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  September 14, 2026 

 
Examinations Observations Regarding  

Investment Adviser Annual Compliance Reviews1 
 
I. Introduction 
 
For the past two decades SEC-registered investment advisers (“advisers”) have been required to 
adopt and implement written compliance policies and procedures pursuant to the “Compliance 
Rule” (Rule 206(4)-7) under the Investment Advisers Act of 1940 (“Advisers Act”)).2  A critical 
component of the Compliance Rule is the requirement that advisers conduct a review of their 
compliance policies and procedures at least annually to assess their adequacy and the 
effectiveness of their implementation.3  These reviews should “consider any compliance matters 
that arose during the previous year, any changes in the business activities of the adviser or its 
affiliates, and any changes in the Advisers Act or applicable regulations that might suggest a 
need to revise [their compliance] policies or procedures.”4  Advisers should also “consider the 
need for interim reviews in response to significant compliance events, changes in business 
arrangements, and regulatory developments.”5  Lastly, advisers must maintain any books and 
records documenting the reviews in a true, accurate, and current manner.6   
 

 
1  This Risk Alert represents the views of the staff of the Division of Examinations (the “Division” or “staff”).  This Risk Alert 

is not a rule, regulation, or statement of the Securities and Exchange Commission (the “SEC” or the “Commission”).  The 
Commission has neither approved nor disapproved the content of this Risk Alert.  This Risk Alert, like all staff statements, 
has no legal force or effect; it does not alter or amend applicable law, and it creates no new or additional obligations for any 
person. 

2  The Compliance Rule states that it is unlawful for an adviser to provide investment advice unless the adviser has adopted 
and implemented written policies and procedures reasonably designed to prevent violation of the Advisers Act and the rules 
thereunder by the adviser or any of its supervised persons.  While SEC-registered investment companies (“funds”) have 
similar requirements under the Investment Company Act of 1940 Rule 38a-1, staff observations regarding fund annual 
reviews are not discussed herein because such observations were addressed in a recent Risk Alert (see Risk Alert: Registered 
Investment Companies: Review of Certain Core Focus Areas and Associated Documents Requested (Nov. 4, 2024)).  

3  Advisers Act Rule 206(4)-7(b) (stating that it is “unlawful within the meaning of section 206 of the Act… for [an adviser] to 
provide investment advice to clients unless [an adviser reviews], no less frequently than annually, the adequacy of the 
policies and procedures established pursuant to this section and the effectiveness of their implementation”).   

4  SEC, Final Rule: Compliance Programs of Investment Companies and Investment Advisers, Advisers Act Rel. No. 2204 
(Dec. 17, 2003) (“Compliance Rule Adopting Release”), 68 FR 74720.    

5  Id. 
6  Advisers Act Rule 204-2(a)(17)(ii) (stating that every adviser “shall make and keep true, accurate and current the … books 

and records relating to its investment advisory business [including] … any records documenting the investment adviser's 
annual review of [its] policies and procedures.”)   

https://www.ecfr.gov/current/title-17/chapter-II/part-275/section-275.206(4)-7
https://www.ecfr.gov/current/title-17/section-270.38a-1
https://www.sec.gov/files/risk-alert-registered-investment-companies.pdf
https://www.sec.gov/files/risk-alert-registered-investment-companies.pdf
https://www.ecfr.gov/current/title-17/part-275/section-275.206(4)-7#p-275.206(4)-7(b)
https://www.federalregister.gov/documents/2003/12/24/03-31544/compliance-programs-of-investment-companies-and-investment-advisers
https://www.sec.gov/rules/final/ia-2204.htm
https://www.federalregister.gov/documents/2003/12/24/03-31544/compliance-programs-of-investment-companies-and-investment-advisers
https://www.ecfr.gov/current/title-17/part-275/section-275.204-2#p-275.204-2(a)(17)(ii)
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The Division often requests information regarding advisers’ annual reviews during examinations 
as part of its process to assess whether advisers are meeting their Compliance Rule obligations.7  
The staff has observed, among other things, issues regarding: (1) the timeliness of annual 
reviews; (2) the completeness of the advisers’ policies and procedures for conducting such 
assessments; (3) the alignment of the assessments performed in relation to the advisers’ policies, 
procedures, and practices; (4) the documentation made and kept regarding those reviews; and 
(5) the resolution of corrective actions for matters identified during assessments.  This risk alert 
highlights the staff’s observations and certain areas advisers may want to consider when 
conducting reviews of the adequacy of their compliance policies and procedures and the 
effectiveness of their implementation. 
 
II. Examination Observations of Advisers’ Annual Compliance Reviews 
 
Below are the staff observations from recent examinations related to advisers’ annual reviews of 
their compliance policies and procedures. 
 
Conducting timely annual reviews.  The staff observed advisers that did not perform reviews of 
their compliance policies and procedures, at least annually, to determine their adequacy and the 
effectiveness of their implementation, as required.  Examples include advisers that: 
 

• Had gaps in their annual reviews (e.g., conducting reviews for 2021 and 2023 but 
omitting 2022).   
 

• Performed annual reviews for periods of greater than 12 months, including first reviews 
at 18 months post-registration with the Commission,8 as well as extended intervals due to 
business, operational, and personnel changes (e.g., Chief Compliance Officer (“CCO”) 
departures). 
 

• Instead of performing any annual review, stated that providing personnel with 
compliance training or obtaining annual attestations of personnel’s adherence to the 
advisers’ compliance policies and procedures satisfied the annual review requirement to 
determine the adequacy of the policies and procedures and the effectiveness of their 
implementation. 

 
• Had not taken corrective action after receiving previous deficiency letters from the staff 

for not performing annual reviews or not performing them in a timely manner (i.e., firms 
engaging in recidivist conduct). 

 

 
7  See Division, Risk Alert: Investment Advisers: Assessing Risks, Scoping Examinations, and Requesting Documents (Sept. 

6, 2023) (providing additional detail regarding the staff’s process for selecting documents to request and the typical 
information requested during an examination, including information regarding “[a]nnual and/or interim reviews of policies 
and procedures, [and] any reports prepared”). 

8  See supra note 4, 68 FR 74723 (stating that advisers should complete the first annual review of their compliance policies 
and procedures no later than 18 months after the adoption or approval of their compliance policies and procedures).  
However, the 18-month annual review period in the Compliance Rule Adopting Release was only available to advisers after 
the Compliance Rule’s effective date on Oct. 5, 2004.  All subsequent reviews are required by the Compliance Rule to be 
performed no less frequently than annually. 

https://www.sec.gov/compliance/risk-alerts/investment-advisers-assessing-risks-scoping-examinations-requesting-documents
https://www.sec.gov/rules/final/ia-2204.htm
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Adopting complete policies and procedures for conducting annual reviews.  The staff observed 
advisers that had compliance policies requiring annual reviews, but they did not adopt 
procedures or had incomplete procedures for their personnel to use when assessing whether the 
advisers’ policies and procedures were adequate and effectively implemented.  Examples include 
compliance policies that: 

 
• Required advisers to document their annual reviews, and to include testing and validation 

of compliance policies and procedures as part of their review process.  However, the 
advisers did not document procedures providing direction and processes personnel should 
follow for the tests and validations, the factors personnel should consider when 
evaluating whether the policies and procedures were adequate and effectively 
implemented based on the testing and validation, or the types or level of documentation 
that should be made and kept in support of such reviews and assessments. 

 
• Identified required practices, services, and/or operations to be assessed during the annual 

review in various sections of the advisers’ compliance policies and procedures but then 
did not include these topics in their policies and procedures for annual review.  
Consequently, the annual reviews did not include these topics (e.g., adviser’s identity 
theft policies and procedures mandate annual review testing, but this topic was omitted 
from such annual review testing). 

 
Conducting annual reviews consistent with written procedures.  The staff observed advisers that 
conducted timely annual reviews, but they were not conducted in a manner that was consistent 
with their written procedures.  For example, advisers did not follow their own policies and 
procedures that required them to cover a defined review period or scope, utilize specified work 
papers or other documentation, and perform specific tasks and tests.  In addition, annual reviews 
assessed the effectiveness of incorrect documents, such as outdated versions of policies and 
procedures (i.e., policies and procedures that had been updated and superseded prior to the 
review period). 
 
Ensuring compliance policies and procedures fully address and align with practices.  The staff 
observed advisers that did not recognize, during their annual reviews, that their policies and 
procedures did not fully address or were not aligned with their practices.  For example, the staff 
observed advisers that: (1) had not adopted policies and procedures to address risk areas that 
were pivotal to the advisers’ businesses;9 and (2) did not consider changes in their business 
activities that were relevant for their assessments of the adequacy of the adviser’s policies and 
procedures and effectiveness of their implementation (e.g., informing the CCO of certain 
business or operational changes that may impact the scope of the annual review).10  The staff 
often identified these inconsistencies after observing issues in core areas of the advisers’ 
business, operations, and services, which were then compared to the advisers’ annual reviews 

 
9  See supra note 4, 68 FR 74716 (“Each adviser, in designing its policies and procedures, should first identify conflicts and 

other compliance factors creating risk exposure for the firm and its clients in light of the firm's particular operations, and 
then design policies and procedures that address those risks.”). 

10  Id, 68 FR 74720 (“The review should consider any compliance matters that arose during the previous year, any changes in 
the business activities of the adviser or its affiliates, and any changes in the Advisers Act or applicable regulations that 
might suggest a need to revise the policies or procedures.”). 

https://www.sec.gov/rules/final/ia-2204.htm
https://www.sec.gov/rules/final/ia-2204.htm
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and applicable written compliance policies and procedures.  Examples include annual reviews 
that did not identify: 

 
• Fee and expense billing practices that deviate from policies and procedures and/or client 

disclosures (e.g., advisory agreements and Form ADV), such as using different fee 
calculation methodologies, not prorating fees (e.g., for large intra-billing period deposits), 
not applying breakpoints that reduced advisory fees, and not issuing refunds (e.g., for 
terminating accounts).11  

 
• Proxy voting policies that stated the advisers had a responsibility to vote proxies for 

portfolio securities and would vote proxies in a manner consistent with the best economic 
interests of their clients.  However, the advisers disclosed to clients that they did not vote 
proxies for their clients, and did not vote proxies in practice.12 

 
• Custody policies and procedures that omitted steps to ensure that accounts over which the 

adviser had custody were identified to the independent public accountants performing the 
advisers’ surprise examinations.13 

 
• Marketing policies and procedures that were not updated to reflect the adoption of the 

marketing rule under the Advisers Act.14 
 

• Regulatory filing procedures that were not updated to reflect that, when advisers have 
retail clients, they needed to file a Client Relationship Summary (Form CRS) with the 
SEC.15 

 

 
11  See Division, Risk Alert: Examination Obligations Related to Economic Conflicts of Interest (Jun. 9, 2026) (sharing staff 

observations regarding fiduciary obligations in the context of economic conflicts of interest). 
12  See SEC, Commission Guidance Regarding Proxy Voting Responsibilities of Investment Advisers, Advisers Act Rel. No. 

5325 (Sept. 10, 2019), p. 9 and fn. 30 (stating that an “adviser is not required to accept the authority to vote client securities, 
regardless of whether the client undertakes to vote the proxies itself” and noting that "however, to the extent an adviser has 
discretionary authority to manage a client’s portfolio and has not agreed with the client to a narrower scope of voting 
authority through full and fair disclosure and informed consent, the adviser’s responsibility for making voting 
determinations is implied.") including the determination not to vote client securities for particular matters.   

13  Advisers Act Rule 206(4)-2(a)(4) (requiring an adviser with custody of client funds or securities to, among other things, 
undergo an annual surprise examination by an independent public accountant to verify the client funds and securities of 
which the adviser has custody). 

14  SEC, Final Rule: Investment Adviser Marketing, Advisers Act Rel. No. 5653 (Dec. 22, 2020) (adopting amendments that 
create a merged rule that replaced both the then current advertising and cash solicitation rules).  The compliance date for 
these amendments was Nov. 4, 2022.  See also Division, Risk Alert: Initial Observations Regarding Advisers Act Marketing 
Rule Compliance (Apr. 17, 2024) and Risk Alert: Additional Observations Regarding Advisers’ Compliance with the 
Advisers Act Marketing Rule (Dec. 16, 2025) (sharing staff observations from examinations regarding compliance with the 
marketing rule amendments). 

15  See Form CRS and SEC, Form CRS Relationship Summary; Amendments to Form ADV, Advisers Act Rel. No. 5247 (Jun. 
5, 2019) (adopting rules and forms and amendments to rules and forms, including Form ADV Part 3, which requires 
advisers to briefly inform retail investors about: the types of client and customer relationships and services the firm offers; 
the fees, costs, conflicts of interest, and required standard of conduct associated with those relationships and services; 
whether the firm and its financial professionals currently have reportable legal or disciplinary history; and how to obtain 
additional information about the firm). 

https://www.sec.gov/files/observations-ia-obligations-related-economic-conflicts-interest-060926.pdf
https://www.sec.gov/files/rules/interp/2019/ia-5325.pdf
https://www.ecfr.gov/current/title-17/section-275.206(4)-2
https://www.sec.gov/files/rules/final/2020/ia-5653.pdf
https://www.sec.gov/files/exams-risk-alert-marketing-observation-2024.pdf
https://www.sec.gov/files/exams-risk-alert-marketing-observation-2024.pdf
https://www.sec.gov/files/exams-riskalert-mrkt-rule-2512-508.pdf
https://www.sec.gov/files/exams-riskalert-mrkt-rule-2512-508.pdf
https://www.sec.gov/files/formcrs.pdf
https://www.sec.gov/files/rules/final/2019/34-86032.pdf
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• Policies that delegated the execution of services and/or operations to others, but did not 
identify how the adviser should oversee these delegated responsibilities to prevent 
violations of the Advisers Act and the rules thereunder.  

 
• Incidents of non-compliance, which were identified and reported during the review 

period, but were not addressed or recorded in the annual reviews as instances of non-
compliance. 

 
Maintaining documentation made regarding annual reviews.  The staff observed advisers that 
created documentation when conducting their annual reviews, such as when performing testing 
and recommending corrective actions, but did not maintain the documentation in their books and 
records.16  For example, advisers: 
 

• Included discussions in their written annual review reports regarding the compliance 
violations identified during the advisers’ annual reviews.  However, the advisers did not 
maintain the documentation generated during the annual review addressing such 
compliance issues, such as records regarding the testing performed, issues identified, 
and/or corrective actions recommended. 

 
• Adopted policies and procedures requiring their annual reviews to be memorialized in 

written reports that covered specific topics (e.g., recommendations for improvement, 
material changes to be made to the policies and procedures, and material compliance 
issues that required remedial action during the previous year).  However, no written 
annual review report was prepared.   

 
• Adopted policies and procedures requiring the annual review to be documented in a 

specific manner (e.g., using a series of checklists, workpapers, or templates).  However, 
the advisers did not satisfy all of these requirements or only partially completed them. 

 
Taking corrective actions for issues identified in annual reviews.  The staff observed advisers 
that did not take corrective action after their annual reviews recommended changes to the 
advisers’ compliance policies or procedures, disclosures, and/or business practices.  For 
example, the staff observed advisers whose annual reviews identified improving proxy voting 
practice disclosures, documenting client risk tolerances, and/or conducting more thorough 
analysis of best execution and third-party due diligence on broker-dealers.  However, the 
advisers did not make the recommended changes, including instances where the advisers 
indicated that corrective actions were already implemented (e.g., written annual review reports 
stated such actions had already occurred) but the issues identified during the prior annual reviews 
persisted. 

 

 
16  See supra note 4, 68 FR 74723 (such records assist in “identifying weaknesses in the compliance program if violations do 

occur or are uncorrected”). 

https://www.sec.gov/rules/final/ia-2204.htm
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III. Conclusion 
 
In sharing examination observations regarding advisers’ compliance with the annual review 
requirements, the Division encourages advisers to reflect upon their own practices, policies, and 
procedures, and to implement any appropriate modifications to their annual review processes. 
 

 

 
This Risk Alert is intended to highlight for firms risks and issues that Division staff has identified.  
In addition, this Risk Alert describes risks that firms may consider to: (1) assess their supervisory, 
compliance, and/or other risk management systems related to these risks, and (2) make any 
changes, as may be appropriate, to address or strengthen such systems.  Other risks besides those 
described in this Risk Alert may be appropriate to consider, and some issues discussed in this Risk 
Alert may not be relevant to a particular firm’s business.  The adequacy of supervisory, compliance 
and other risk management systems can be determined only with reference to the profile of each 
specific firm and other facts and circumstances. 


