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SEC Adjusts Thresholds for ‘Qualified Client’ Status –  
Effective Aug. 15, 2016 
 
 
As it signaled its intent in May (notice available here), on June 14, 2016, the Securities and Exchange Commission (the 
Commission) issued an Order (available here) adjusting the net worth threshold for qualification as a “qualified client” 
under Rule 205-3 under the Investment Advisers Act of 1940, as amended (the Advisers Act). That Rule (available here) 
exempts a registered investment adviser (and its affiliates) from the prohibition against charging capital gains-based fees 
as long as the client being charged the fee is a “qualified client.”  Such fees include, for example, carried interest and/or 
promote interest payments and, in the context of certain private funds (including many hedge funds, private equity funds, 
venture capital funds and real estate funds, among others), each investor may be considered a “client” needing to meet 
the threshold of being a “qualified client.” Presently, a “qualified client” includes a person that has at least $1,000,000 in 
assets under management of the investment adviser (the AUM test) as well as a person with a net worth of more than 
$2,000,000 (the net worth test).  

The 2010 Dodd-Frank Act requires, commencing in 2011, that the Commission review these thresholds every five years 
and, if necessary, make adjustments for inflation (in $100,000 increments).  Following the most recent review, the 
Commission left the AUM test unchanged, but is raising the threshold for the net worth test to $2,100,000.  This change is 
effective Aug. 15, 2016.  The Order states that, subject to the transition rules incorporated into Rule 205-3 itself, the 
adjustment will not apply retroactively to contractual relationships entered into prior to the effective date. 

The change in the threshold for the net worth test should not impact already-existing client relationships or funds that 
have or will have had their final closings prior to Aug. 15, 2016. Registered investment advisers who charge capital gains-
based fees, and particularly investment advisers sponsoring or otherwise affiliated with private fund offerings that 
anticipate holding one or more closings on or after Aug. 15, 2016, should consult with their counsel or their Greenberg  

http://www.sec.gov/rules/other/2016/ia-4388.pdf
http://www.sec.gov/rules/other/2016/ia-4421.pdf
http://www.ecfr.gov/cgi-bin/text-idx?SID=ad40c634c821ee719594b418ecde02b2&mc=true&node=se17.4.275_1205_63&rgn=div8
http://emailcc.com/collect/click.aspx?u=/G1GTPto3VVLC30eSRpSUrtJmQkbeeM+&rh=ff002029671e2f4f9bbe64e7294b80755d11019d
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Traurig attorney assisting them with regulatory and/or fund formation matters now to begin the process of updating the 
necessary documentation and compliance procedures. 

This GT Alert was prepared by Richard M. Cutshall. Questions about this information can be directed to:  
 

> Richard M. Cutshall | +1 312.476.5121 | cutshallr@gtlaw.com  
> Or your Greenberg Traurig attorney 
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This Greenberg Traurig Client Advisory is issued for informational purposes only and is not intended to be construed or used as general 
legal advice nor as a solicitation of any type. Please contact the author(s) or your Greenberg Traurig contact if you have questions 
regarding the currency of this information. The hiring of a lawyer is an important decision. Before you decide, ask for written 
information about the lawyer's legal qualifications and experience. Greenberg Traurig is a service mark and trade name of Greenberg 
Traurig, LLP and Greenberg Traurig, P.A. ¬Greenberg Traurig’s Berlin office is operated by Greenberg Traurig Germany, an affiliate of 
Greenberg Traurig, P.A. and Greenberg Traurig, LLP. ¯ Berlin - GT Restructuring is operated by Köhler-Ma Geiser Partnerschaft 
Rechtsanwälte, Insolvenzverwalter. *Operates as Greenberg Traurig Maher LLP. **Greenberg Traurig is not responsible for any legal or 
other services rendered by attorneys employed by the strategic alliance firms. +Greenberg Traurig's Mexico City office is operated by 
Greenberg Traurig, S.C., an affiliate of Greenberg Traurig, P.A. and Greenberg Traurig, LLP. ∞Operates as Greenberg Traurig LLP 
Foreign Legal Consultant Office. ^Greenberg Traurig's Tel Aviv office is a branch of Greenberg Traurig, P.A., Florida, USA. ¤Greenberg 
Traurig Tokyo Law Offices are operated by GT Tokyo Horitsu Jimusho, an affiliate of Greenberg Traurig, P.A. and Greenberg Traurig, 
LLP. ~Greenberg Traurig's Warsaw office is operated by Greenberg Traurig Grzesiak sp.k., an affiliate of Greenberg Traurig, P.A. and 
Greenberg Traurig, LLP. Certain partners in Greenberg Traurig Grzesiak sp.k. are also shareholders in Greenberg Traurig, P.A. Images in 
this advertisement do not depict Greenberg Traurig attorneys, clients, staff or facilities. No aspect of this advertisement has been 
approved by the Supreme Court of New Jersey. ©2016 Greenberg Traurig, LLP. All rights reserved. 

 

    
 


