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July 28, 2009 

rYEl izabethM. Murphy, Secreta 

andExchange 

L00FStreet,N. E. 
Washington, 

U.S.Securi t ies Commission 

D.C.20549-1090 

Re: SEC ReleaseNo.14-2876;FileNo' 57-0"9.-09
 

Custodvof Fundsor Securities bvlnvestment
of Clients Advisors 

Dear Ms. Murphy: 

Inc,(d/b/aKarpusInvestment (KMl)isa fee based 

investmentadvisorsince1986locatedin Pittsford, New York with approximately s1.6billion of assets 

undermanagement.KMI is wr i t ing to the Commission 

KarpusManaBement,  Management) registered 

aboutthe economic and labor impactofthe 

proposedrules, in particularthe surprise auditrequirementonRIA'Sby reason of deeming any advisor 

thathas fees deducted from a custodial accountin effect hascustodyofthe assets. 

The orooosed amendmentscontainan assault  on RlA. 's ofour s ize. I  employ the word assaultbecause 

of the additional coststhat will be forced upon our firm. 

1) All RIA'S deemedto have custodyof client assets or securitiesmustundergoanannualsurprise 

examinationbyan independent accountant to verify client public withpropercertifications 

fundsand secu!'ities..(The ofcustody applies abilitvto deduct itglfeesdefinition to the BIA'S 

f rom each cl ients account) . 
  

2) RIA'S whose funds with a qual i f ied must obtain 
c l ients '  and secur i t ies custodian an annual 

writtenSAS70from an independent firm that includespublicaccounting an opinion regarding 

the custodians'  controls.internal  

3) The RIA deemed to have custody of clients' assetsor securities mustpossessa reasonablebelief 

that the qual i f iedcustodian to the RIA's a minimum of a quarter lystatement.del ivers c l ients 

KMI has issue with the first of theproposedruleswhereasthe second and third are easily compliedwith 

by any firm that utilizes a "recognizabie institution"financial as custodian. 

audi tproposal on any f i rm of our s ize of  business 

activities,internal in terms of personnel with the audit, along with the 
The annual surpr ise isa hardship for the disrupt ion 

costs that will bil associated 

of employing certified public lt is our belief additionalcosts anappropriately independent accountant. 

that the Commission has severelv underestimated with a surprise the costs involved auditboth 

internal lv and external lv.  
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The majority of the clientsof KMIarewith one centralcustodialbank or a custodian chosenby the client 

andall custodians financial lt istheduty ofthe custodian to safe-keep thearerecognizable institutions. 

ina segregated titledinthe client's name. Our client's accountsareclient'sassets account 

automaticallV ona daily basis usingAdvent software and all discrepancies areimmediatelyreconciled 

resolved.RlA,swhoonly have "custody"basedon direct debitingof fees should be exempt fromthis 

Simply our c l ients us to deduct ourquarter lyregulat ion. because author ize from their  account fees does 

not mean thatwehave true custody. 

for their fees basis, 

calculationmailedto each client. Anyquestionsthata client may haveon the calculations 
KMI lnforms clientsof the calculations on a quarterly as the norm,with a fee 

canbe 

to KMIand any disputes areresolvedin a timely manner. Furthermore ourclientsreceiveaexpressed 
:letementol ?qtl"rter!!'basis, :ico!-!nts mcnthl'1cust-o.Lia! ­

The client can then verifyon the statementthat KMI's calculated fee has been deducted from their 

account.KMI also allowsclientsto have the option of billingon a quarterlybasisfor our services,should 

frlstcdialglgtement with sorne requestinga 

the client not wish to have fee's directly debitedfrom their account.Thispracticeis fully disclosedto 

our clients in our discretionary managementasset agreementandis accepted by the client upon 

execut ion. 

KMI believes thatsimplydeductingfeesfrom a client's accountshouldnot substantiate havingdirector 

indirectcustodyof client'sassets.The custodial is responsible oforganization for the safekeeping 

client assets and should have established to protectclientassetspoliciesandprocedures This is 

by an independentpublicaccountingfirm through the SAS 70. This report couldbe easily substantiated 
sent to al l  c l ients of thecustodian with their  quarter ly andwouldful f i l l  the secondalong statement 

pointof theproposal.  

quarter lyThe third prongof theproposalissimplyful f i l ledby inst i tut ing mandatory custodial  

statements. 

forAdditionalauditingtakesawayfrom the main focus of an RIA which is to make properinvestments 

i ts 'c l ients 

KMI understands concernaboutrecentevents,suchas Ponzi schemes,thathavetheCommission's 
"nottha t thr'mlstl€Et5-cii'Some 

taint the whole industry. Insteadincreasethe amount of field auditors anddirect the efforts towards 

firms that have been inquestionin the pastor show a culture of being non-conformant 

fih a naiatly destioted ila riy i n fMdir al3.-116we\.dt;l(MrcelT-.evet ShOdId 

to policiesand 

procedures audits.inprevious 

of safeguarding were there is indeed "self-KMI understands theCommission'sintention client accounts 

custody"of c l ient assets.Simplydeduct ingmanagementfeesfrom a cl ient 's accountshouldnotthrusta 

RIA into having custody ofclient assets. Far less intrusiveand expensive methodscan be used to ensure 

cl ientsafetv.  

Sinc,erely,/  r  , / ;

ofu/.MfulA-

SharonL.Thornton 

SeniorDirector of Investments 


