








A Closer Look at Dodd-Frank Wall Street Reform and Consumer Protection Act
Subadvisers’ eligibility for exemptions

The proposed rule states that subadvisers may rely on any exemption if the subadviser
independently meets the requisite criteria. The fact that subadvisers may have contractual
privity only with the primary advisers and not with the private fund (and thus are
functionally advisers to both the fund and the primary adviser) will not prevent the sub-
adviser from meeting exemptions premised on being adviser solely to private funds or
venture capital funds.

Future of “regulation lite” for non-US advisers

Through a series of no-action letters, the SEC staff has taken a relaxed approach
(colloquially known as “regulation lite”) toward certain non-US investment advisers.
Specifically, the SEC has permitted non-US SEC-registered investment advisers to
comply with the Advisers Act only in limited form in connection with its non-US clients,
including non-US private funds in which US persons invest. The SEC confirmed this
traditional approach in its 2004 release adopting a registration requirement for hedge

funds:
“ITWle do not apply most of the substantive provisions of the [Advisers] Act to the non-
US clients of an offshore adviser, and ... the offshore fund would be a non-US client,
[therefore] the substantive provisions of the [Advisers] Act generally would not apply
to the offshore adviser’s dealings with the offshore fund ... The offshore adviser will be
required (unless eligible for an exemption) to register under the [Advisers] Act and to
keep certain books and records as required by our rules, and will remain subject to
examinations by our staff. Other requirements, including the act’s compliance rule,
custody rule, and proxy voting rule, would not apply to the registered offshore
adviser, assuming it has no US clients other than for counting purposes under the

* private adviser exemption. The registered offshore adviser without US clients (other

than for counting purposes) will not be required to adopt a code of ethics but must
retain its access person’s personal securities reports that would otherwise be required
under such a code.”

After the passage of Dodd-Frank, some questions were raised as to the continued
availability of the registration lite regime. While the proposed rules do not directly
address whether or in what form the SEC will continue its registration lite approach, the
proposed rules appear to endorse the registration lite approach several times in the
course of defining the scope of the various exemptions described above. While these
references in the proposed rules appear favorably disposed to continuation of regulation
lite, non-US advisers should continue to monitor the SEC for further guidance on this
point.

Even though exempt from registration, certain exempt advisers
will still have new regulatory obligations

Notably, under the proposed rules, advisers that qualify for the venture capital fund adviser
exemption or the new private adviser exemption would nevertheless be subject to SEC
examination, recordkeeping and reporting requirements. Such advisers are called “exempt
reporting advisers.” Advisers that qualify for the foreign private adviser exemption are not
subject to reporting obligations or to SEC examination.
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Under the proposal, exempt reporting advisers must file and periodically update certain
parts of Form ADV Part 1 (but not Part 2) (under proposed Rule 204-4). This information
would be available on the SEC’s public website, and is intended to assist the SEC in
identifying the funds’ advisers, owners and business models, and to provide information “as
to whether these advisers or their activities might present sufficient concerns as to warrant
our further attention in order to protect their clients, investors, and other market
participants.”

Exempt reporting advisers will be required to fill out the following seven items of Part 1A of
Form ADV:

Item 1: Identifying information

Item 2. C: SEC reporting by exempt reporting advisers

Item 3: Form of organization

Item 6: Other business activities

Item 7: Financial industry affiliations and private fund reporting (as described below)
Item 10: Control persons

Item 11: Disclosure information

Exempt reporting advisers must file their initial Form ADV no later than August 20, 2011.

Like registered advisers, exempt reporting advisers would be required to update the form
filing annually or more frequently as required by the specific items on the form.

While exempt from registration, advisers that qualify for the venture capital fund
adviser exemption or the new private adviser exemption would nevertheless be subject to
SEC examination, recordkeeping and reporting requirements. These are significant
obligations. In particular, exempt advisers would submit annual reports on private
funds advised by the adviser, including information about the basic organizational and
operational information, size of the fund, including gross and net assets, the type of
investment strategy, a breakdown of assets and liabilities held by the fund by GAAP fair
value category, the number and types of investors in the fund, and the identity of

“gatekeepers” for the fund (such as auditors, prime brokers, custodians, administrators
and marketers). _

New disclosure requirements: Amendments to Form ADV Part 1

The SEC is proposing to obtain more information on Form ADV, part 1 in order to enhance
its oversight of investment advisers, by allowing it to have more data with which to assess
risks and discern common business activities. This new information falls into three general
areas:

o Information regarding each private fund that the adviser advises.

« Data relating to an adviser’s business operations, types of clients, employees,
advisory activities, conflicts of interest posed by the types of business practices
they have (i.e., use of affiliated brokers, soft dollar arrangements and compensation for
client referrals). o

o Additional information about advisers’ non-adv1s0ry activities, including their
financial industry affiliations.
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The following is an item-by-item list of the proposed Form ADV Part 1 amendments:

Item 1: requires additional reporting for those advisers with more than $1 billion in AUM
to enable commission to address compensation arrangements for such advisers as
required by Dodd-Frank Section 913(1).

Item 2: changes the “Basis for SEC registration” section to reflect the Dodd-Frank
prohibition on registration for certain midsize advisers with AUM of less than $100
million and exemptions from such prohibition.3

Item 5: requires additional information concerning (among other things) the number of
employees registered as investment advisers and insurance agents; number and type of
clients; and the number of clients that are US persons.

Items 6 and 7: requires additional reporting of related persons, including (among other
things) reporting of related persons that are major swaps participants or swaps dealers
under Dodd-Frank.

Item 7.B.and Schedule D: requires reporting on private funds advised by the adviser,
including information about the basic organizational and operational information, size of
the fund, including gross and net assets, the type of investment strategy, a breakdown of
assets and liabilities held by the fund by GAAP fair value category, the number and types
of investors in the fund, and the identity of “gatekeepers” for the fund (such as auditors,
prime brokers, custodians, administrators and marketers).

Item 8: requires additional reporting of (among other things) compensation received for
referrals and additional reporting concerning soft dollar benefits and whether they
qualify for the safe harbor under Section 28(e).

Other minor technical requirements proposed to assist the SEC in assessing advisers’
compliance risk, including a section relating to disclosure of disciplinary information,
key compliance contacts, and the like.

All information on Form ADV will be public. -

These new filing obligations are significant, particularly for advisers to private funds,
who would file information that would be publicly accessible, concerning:

the size of the fund, including gross and net assets,

the type of investment strategy,

a breakdown of assets and liabilities held by the fund by GAAP fair value category,
the number and types of investors in the fund, and

the identity of “gatekeepers” for the fund (such as auditors, prime brokers,
custodians, administrators and marketers).

Eligibility for registration with the SEC

Dodd-Frank imposed restrictions on advisers that have AUM of between $25 million and
$100 million (called “midsized advisers”). The SEC’s release provides guidance and
proposes rules for these advisers, and is intended to shift responsibility for oversight of
midsize advisers from the SEC to the states. Generally, the proposed rules prohibit
midsized advisers from registering with the SEC if the midsize adviser is regulated or

® All advisers will be required to file an amendment to Form ADV by August 20, 2011, that demonstrates
eligibility for SEC registration in this ltem.
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required to be regulated by the state in which it has its principal office and place of
business, unless the midsize adviser:

« Does not meet the criteria for state registration and examination;

 Has its principal office and place of business in Wyoming (which does not regulate
advisers) or outside the United States;

o Is an adviser (or subadviser) to a registered investment company;

o Is an adviser to a business development company and has at least $25 million of
regulatory assets under management;

o Has some other basis for registering with the SEC; or

» Would be required to register as an investment adviser with 15 or more states.

These rules would effectively transfer primary oversight of a large number of smaller
advisers to the states and allow the SEC to focus its oversight resources on larger
advisory firms. For efficiency and convenience, advisers that would have to register with
more than 15 states may register with the SEC.

Pay-to-play

In response to certain provisions of Dodd-Frank, the proposed rules also include
amendments to the pay-to-play rule. The SEC’s pay-to-play rule, adopted on June 30, 2010,
imposes restrictions on advisers based on the political contributions that investment
advisers and certain of their current and prospective employees make to political officials
who have control over, or the ability to appoint someone to have control over, the
investment decision-making for public pension plans. The SEC proposed:

» To make the new pay-to-play rule4 applicable to foreign private advisers and exempt
reporting advisers;

« To clarify that “covered associates” could include a legal entity that is a general partner
or managing member and not just an individual that holds those positions; and

» To permit those subject to the pay-to-play rule to use “regulated municipal advisers” to
solicit government entities (in addition to other categories of entities permitted to
solicit). :

* Please see PWC's FS Regulatory Brief titled, “Pay to Play September 2010” that can be found at
http://www.pwc.com/us/en/financial-services/regulatory-services/publications/pay-to-play.jhtml
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Non-US advisers: determining whether registration is required

Does the firm, for remuneration, advise others as to the
value of securities or the advisability of investing in,

purchasing or selling securities (includes discretionary — No
- management)?
i Yes 2 2
No registration

Does the firm meet the Foreign Private Adviser requirement
Exemption?
1) No place of business in the US ;
2) Fewer than 15 US clients or investors ‘j
3) Less than $25 million in assets attributable to US clientsand —— Yes

investors

4) Does not hold itself out to U8 investors as an investment
adviser nor advises any Investment Company Act registered

company
i No

Does the firm advise a client that is a US person other than a

private fund? )

((a) A private fund is a fund that would need to be registered — Yes
under the Investment Company Act of 1940 but for 3(c)(1)
or 3(c){?) of that Act

{b) This test is not extended to investors)

| o

Does the firm manage investments from a place of business
in the US?

No l( Yes

Does the firm manage more than $150 million from its US
place of business?
i No

Exempt teporiing advisers

s YOG

Must comply with:

5 1) Record keeping requirement (to be
covered in future SEC release)

2) SEC examination of records

3) reporting requirements (adapted ADV)

Based on SEC Release No. 1A-3111

www.pwcregulatory.com °



While Dodd-Frank will have a significant impact on investment advisers, many
implementatiori issues are currently unclear and are subject to the SEC and other agencies’
rulemaking processes and various statutorily directed studies. PwC will continue to monitor
those developments and provide you with updates, which will be available at

www.pwcregulatory.com.
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Regulatory Trends

Current Proposals




Whistleblower

Date: SEC Proposal on November 3, 2010 under Section 922 of
Dodd-Frank

Summary:

Rewards for voluntary “original information”

Amounts are based on successful enforcement and significance
Awards are 10-30% of total monetary sanctions recovered

Protects Whistleblowers from public exposure and employer reprisals

Considerations:

= Pressure on compliance program to identify violations of securities law
= Review materiality and reporting of issues

= Risk to compliance program

= Increase of meritless claims

= Elevated regulatory scrutiny with whistleblower activity



Credit Ratings

Date: Effective July 21, 2011, Dodd-Frank eliminates references in
federal laws, on March 2, 2011 the SEC proposes rule amendments to
Rule 2a-7, 5b-3 and Form N-MFP

Summary:

= Changes to credit rating references to include a substitution or rating with a
creditworthiness standard

= Impacts for Rule 2a-7 include Board reporting and approval processes

= Reports under Forms N1-A, N-2 and N-MFP are updated altered to remove
references to credit ratings

Considerations:

= Review of credit processes, documentation and monitoring
= |Involvement of Board and reporting

= Refine reporting and disclosure

= Potentially confusing to shareholders



Regulation of OTC Derivatives

Date: Various Proposals and Interim Rules mandated by Dodd Frank

Summary:

= Establishes a new framework for the regulation of over-the-counter derivative
transactions

= Requires new reporting for many previously unregulated transactions
= Mandates certain swap-market participants to register with the SEC or CFTC

= Impacts CFTC 4.5 trading practices by changing exemptions, including the
hedging definition

Considerations:

= Review of processes and increased monitoring to determine bona-fide hedging
= Scope of derivative products and use, including disclosure and marketing

= Evaluate registration requirements as a CPO (Commodity Pool Operator)

= Evaluate Board considerations and reporting



Incentive Based Compensation

Date: Joint proposal by SEC, FDIC, OCC, FRB, OTS, NCUA and FHFA, in
March 2011

Summary:

= Requires Financial Institutions to disclose the structure of incentive-based
compensation practices

= Would not apply to Financial Institutions with assets less than $1 billion
= Additional requirements for Financial Institutions over $50 billion

= Prohibits arrangements that encourage inappropriate risks

= Requires policies and procedures and Board approval

Considerations:

= Develop additional policies and reporting

= Review compliance involvement

= Determine the “risk appetite”

= Understand and structure appropriate Board involvement



Other Proposals

12b-2

The proposal would allow the continued use of fund assets for
marketing expenses, but would impose specified limits on such
“marketing and service” fees.

FASB/IASB Balance
Sheet Offsetting Rule

Requirement to offset assets and liabilities only when the entity has
both an unconditional and legally enforceable right of setoff and
intention to settle the asset and liability on a net basis or
simultaneously.

Form ADV The proposed changes require advisers to provide expanded data
about advisory businesses, private funds advised, and other non-
advisory activities.

Fiduciary Standard The DOL proposed to revise an existing rule on when a person will

be considered to be a fiduciary under ERISA by providing investment
advice.

Municipal Securities

Dodd-Frank imposes new requirements on municipal securities. New
proposals include additional SEC registration and MSRB Pay to Play
requirements. Generally, advisors to pooled vehicles are exempted




Other Proposals

Research Disclosure FINRA proposed a disclosure rule for debt research similar to
disclosure of equity research and would increase requirements for
retail and institutional investors.

Systemically Important The FSOC published proposed rules that would, if adopted, establish
a framework for the FSOC in making a determination of whether a
non-bank financial company was systemically important, thus
creating additional oversight.

Target Date The SEC and the DOL have proposed additional disclosure
requirements for target date funds intended to enhance
understanding and transparency.




Regulatory Trends

Current Rules and Amendments




Pay-to-Play

Date: SEC Adopted Rule 206(4)-5 on July 1, 2010, compliance date of
March 14, 2011 generally, with some exceptions extended to
September 13, 2011 including mutual funds, prohibition on
solicitations and maintaining a listing of government entities

Summary:

= Seeks to curtail advisors ability to utilize political contributions to influence
government officials in hiring investment advisors

= Requires procedures to monitor contributions and payments to elected officials
that may influence awarding contracts for government investment accounts

= Imposes additional recordkeeping requirements
= |Imparts a ban on third parties hired to solicit governmental entities

Considerations:

= Define “Covered Associates”

= Track and monitor for two-year look back

= Refine required compliance monitoring

= Resolve Intermediary / Omnibus Accounts

= Understand and monitor Sub-Advisor relationships



ADV Part 2

Date: Effective October 12, 2010, Compliance date for an adviser with a
year end of December 31 the filing is 90 days after year end. The
advisor must deliver a new Part 2 to existing clients within 60 days of
the amendment

Summary:
= Implements an entirely narrative format to Part 2A

= Describes the nature of various conflicts of interest, but also how the advisor
addresses such conflicts

= Requires annual electronic filing with the SEC and delivering a summary of
updates annually to clients

= Includes a Brochure supplement (Part 2B) for each supervised person

Considerations:

= Evaluate the plain English format

= Formalize processes to identify and address conflicts
= Quantify soft dollar benefits (proposed)

= Review privacy disclosure options

= Finalize brochure supplement delivery and structure



Money Market Amendments

Date: SEC Amendments Adopted February 23, 2010, compliance dates
range from May 2010 to October 2011

Summary:
= Tightens risk-limiting conditions for Money Market Funds
= Reduce the maximum weighted average maturity
= Impose a maximum weighted average life
= Improve quality of portfolio securities
= Adopt stress testing
= Requires funds to report holdings monthly
= Permits a fund to suspend redemptions for breaking the buck
= Limits collateral
= Amends Rule 17a-9 to expand ability to purchase portfolio securities

Considerations:

= Prepare for additional reporting and analysis
= Determine additional compliance monitoring
= Evaluate operational preparedness



Registration of Private Funds

Date: SEC Amendments Effective July 2010, Effective dates for July 21,
2011 for reporting and other provisions

Summary:

= Requires registration of private funds with greater than or equal to $100,000
AUM with the SEC

= Includes some exceptions related to venture capital funds and narrowly
defined foreign private advisers

= Rescinds the exemption under Section 203(b)(3) for fewer than 15 clients
= Implements reporting under proposed Form PF
= Changes to accredited investor definition

Considerations:

= Evaluate regulation and reach to non-registered funds
= Understand additional reporting of funds

= Prepare for complexity of Form PF

= Understand grandfathering of accredited investors

= Potential increase to state registrations



Other Rules/Amendments

Asset-Backed
Securities

Dodd-Frank eliminates the exemption for asset-based securities (ABS)
from registration and authorizes the SEC to adopt rules for a
registration framework. The SEC adopted rules related to
representations and warranties regarding the loans underlying the ABS.
Another rule requires a review of the assets underlying the ABS by the
issuer for a third party. There is also a proposal that would require
sponsors to retain 5% of the credit risk for each class of ABS issued.

Cost Basis Accounting

The Internal Revenue Service (“IRS”) and Treasury Department
released final regulations implementing cost basis and other information
reporting requirements for brokers, including mutual funds.

Custody

The Rule applies to Investment Advisors under the 1940 Act. Advisors
must ensure compliance for client funds and securities for which it is
deemed to have custody.

FATCA

The Act aims to ensure U.S. persons with financial assets outside the
U.S. are paying U.S taxes. Withholding will be required on U.S.
sourced payments to foreign institutions that do not comply with IRS
reporting requirements after December 31, 2012.

FBAR

The Rule requires reporting by Foreign Banks and Foreign Accounts
(FBAR) by June 30, 2011, which may impact some foreign funds and
advisors.




Other Rules/Amendments

FCPA and UK Act

The UK Act creates new rules restricting offering or receiving a bribe,
bribery of foreign public officials, and a corporate offense of failure to
prevent a bribe being paid on an organization's behalf.

Proxy Access

The rules are intended to give greater access to issuer’s proxy
materials. Although adopted in August 2010, the SEC'’s rules were
challenged and the SEC stayed the effectiveness of the rules pending
resolution of litigation.

RIC Modernization Act

The Act clarifies tax laws affecting RIC's, modifies or eliminates various
special tax rules that are out of date and reduces administrative
burdens and effects of certain tax rules.

Say on Pay Institutional managers are subject to Section 13(f) and will be required
to disclose executive compensation votes at least annually on Form N-
PX.

Social Media FINRA adopted new guidance in January 2010 regarding social media
recordkeeping, suitability, and supervisory requirements.

Volcker Rule The Rule prohibits proprietary trading and restricts sponsoring of or

investing in hedge funds and private funds by banks, bank holding
companies and affiliates.




Regulatory Trends

Impact to Compliance Programs
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Wells Fargo Funds Management, LLC, a wholly owned subsidiary of Wells Fargo & Company, provides investment

advisory and administrative services for Wells Fargo Advantage Funds®. Other affiliates of Wells Fargo & Company

provide subadvisory and other services for the funds. The funds are distributed by Wells Fargo Funds Distributor,
LLC, Member FINRA/SIPC, an affiliate of Wells Fargo & Company. 202585-0511
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