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Dear Ms. Murphy:

I am writing to share our perspective on the Securities and Exchange Commission’s (the
“Commiission”) request for comments on the proposed amendments to Rule 206(4)-2.

As an investment adviser registered with the SEC, under Rule 206(4)-2, we arc deemed
to have custody because we have the authority to deduct advisory fees from our clients’
accounts, all of which are maintained by independent, qualified custodians. We strongly
believe that the portion of the proposed Rule, which would require advisers with this
form of custody to undergo an annual surprlse audlt 15 oompletely unwarranted

As required by current Rule 206(4)-2, the mdependent qualified Custodlan' maintaining
our clients’” accounts delivers account statements, on at least a quarterly basis, directly to
clients, identifying the amount of funds and securities in the account at the end of the
month/quarter as well as all period activity in our clients” accounts including fee
deductions. As a result, our clients receive comprehensive account information directly
from the qualified custodian and are thus able to monitor the activity in their dccounts.
Furthermore, our clients agree, in writing, that our advisory fees will be deducted directly
from their advisory accounts, and we send a separate statement directly to them quarterly
documenting the assets on wh1ch our fees are charged, the rate, and the total dollar
amount of the fee. -

If these amendments were 10 be adopted as proposed, presumably the only thing subject
to audit would be the calculation of the fee deduction. This seems like an unnecessary
exercise for which to hire a professional accountant. How does the associated cost of this
undertaking in any way relate to the expec¢ted benefits associated therewith? It’s not clear

North Berkeley Investment Partners is an SEC Registered Investment Advisor
Securities olfered through Protected Investors of America, a member of FINRA and STPC




what problem is really being addressed by this proposal. If the real problem is one of
clarity, couldn’t this issue be addressed more cost effectively by simply mandating
certain presentation requirements such that even the most arithmetically-challenged client
could verify the fees deducted from his/her account? Moreover, how many cases of
excessive fee deduction, occurring at firms subject to this very limited definition of
custody, has the SEC identified that might justify the adoption of these proposed
amendments?

We believe the safckeeping measures currently required by Rule 206(4)-2 provide our
clients with the ability to sufficiently identify and detect erroneous or fraudulent
transactions. It is also our understanding that abuses in the industry have not generally
resulted solely because of arrangements whereby advisers have the authority to deduct
fees from accounts maintained at qualified independent custodians. The absence of such
actions supports our position that the safeguards mandated by current Rule 206(4)-2 are
sufficient to deter advisers from engaging in fraudulent conduct.

Furthermore, the cost associated with an annual surprise audit would cause a financial
strain on our company, the cost of which would most likely be passed on to our clients in
the form of higher advisory fees, which is not in the best interests of our clients.

In addition, as we imagine would be the case with other advisers, in the event we were
unable to absorb and/or pass on the costs associated with an annual surprise audit, we
would have to consider eliminating the direct debit of fees and instead require clients to
pay our advisory fees directly. This would require a complete revampmg of operations
and would increase overhead costs.

Given that existing safeguards in place are adequate and considering the adverse effects
of a mandatory surprise audit on advisers as well as clients, we respectfully request that
the Commission leave current Rule 206(4)-2 intact and unchanged with respect to
advisers who have custody solely because they have the authority to deduct advisory fees
from client accounts.

Thank you for the opportunity to comment on this matter.
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- Respectfully,




