persons  
1. Custody by Related Persons 
The SEC is proposing to change the 
definition of custody to include advisers 
who have custody of client securities or 
funds that are directly or indirectly held 
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The SEC believes that requiring these 
advisers to obtain an internal control 
report would provide an additional 
check on the safeguards for client 
assets held by the adviser or the related 
person.  
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of the annual audit exception to pooled 
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make final distributions other than at 
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For additional information, please 
contact Douglas Henderson, Managing 
Director, at 
douglashenderson@kpmg.com or 
Michael Barnes, Manager, at 
mtbarnes@kpmg.com. 
 
 

KPMG Commentary 
The proposed changes to
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