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More of the same on these pieces too:
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3. REVENUE MODELS
There's one thing to

understand about
millennials: they are I've written before that there is a movement from commissions to fees, which is

skeptical about any accelerating, due to the impact of the Department of Labor's rule. In the fee-compensated
professional’s ability to

community, we're slowly experiencing a similar shift from charging based on assets under
beat the market.

management to retainer fees.

Why? First, and most important, because millennial clients prefer paying that way. Second,
and nearly as important, retainers are the only way you can charge people who haven't yet
accumulated assets but have sufficient cash flow to pay you to help them become wealthy.
Finally, and most controversially, retainers come with fewer conflicts of interest than the
AUM model.

Veres: Why the AUM Fee Is Toast
Watch your tongue: Terms that help — and hurt — the planning profession

Advisers ignore these trends at their peril

Some readers will want to argue. But | can tell you that I've talked with hundreds of advisers
who switched from commissions to fees, and they all, in one way or another, told me that it
was like a lightbulb going off, how they suddenly realized how much more free they felt to
give advice in their clients' best interests. When | talk with advisers who have shifted from

an AUM to a retainer model, | hear them saying exactly the same thing.

Many of you are going to experience this sense of freedom and realization of past conflicts

at some point in your careers. Why not go ahead and get it over with?
COMPREHENSIVE SOLUTION

So how, exactly, can you adapt to these overlapping drivers of rapid change in our

profession? Believe it or not, there is a comprehensive solution that covers all bases.

€D Let's start with a caveat. If you're a successful founder of a planning firm, you should not be

This advice, taken

together, will open up the person who maps out how you're going to respond to new technology, new clients and a

new revenue model
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Broker-dealer works to enhance systems to get over latest
compliance hurdle REGISTER TODAY
FOR $475

May 13-14,2013
Westin Chicago River North  Chicago, IL

By Bruce Kelly
Apr 26, 2013 @ 1:14 pm (Updated 3:58 pm) EST 1 3 Shares

Print E-mail  Order Reprints

Sometime this quarter, LPL Financial LLC expects

this quarter, P MOST POPULAR
to settle with the Financial Industry Regulatory
Authority Inc. a matter related to broker and

. . . Most Commented
adviser e-mail surveillance.
1. That was quick: Gold back as traders turn
The broker-dealer's chief executive, Mark Casady, decidedly bullish
highlighted the e-mail surveillance issue yesterday in a call with Wall Street analysts 2. Advisers stung by ‘Frontline’ attack

who cover the company. The concern comes on the heels of two other recent
3. Stifel turns tables on Wells Fargo with

settlements LPL has had with regulators, one over sales of nontraded real estate . . v
o 'scorched eartl
6:53 PM
) )

4/28/2013
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investment trusts and the other over the timely distribution of mutual fund
prospectuses. 4. The man who would question Buffett is
nervous
“Turning to the regulatory environment, we self-reported a matter related to e-mail 5. LPL set to settle with Finra over e-mail
surveillance and production to our principle regulator in 2011,” Mr. Casady said. tracking
“Since then, we have been working to implement enhancements to our supervisory
systems and procedures related to these e-mail issues,” he said. The discussions with
Finra also involve the resolution of potential rule violations, Mr. Casady said, with the A
belief that the company will settle the matter by the end of June. ‘FB.A.NrKALLI ’.‘ *skulelqALEE
LPL spokeswoman Betsy Weinberger
was not immediately available for Prospectus
comment. Associated Risks
succession "
With more than 13,000 affiliated reps
and advisers, LPL is the largest
independent-contractor broker-dealer,
but broker-dealers of all stripes have had
varied levels of success in putting in
place systems that properly supervise @IN WIRE
rep and adviser e-mails.
Frederick P. Gabriel Apr 28 03:45PM v

5 Libraries 6:53 PM
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The e-mail supervision issue is the latest compliance hurdle for LPL. E, Internet tax puts advisers in cross hairs
http://t.co/LEZDZXGqGV

In February, the Massachusetts Securities Division hit the company with a $500,000

administrative fine over the sale of nontraded REITs, which involved investors who Davis Janowski Apr 28 03:17PM

bought shares of several different REITs in violation of state limitations, as well as the RT @paladinregistry: Are #Financial

#Planners also Financial #Advisors?

company's own rules and procedures. Massachusetts also required LPL to set aside
#finance #samebutdifferent http://t.co/TXtBicPSJu

$2 million for potential restitution to investors who bought shares of the REITs.

In its consent order with Massachusetts regulators, LPL admitted to a series of
guiators, _ _ TOP PRODUCERS
statements of fact around sale of the REITs but neither admitted nor denied

allegations of insufficient training and oversight of sales of nontraded REITs, as well
o » Ranked by reps producing $100K-$499K
as alleged violations of securities laws.

Top 5 Firms

And at the end of last year, Finra fined LPL for failing to maintain supervisory systems 1. LPL Financial LLC

and written procedures to ensure the delivery of mutual fund prospectuses. The firm
B " R N N 2. Raymond James Financial Services Inc.
consented without admitting or denying to Finra's findings.

3. Axa Advisors LLC

4. Commonwealth Financial Network
Bruce Kelly = Email | @twitter | Linkedin | Google

5. Wells Fargo Advisors Financial Network
Bruce Kelly covers the securities industry, with a focus on independent broker-

dealers; please contact him if you have news, information or industry scuttlebutt to

==

discuss.

3 PM
iy 4/28/2013
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Wall Street Wage Fight

Halah Touryalai May 1, 2006

o commenTs 1)

o | [ snare| wweet  EReconmend

A labor lawyer, armed with depression era law that was originally intended to protect blue-collar workers, is
threatening Wall Street's age old compensation structure. Do you deserve to be paid overtime? Sick of
paying your assistants salary?

Chances are you've never heard of Mark Thierman. But, then that’s not
surprising: He's a labor lawyer based in Reno, Nev., of all places. He has settled some
pretty big cases, though. In 2002, Thierman took on Starbucks in California, forcing the
coffee chain to pay managers and assistant managers overtime, a policy the firm
eventually took nationwide. He's fought similar cases against Hollywood Video,
Eridgestone/ Firestone, Pacific Bell and Foot Locker, to name a few. 45 a result of
Thierman's legal actions, each company settled rather than litigate, paying millions and
implementing changes in the way it compensates employees.

£ind now this labor lawyer — who, for an adult, has an unusually keen interest in Star
Wars movies — has set his eyes on Wall Street. Specifically, Thierman reckons your firm
rmay owe you around $30,000, and perhaps more, in unpaid overtime compensation.
‘That's right. If you are now working as a registered rep (or have worked as one in the last
few years) and are paid only on the commissions you generate, you are being illegally
denied overtime pay in direct violation of federal law, Thierman says. Not only that, but
Thierman argues that reps are being forced — illegally — to pay their sales assistants’
salaries. #nd his suits may force broker/dealers to quit charging reps for trading errors.

In short, Mark Thierman — a guy who named his dog Yoda and drives an SUV bearing
an Obi-Wan vanity license plate — may actually force firms to change the way registered
reps are compensated. By applying a landmark, Depression-era labor law to the
brokerage business, he has settled class-action suits against two wirehouse firms in
California already. nd, in a third case, UBS paid $89 million to settle nationally. UBS

witrnts et s the mottlarnnt bt cassane usith o ansladen o tha sttt s that

Hot Topics

Trusts & Estates Plus

Photo Galleries

RiAs Advisor Trend Manitar
IBDs The Advisor Forums
Wirehouse AdvisorBenchmarking

Estate Planning

Resaurce Netwark

Advertzament

THE HOUSING MARKET
IS MOVING IN THE RIGHT
DIRECTION...

On the Road

Wealthianagement com [FYTPYTET T
will be on the road at the [T Pk
.

IMCA 2013 Annual
Conference from April 28

- May 1, 2013, in Seattle
Washington. Keep Up

with all of the latest news

and information from the conference.

The Benefis of Being Fast

i Ertor an page,

T e | L —

| 2 untited - Notepad

[ @ [ [@memet

|[@ tabor tawyer Threat.

WE savan




image101.png
ith Lawsui

Labor Lawyer Threatens Wall Street | Archive content from WealthManagement.com - Internet Explorer, optimized for =18 x|
&) 1] X[ rep fimeattmoncgemes.comforctvel sesr-wone e (> [Fens ol

Ele Edt View Favortes Toos Help

i Favorites
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won't cornrnent on the settlernent, but sources with knowledge of the settlerent say that o
changes to s compensation systern “are in the works.” The Father of Fuures
Thierman is now bringing his legal campaign east, with about 35 more class-action BorziHints at Exemptions to DOL Fduciary Rule

lawsuits, including some in New York, New Jersey and Pennsylvania. The list includes
nearly every firm you'd expect, and then some: 4.G. Edwards, Bear Stearns, Merrill
Lynch, Morgan Stanley, Smith Barney, Edward Jones, Wachovia Securities and Resource Network Updates
Raymond James & Associates. Thierman estimates that the suits represent about
100,000 brokers, past and present.

Thierman's argument, 4f correct, would raise serious issues” on compensation practices
“at all financial institutions” in the country, says Philip Berkowitz, an employment lawyer
who represents financial institutions at Nizon Peabody in New York. Berkowitz disagrees
with Thierman's argument; and the brokerage firms deny they're compensation
programs are illegal or that they violate the Fair Labor Standards Act of 1938,

Cutler Investment Group

The stakes are high, which is why labor lawyers interviewed say settling is oten thesafest |
iary Twil

(cheapest) route for firms to take. Indeed, litigating and losing compensation class-action

cases, such as Thierman's, can “quickly climb into the hundreds of millions” for one SDTC's Website

cormpany alone, says Lori Baver, of law firm Jackson Lewis, which represents

rnanagerment in labor disputes. Federal law stipulates that if the employer is found guilty Inva Capital
of withholding overtime “willfully,” the amount owed is automatically doubled. Thisrman  pssor partners
estimates that, all in, he could collect for his clients as much as $2 billion in back pay and
:
damages if he were to win in court. (He says held personally eam about § percent to 6

percent of that, after paying other lawyers.)
Advatisement

Like a Doctor? Not

At the heart of this battle is the answer to a seerningly simple question: Are brokers
exempt from the Fair Labor Standards Act of 1938 or not? The answer to that is based on
various tests. Does your work as a registered rep require you to have “advanced
knowledge?” Do you exercise discretion and independent judgment? Do you manage
others? Suuch “white collar” duties are usually enough to exerpt workers from The Fair
Tahor Standards Act. The F1LSA. as it is known. was nassed bv Consress back in 102f to

i rrorompase, -2
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others? Such “white collar” duties are usually enough to exempt workers from The Fair
Labor Standards ct. The FLSA, as it is known, was passed by Congress back in 1938 to
protect low-paid, unskilled workers from being abused by their employers. It stipulates
that non-ezemnpt workers must be paid a weekly salary averaging not less than $455. And
it guarantees that such workers receive overtime pay of time-and-a-half of their regular
rates of pay for working more than 40 hours a week. The law is cornplicated, and has
been tweaked (badly, some say) over the years in atternpt to keep it up-to-date. There are
several “exemptions” to the law, (broadly divided in to thres types: professional,
administrative and exeoutive), and people who make lots of money ($100,000 and up)
are among those exernpted. Stockbrokers have always been listed as exempt by their
ernplogers under the administrative section — disqualifying them from receiving overtime
compensation. But Thisrman is arguing that stockbrokers are simple salespeople because
they work on commission, they do not recsive the salary that the FLSA stipulates. If that
ic trute, as far as labor law is concerned, stockbrokers are not the “professionals” they
consider themselves to be, Thierman says, but would be regarded as hourly workers. Also
25 2 part of these cases, Thisrman argues that deductions for bad trades and sales
assistants are illegal under various state and federal wage laws.

‘The consequences of all this? “Stockbrokers would be required to keep records of the time
they work, including all of their breaks, and be paid by the hour for each overtime hour
worked,” said lawyers representing the Securities Industry Association in a prepared
staternent. Worse, their firms would have to “treat brokers like hourly workers and
control the hours they work.”

In an emailed staternent, SI4 lawyers at Morgan Lewis & Bockius added, “The current
wave of broker wage/hour litigation is brought by opportunistic lawyers who are
attacking the way stockbrokers have been legally compensated for decades.” They
conclude, “I is inconceivable that this would be in the best interest of the vast majority of
brokers.” Indeed, 2 handful of reps contacted on this issue by this magazine reacted quite
harshly to the idea that they were not professionals and should recsive overtime.

But events already seern to be going Thisrman's way. Well, that is to say, Thierman has
already settled cases on overtime and unlawful deductions with UBS. Merrill Lynch and

Latest Forums Topics

NOW ON
OUR FORUMS

“Do firms check U's when
hiring?'

Read More
More Topics

RIA" Municipal Research
For those RIAs with an exposure o, o a postion in, he.
muicipal market where o you obtain your
research?..More

Cold Calling Today: The Process
Hial, I have recenty retumect o production after
warking inthe home offce for seversl years. | am with
e of the mafor wirshouses on the Wt Coas, | am
staring from Scrstch (other then a few old relatonships)
in & brant new oty and ot associated with 2 team. | am
rebuiding my book by col caling. | am maily caling
resicertias, bu ming n some execs i the morring. |
have not had much uck ficing peers that are growing =
business from cald callng. . More

Most Recent Blogs & Columns

i Ertor an page,

T e | L —

| 2 untited - Notepad

|[@ tabor tawyer Threat.

T @[ (@ memer

WE savan




image103.png
Labor Lawyer Threatens Wall Street

ith Lawsuit | Archive content from WealthManagement.com - Internet Explorer,

=181]

&) 1] X[ rep fimeattmoncgemes.comforctvel sesr-wone e (> [Fens ol
Bl Edt Gew Favortes Took e
e Favortes

Morgan Stanley, who curnulatively ponied up more than $165 million rather than litigate
class-action suits in labor-friendly California. (UBS settled nationally.) But that doesn't
rmean the firms will continue to settle. The SLA appears to be fixing for a fight, saying the
suits are “contrary to the very purposes of the law,” which, again, was designed to help
the lowest-income workers. The SIA' lawyers further state that, “For decades,
regulations and guidance issued by the U.S. Department of Labor have made clear that
stockbrokers are exempt from the provisions of the FLSA.” SIA lawyers cite an Opinion
Letter from the Labor Department in 1994 and amendments to the law in 2004, which
“do not change older versions' application of the exemption to ‘a customer's man in

brokerage house’”
Costly Settlements?

‘The complaints based on the FLSA will sound familiar to any rep. Take the case of Linda
Garett, a former Morgan Stanley broker. Garett says in her complaint that her firm was
illegally deducting from her paycheck in order to pay for, among other things, her sales
assistant’s salary. Then there is Ken Burns, a former Merrill Lynch stockbroker, who
claims he was routinely required to work over 4o hours per week without recsiving any
overtime compensation. Lastly, there is the case of Joseph Glass, a former UBS
stockbroker, who says menetary losses as the result of trading errors were illegally taken
out of his pay. (Many plaintiffs contacted declined to be interviewsd for this story, some
for fear of retribution from their current firms.)

Until Thierman showed up, few lawyers in their right minds would have taken those
cases. But Thierman made a “discovery” in the law that has helped him begin a crusade
against brokerage firms — and that, in the process, could make him a very rich man. It
all began in January 2004, when Thisrman was defending a mortgage broker who was
being sued by her former firm for taking clients with her when she left, which is llegal in
California, Thisrman says. After researching his case, Thierman defended the woman by
countersuing the mortgage company, charging that under The Fair Labor Standards Act,
the mortgage company actually owed her overtime pay. Thierman even acknowladges
that he was just looking for something, anything, to help his client, and so he applied the
statute to a white-collar emolovment disoute. a rather unconventional use of the law. The

BLOG  APR.29,2013
1PA Rolls Out New
Valuation System for
REITS

Inamaveta increase.
transparency, rade group
P ntroduces the frst incustry-wids valuation guiieine.
for nonlited REIT...ore

BLOG  APR.25,2013
LPL, Raymond James
Report Lackluster
Recruiting Quarter
Incependent brokeridester
LPL Finencial and
Reymond dames had  lackuster frst ouarter for
resruting advisors...More.

Browse Blogs Browse Calumns

Market Data

=

Symbol Lookup Recert Quctes

Symb

Financial Services Company Watch List

DJIA 1481875 - 0 (0.00%)
8P 500 159361 - 0 (0.00%)
NASDAQ 3307.01975 - 0 (0.00%)

Maket index valuss delayad 15 min

Newsletter Signup.

Signup to receive our free newsletters

¥ Practice Management Letter - (Uorhi/)
View Sample

%' The Management Letter - (bonthi) View

i Ertor an page,

T e | L —

| 2 untited - Notepad

Samile
0 @[ [@memer

|[@ tabor tawyer Threat.

W@ q0an




image104.png
Labor Lawyer Threatens Wall Street With Lawsuit | Archive content from WealthManagement.com - Internet Explorer,

=181]

GO (][ XE ootz e v e

Ele Edt View Favortes Toos Help

U Favortes

strategy worked, and his client's former firm dramatically reduced the amount they were
demnanding from her.

‘The inspiration to apply this law to the securities industry did not come from some
ideological fire burning within Thierman, but from a friend's question. In April 2004,
Thierman published an article in The California Labor and Employment Law Review
explaining why mortgage originators and underwriters are entitled to overtime
compensation. After reading the piece, a friend and fellow labor lawyer, who had been
approached by reps complaining about pay deductions, asked Thisrman if the same
theory used for the mortgage cormpany employes case could be applied to stockbrokers.
Thierman hadn't thought about it before, but, “I told him, ‘Sure, T don't see why not,”
Thierman recalls. And, voila, just three months later, on July 12, 2004, with Garett as the
lead plaintiff, Thierman filed suit against Morgan Stanley in California for illegally
withholding overtime pay and docking brokers' pay. The firm settled in March for $42.5
million.

Merrill Lynch settled a similar suit, coughing up $37 million last summer to Ken Burns
and the class of brokers he represented. And, in February 2006, UBS chose to settle
nationally rather than go state-by-state and agreed to pay $89 million to its brokers,
including Joseph Glass. Most named firms are facing between two and five separate clacs
“action suits regarding overtime.

Nizon Peabody's Berkowitz disagrees with Thierman's view that stockbrokers are
necessarily covered by the FLSA. Via email to Rep. editors, Berkowitz says, “The idea that
stockbrokers and other financial professionals are equivalent to factory workers is
ridioulous.” Further, Berkowitz says that the FLSA regulations were amended in 2004 to
provide an explicit exemption for financial-services employees. Barkowitz says the FLSA's
administrative exernption “specifically applies to employees in the financial industry
whose work includes analyzing customer information and determining which financial
products meet the customer's needs and circurnstances.” However, it does not appear to
exempt financial ermployees whose primary duty is simply selling financial products
without undertaking any customer analysis.
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Why aren't reps exempt under the so-called “highly compensated” employees standard?
It's “the one stickler,” Berkowitz says: To be qualified for that, “stockbrokers need to

receive their compensation on a salary basis at a rate of at least $455 per week.” “If the
stockbroker is compensated solely on a commission basis, then the exemptions probably
don't apply. But not all of the compensation needs to be in the form of  salary. To mest

the ‘highly compensated’ exemption, the compensation can be a combination of salary
and nondiseretionary commissions or bonuses.”

Ho doubt sorme jaws drop at the thought of giving reps overtime pay that is usually
associated with hourly wager earners, such as assernbly-line workers. Reps thernselves
are even shocked by the idea. One broker at Morgan Stanley, says, “Overtime for brokers
seerns ludicrous to me. Our jobs are very entrepreneurial; if you work very hard for very
long hours you can make a lot of money. It's just not a nine-to-five job.”

4 Smith Bamey broker says the long hours are a “right of passage” in the industry.
“Working 60 hours is not all that unusual. It's just the way things are. New guys are
doing cold calls and working 60 or 70 hours a week, and the established brokers are
werking 10 hours and vacationing in Jamaica. It's an accepted thing”

4 Wachovia rep echoes the same response but, on hearing Merrill's settlement, adds, “It
rmade me say, ‘We have to rewrite something or get the industry to help change the law’.”
This i a broker saying this.

Thierman, the Apostate

Ammazingly, its  legal argument that no one had applied to stockbrokers until now (the
argument has been used by journalists seeking overtime pay and others, too). And it just
as amazing that it was Mark Thierman who happened to expose the “injustice.” Twenty-
two years after graduating with a law degree from Harvard, Thierman, 54, practiced
laber law — for management. “I call it working for the ‘dark side’,” he says. But in 1006,
Thierman made the switch to the employes side of labor law, when his wife, an actuary
ernployed by Pacific Bell, was affected by a labor issue. He won the case against Pacific
Bell, and would eventually win more million-dellar cases. “Employrment labor law s just

B v st rid Lasi — e s Attt chiat 2t hor sl i tho mideor

& Eor anpage. [ @ [ [@nternet
1 start| () Inbox - Outook Express | 5] more_on_why_you sho... | [] Mcrosoft FrontPage - Ci.. | [0 Untiied - Notepad |[@ tabor tawyer Threat. @ sa0am





image106.png
ith Lawsui

Labor Lawyer Threatens Wall Street | Archive content from WealthManagement.com - Internet Explorer, =18 x|
&) 1] X[ rep fimeattmoncgemes.comforctvel sesr-wone e (> [Fens ol

Ele Edt View Favortes Toos Help

U Favortes

Bell, and would eventually win more million-dellar cases. “Employrment labor law s just
as fun s management-side law — and you don't get shot at by workers in the picket
line” he jokes.

He seerns to be enjoying the change in sides. He works from a horne office, keeping track
of his cases with erasable white-boards that are filled to capacity with a list of color-coded
case names. He seems at ease, not wound tight ke many lawyers with so rmuch on the
line. Perhaps it is the confidence he has in his argument — or maybe it's the peaceful
valley of the Sierra Nevada Mountains that surrounds his home. Even his black Labrador,
Yoda, rests calmly in the corner of his book-cased office. Thierman says he gets to the
office at around 10 a.m., answers emails and voicernails, has lunch (“lunch is very
important,” he saye), takes a nap and then begins his “real” workday. “But I'm also
usually awake until two or three in the morning doing my work,” he says.

Estcept for two houses within walking distance of each other on his thres acres of land in
Reno and the Harvard and New York University degrees hanging on his wall behind his
desk, nothing about Thierman shouits “big-time labor lawyer.” His bookeases are filled
with the typical law reference books, family photos and some Star Wars memorabilia,
including a life-sized cardboard cutout of Darth Vader that hangs behind his docr. His
rmodest appearance is mirrored in his self-deprecating answers to questions, like how he
rmanaged to apply a law that no one thought applied to reps: “Maybe I'm just stupid
enough to test stuff that everyone else sees as standard. My defense lawyer friends say,
“Mark, this is crazy but you're right.”

It's Not Just About the Overtime

‘The overtime aspect of these suits are certainly getting the most attention, but what reps
involved in the cases are most frustrated with is not the hours they weren't paid for (in
rmost cases, they had no idea they were entitled to overtime). Instead, it' the deductions
from gross earnings that they seek relief from. “What brings brokers in are the little
things at work that really annoy the heck out of them. The guys don't come because they
worked overtime. The brokers hate things like the trading errors they are charged for,”
‘Thierman says. Trading errors ocour when a broker executes an incorrect order for a
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;’:'r’:gt"r":,:; y';u‘;‘;;‘:m,s a service model where they can help their peers become financially successful — just as you
advice. did with people your own age back in the day. Let them develop @ way to charge these

people, via retainers or a monthly fee deducted from the clients' credit cards, and turn them

loose to bring in the clients of the future.

The service model will involve leveraging not only the
Guide Breaking online advice platforms, but also all the new intelligent

down ﬁdllCIﬂl‘Y features being built into our professional software. This
process will lower the human costs of working with these
This one-pager breaks down unwealthy clients to a point where they become
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could greatly expand your client base with people who
will become, with patience and guidance, ideal clients for

any financial planning firm.

Yes, this is a whole heap of change for you to endure at a time when you're going to have to
learn a new tax regime and adapt to shifts in the regulatory environment. The good news is
that you aren't going to have map out this comprehensive solution to the trends of the

future. Let that be the responsibility of your successors. You're giving them the green light to

build the firm that they would want to inherit 10 or 20 years down the road.
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‘Thierman says. Trading errors ocour when a broker executes an incorrect order for a
client. If money s lost upon correction of the error, it is charged to the broker. The
average wirchouse saves up to $10 million each year by passing trading errer costs onto
reps, according to Thierman.

That practice, according to Steven Miller, a securities lawyer in Encino, Calif., who is
involved in the overtime settlement with UBS, is wrong. Miller, a former lawyer-turned-
A.G. Edwards rep who has since returned to law, says he experienced firsthand the
deductions from pay as the result of trading errors. “It didn't sit well with me that when [
rmade a trading error I had to take the financial responsibility. When you're an employer
you have to take some responsibilty,” he says. Miller says his frustration with the pay
deductions spurred his decision to go back into law and go after firms with similar
practices.

Another all-too-familiar deduction firms make applies to the salaries of sales assistants. &
lead plaintiff in a pending overtime case in New York, who says he was surprised that
overtime pay even applied to him, says his primary reason for joining the suit was the
sales assistant deduction he had taken out of his earnings each month. The assistant,
whorn he shared with other reps, was assigned to him by the firm and his salary was
being paid for out of the brokers' earnings. Each rep decided how much to give the
assistant, which resulted in a bidding war ameng reps and poor service for those paying
less. He says the assistant provided him with “horrendous” servics and that he spent “g0
percent of my time double-checking his work because there were so many mistakes.” On
one occasion, the sales assistant insulted and yelled at him in front of others in the office.
“After you set the amount you'll give the sales assistant, you don't really have the power
tolower it,” he sags.

Whether the sales assistant is good or bad, Thierman says, funding his/her salary is yet
one more illegal deduction. “You can't charge an employes for another employes's pay.
This is not a commune;” Thisrman argues. He concedes that in some states, not including
laber-friendly California where these cases have originated, such deductions are lawful
with certain limitations.
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‘The sales assistant deduction appears to be a small price to pay for some current reps
though. “It's a mystery in this business that sales assistants can't stick around unless we,
as advisors, subsidize their pay,” says one wirehouss broker. “But its one of those oll
your eyes, whatever deductions.”

Thierman is coupling those “whatever” deductions with his black-and-white argument
for overtime and not letting Wall Street turn 2 blind eye to thern again. He says firms will
have to changs their compensation methods, and, perhaps, pay reps based on their assets
under management, or sormehow mest the guaranteed salary minimum needed to
exempt brokers from overtime.

Erokerage houses are saying very litle about the future of compensation, but are
standing firm by their current method. A staternent from Morgan Stanley after it settled
for $42.5 million said: “We believe financial advisors are exempt professionals under the
law and should not be paid on an hourly basis or be forced to keep track of their work
time.” A spokesperson for Smith Barney, which faces at least two suits, said in a
staternent, “We believe this suit to be without merit. Smith Barmey is committed to
faimess in it employment practices and to compliance with all laws, including those
related to compensation.”

Although labor laws outside of California might tend to be slightly less friendly, Thierman
is fairly confident he will be successful as long as brokers are not guaranteed a salary (nor
a draw, payment Merrill Lynch gives its brokers, which can be taken back if the broker
does not meet certain numbers) that meets the FLSA minimum of $455 per week. “If we
ever get past the salary issue, it will be a tough case to win for both sides, because then
you have to go in and define what the role of stockbroker really is — does he advise or
does he sell?” That debate, which is all too common to this industry, will be one to watch.

The Cost Template

How mautch will your firm owe you in back pay? Thierman estimates each rep is
personally owed $30,600 in overtime, or a firm with 10,000 brokers would owe a
curnulative $306 million. Here i his calculation method — for both Federal and the state
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curnulative $306 million. Here is his calculation method — for both Federal and the state
of California — where he has settled with two firms based on this method.

Federal Calculation Method California Caleulation Method

amnual compensation 2080 (or 40 hours per
week x 52 weeks) $153K/ 2080 = $73.56 per
hour

(Federal law requires overtimerate toequal  California law requires overtime rate to equal
half the hourly rate) $63.75/2= §31.877an  “time x one-half,” or $73.56 1.5 = $110.34
hour per hour overtime an hour per hour of overtime

Rate of overtime » anmual overtime hours x  Rate of overtime x annual overtime hours x
statute of limitations (=, 3if willful) $31.877 x statute of limitations (4, in California) $110.34
10 % 48 x 2 = $ 30,600 per broker for %10 x 48 x 4 = $211,852.80 per broker for
overtime back pay overtime back pay

Assuming the major wire house employs Assuming the firm employs 1,600 brokers in
10,000 brokers: California:

$30,600 x 10,000 = $306,000,000 in $211,852.80 x 1,600 = $338,564,480 in
damages damages

The White-Collar Exemption

4nnual compensation/total hours work
$153K/2400 = $63.75 per hour

Both the duties and salary test must be passed in order for an individual to be exernpt
from FLSA overtime laws — plaintiffs lawyers argue that reps are not exempt since they
do not receive a salary. Reps who are primarily fee-based are probably exempt, says
Thierman.

Salary

Duties Test Tost

Qccupations

Executive The employee’s primary duty must be
managing the enterprise, or managing a
customarily recognized department or
subdivision of the enterprise; must
customarily and regularly direct the work
of at least two or more other full-time
employees or their equivalent; and must
have the authority to hire or fire other
emplogees.

Administrative** The employee's primary duty must be the
pesformance of ofice or non-manual work

Must be

compensated Police sergeants,
onasalary  CEOs,editors,
basis* not less company

than $455  presidents

per week

wstbe  Superintendents,
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employess.
Administrative** The employee's primary duty must be the

performance of office or non-manual work  Superintendents,
directly related to the management or lust be school
general business operations of the °°mpelr‘”‘ed principals,
employer or the employer's customers, g“ asa i‘ly ‘human resource,
and employee's primary duty includes the h”‘s hotIeS payroll and
exeroise of discretion and independent 229455 fi 0
judgment with respect to matters of perwesk b lovees
significance.

Professional  The employee’s primary duty must be the
performance of work requiring advanced
knowledge, defined asworkwhichis . Dostors,
predominantly intellectual in character 1105t P2 lawyers,
and which includes work requiring the °°mpelr‘”‘ed teachers,
Condsent sioroce o dmctionsnd 0123y SRR
judgment. The advanced knowledge must h”‘s DOLIESE 4 ctors, writers,
bein a field of science or learning must be T8 455 Cpon
customarily acquired by a prolonged  PT MK Lrihitects

course of specialized intellectual
instruction.

“Being paid on a “salary basis” means an employee regularly receives a

predetermined amount of compensation each pay period on a weekly, or less

frequent, basis. The predetermined amount cannot be reduced because of

variations in the quality or quantity of the employee's work.

** Stockbrokers have customarily been placed under the administrative

exemption by their firms.

Source: Department of Labor

T | | reem | ([ save | [ e | [ snare || Tweet|  E3Recommend [0

Discuss this Article (1

stephhance001 onseps, 2012

Wall Street's architecture is generally rooted in the Gilded Age, though there are also some
art deco influences in the neighborhood. The layout of streets doesnt have the rectangular grid
pattern typical of midtown Manhattan, but small streets "barely wide enough for a single lane
of traffc are bordered on both sides by some of the tallest buildings in the city”, according to
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LPL hit with largest Finra fine
ever for e-mail case

Brokerage agrees to pay $7.5M to settle charges it failed to
adequately oversee 28 million e-mails over a four-year period

By Bruce Kelly 1 09 Shares

May 21, 2013 @ 10:31 am (Updated 3:50 pm) EST

READ DISCLAIMER VIEW MORE
4 comments

Print E-mail  Order Reprints

Finra said today that it has fined LPL $7.5 million for MOST POPULAR

35 separate significant e-mail system failures.
Most Commented
What's more, LPL Financial LLC made

misstatements to the Financial Industry 1. LPL hit with largest Finra fine ever for e-mail
Regulatory Authority Inc. during its investigation of case
the failures. LPL also was ordered to create a $1.5 million fund to compensate 2. 10 top short-term bond funds

potentially affected by its failure to produce e-mail.
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“This is the largest fine Finra has imposed for an e-mail case,” said Finra

spokeswoman Michelle Ong.
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LPL's e-mail review and retention
problems occurred from 2007 to 2013,
and its systems failed at least 35 times,
according to Finra. The firm was unable
to meet its obligations to capture e-mail,
supervise its reps and respond to
requests from regulators.

In concluding the settlement, LPL neither
admitted nor denied the charges.

“In September 2011, we reported to

Finra issues relating to the surveillance and retention of e-mails,” LPL said in a

statement. “We cooperated fully with Finra throughout its ensuing investigation. We

very much regret our lapse of oversight. We have undertaken a comprehensive

redesign of our e-mail systems and associated compliance policies and procedures,

and have engaged independent experts to assess and validate our approach.”
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Over a four-year period, LPL failed to supervise 28 million “doing business as” e-mails Frederick P. Gabriel May 21 06:53PM
Advisers in storm-ravaged Oklahoma
struggle to find clients, neighbors

http://t.co/HU6GQuzCnn

sent and received by thousands of reps who were working as independent

contractors, Finra said.

In response, LPL said in its statement: “Finra's action identified that certain LPL
Christina Nelson May 21 05:00PM

Citing change at the firm, brother and

sister team splits Morgan Stanley
escalating compliance issues.” http:/t.co/lZAB4IRNnIms

personnel had information that would have uncovered the DBA issue earlier than
senior management was aware, and we have taken steps to train our employees on

It is the second time this year that LPL has faced significant charges about

compliance and oversight of its brokers and systems. CAREER CENTER
In February, the firm said it had paid a $500,000 fine and set aside $2 million in CAREER  Explore your opportunities and be
restitution to Massachusetts investors who bought nontraded real estate investment CENTER informed for your next move.
trusts from LPL brokers. The Massachusetts Securities Division had filed a complaint
against LPL in December that involved investors who bought shares of several REITs Company Type |- Select -
in violation of state limitations, as well as the company's own rules and procedures Firm Type - Select -
Clearing Firm - Select -
LPL, which has 13,000 registered reps and advisers, had its initial public offering in
2010 after a decade of rapid growth. Broker-dealers that grow at a breakneck pace 4 COMMONWEALTH v
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. . N bo ncial network
often fall prey to compliance problems, as a rapidly growing sales force can Presented by +% fina

overwhelm resources devoted to oversight and compliance.

Finra said that's what happened to LPL. “As LPL rapidly grew its business, the firm
failed to devote sufficient resources to update its e-mail system, which became MOST WATCHED VIDEO
increasingly complex and unwieldy for LPL to manage and monitor effectively,” Finra

said in a statement. “The firm was well-aware of its e-mail systems' failures and the Ken Dychtwald: What

boomers want from advisers
May 15, 2013

overwhelming complexity of its systems.”

On the sidelines of Finra's annual conference in Washington today, Finra chairman Mary Beth Franklin: Why 66

should be your new lucky
number

and chief executive Rick Ketchum reiterated that point and said that the LPL case was

not a shot across the bow of independent broker dealers. Rather, it was a matter of
LPL growing too quickly and not being able to implement adequate technology and > pe Janowski: Mint's condition

supervision controls to keep up with its rapidly expanding network of brokers. could be a threat to advisers

&l Davis D. Janowski,
“It doesn't suggest that there's something inherently flawed with the independent-
contractor model,” Mr. Ketchum told reporters. “This is a case where they got over

their own skis from the standpoint of the expansion that occurred.”

Mr. Ketchum said that he has “a great deal of respect” for LPL and that the firm has a

“great deal of integrity.” PCOMIN N
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“great deal of integrity.” UPCOMING EVENTS
There can be problems associated with all investment-advisory models — and they've Tuesday, Jun 4
all gotten into trouble, Mr. Ketchum said. Webcast: Current Investment Opportunities:

Where on Earth are They?

Monday, Sep 23 - Tuesday, Sep 24

. Conference: 2013 Alternative Investments
today,” Mr. Ketchum said. Conference

New Choices for New Challenges

“It's a big risk when you're expanding very quickly — and that, | think, is the message

LPL chief executive, Mark Casady, who a member of Finra's board of governors,
highlighted the e-mail surveillance issue April 25 in a call with Wall Street analysts
who cover the company. LPL “recorded an expense related to the expected
settlement of the Finra matter in the company's financial statements as of and for the
three months ended March 31, 2013,” the company statement said. “Therefore, the
company does not anticipate any related charges in its operating results for the
current quarter.”

Reuters reported Monday that LPL was overhauling its compliance procedures in the
aftermath of the recent regulatory complaints. The firm has added 137 people to its
compliance staff over the past two years, according to the report, which cited LPL's
president Robert Moore.
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Questions raised about
broker-dealer's financial
health Most Commente

1. 12 big asset bubbles ready to burst

Rep, recruiters say firm informed advisers it is in violation of net-

capital requirements 2. Top comp at 15 investment industry giants
3. Questions raised about broker-dealer's

By Bruce Kelly financial health

May 30, 2013 @ 4:34 pm (Updated 4:52 pm) EST . .
4. Residents in these three states worst at

money matters

Print E-mail  Order Reprints

5. Fannie, Freddie 'dirty words' — but stock
prices through the roof

Allied Beacon Partners Inc., a midsize independent
broker-dealer with 200 registered reps, informed its
advisers yesterday that the firm is in violation of
industry rules requiring that sufficient capital be kept
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& Email
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& Print 2 Reprints 4. Share

Published

December 27 2016, 1:43pm EST . N . .
P The Department of Labor's new fiduciary rule has inspired plenty of doom-and-gloom

e predictions from critics who warn that industry profits will suffer and small investors will lose

Fiduciary standards their access to financial advice.

Fiduciary Rule

Practice management N N P
But for RIAs, it's becoming clear the new rules may actually present significant growth
Retirement planning

Dol opportunities.

When the new rule takes effect next April, the DoL will extend to IRAs the kind of best
interest protections that have long governed 401(kls and other workplace-sponsored
retirement plans. The new rule also makes advice about rolling workplace retirement assets

into an IRA as investment advice subject to best interest protections.

These changes, which come as tens of millions of retiring baby boomers face the decision of
what they will do with their retirement plan nest eggs, could result in some important

benefits for RIAs. Among them:

Recent regulatory changes favor RIAs.
Fee-disclosure regulations finalized in 2012, combined with the new Dol conflicts rule,
strengthen the wind in the sails of RIAs looking to compete in a $5 trillion marketplace,

while creating a higher hurdle for commissioned brokers to advise retirement plans.

RIAs can attract a greater share of 401(k) plan business.
We believe there is enormous, untapped opportunity for RIAs to advise 401(k) and other

workplace retirement plans. Fewer than 10% of RIAs are actively involved in the retirement
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on hand to remain open for business, according to a
rep at the firm, who spoke on the condition of

anonymity. While the broker-dealer remains open —
and brokers can make unsolicited sales of
securities for clients looking to cash out of positions — reps no longer buy securities
for their clients.

Other industry participants echoed what the rep told InvestmentNews about the status
of the B-D. “I've spoken to a number of producers and producer groups, and it's my
understanding that the advisers were told earlier this week that Allied Beacon was
under its net-capital requirement,” said Brad Fay, president of recruiting firm
IBDSearch LLC. “That means the brokers can't buy securities for clients and can only
make unsolicited sales of client's position. The firm was looking for an equity partner
or capital infusion.”

Allied Beacon's chief financial officer, Roger Leibowitz, did not return calls yesterday

or today to comment.
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Burton G. Malkiel: You're Paying Too

Much for Investment Help -
http://t.co/tsU1i71S6B

Mark Schoeff Jr. May 30 05:23PM
Thank you, @steffen_rwbaird,

@MichaelKitces, for the mentions.
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Authority Inc., which monitors net
capital levels at broker-dealers, declined
Presented by

to comment on Allied Beacon.

The company is the legacy broker-dealer

for at least two B-Ds that went out of MOST WATCHED VIDEO

business over the past few years after
being hit with investor lawsuits over

) Retirement savings plans: The
fraudulent private placements. One of

tax man cometh
those investor complaints, originally filed

in 2010 against a dead broker-dealer called Community Bankers Securities LLC,

finally caught up to Allied Beacon last week. In a decision rendered by a Finra panel,

Allied Beacon was ordered to pay a $1.6 million claim stemming from the 2010

Ann Combs, Vanguard

Harley Gordon: What not to
say when talking LTC with

clients

complaint.
Mary Beth Franklin: Survivor

The investors in the claim made several allegations, including that the firm failed to benefits survival guide

conduct proper due diligence related to selling private placements of what turned out

g
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to be Ponzi schemes, Medical Capital LLC and Shale Royalties, which is also known

as Provident Royalties LLC.

That award allegedly pushed the brokerage into a net-capital violation as the firm did UPCOMING EVENTS

not have enough cash on hand to pay the claimants, said several people familiar with

Allied Beacon's situation. The Securities and Exchange Commission's net-capital
Tuesday, Jun 4

rule regulates a broker-dealer's ability to meet its financial obligations to its customers Webcast: Current Investment Opportunities:
and creditors. According to Allied Beacon's 2012 audited financial statement filed with Where on Earth are They?
the SEC, the firm had $104,000 of net capital at the end of last year. Tuesday, Jun 11
Webcast: Ask the Tech Experts: Trends in
Advisory Technology

Mr. Fay said he estimated that roughly 40% of the reps at Allied Beacon were
Monday, Sep 23 - Tuesday, Sep 24

Conference: 2013 Alternative Investments
closed in 2011 after striking a deal for many of its reps moved to Allied Beacon, and Conference

New Choices for New Challenges

previously affiliated with two firms. They were Workman Securities Corp., which

QA3 Financial Corp., which also closed in 2011 but had no formal agreement with
Allied Beacon to move its reps there.

“A rep called me on Wednesday and said the firm was closed due to net capital
violation as told to him from the back office of the broker dealer,” said Jon Henschen,

«

12:08 AM
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violation as told to him from the back office of the broker dealer,” said Jon Henschen,
also an industry recruiter. “Allied Beacon's story shows a repeating theme of smaller

firms taking on more risk with alternative investments to attract reps to join but having
a lack of capital to cover those risks when arbitrations occur.”

An added wrinkle to the problems surrounding Allied Beacon is its role as the
distributing broker-dealer for a new nontraded real estate investment trust, United
Realty Trust Inc.

The REIT will change dealer-managers to another broker-dealer, Cabot Lodge
Securities LLC, said Jacob Frydman, the REIT's chief executive and one of the
owners of Cabot Lodge Securities. That change had been in the works prior to Allied
Beacon's net-cap violation, Mr. Frydman said.

Bruce Kelly | Email | @twitter | Linkedin | Google

Bruce Kelly covers the securities industry, with a focus on independent broker-
dealers; please contact him if you have news, information or industry scuttlebutt to
discuss.
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For a majority of financial advisors, life insurance planning isn’t all it's cracked up to be.

i ALLVIDEOS | SLIDESH
Over half (52%) of advisors do not characterize the life insurance end of their practices as either “successful” or “very Slide Shows

successful,” according to a Saybrus Partners survey released Tuesday. The chief stumbling blocks they cite are the

number and complexity of the various policies and determining whether they fit a client’s needs (37%) and too much
paperwork (25%).

Of the 30% of survey participants who do not offer life
insurance coverage, nearly half (49%) state that doing so

FOR YEARS, WE'VE would distract them from their core business, while 17%
KNOWN THE INS & OUTS say selling life insurance is just too complicated.
OF RETIREMENT INCOME. e

Login | My Account | Advertise | Podcasts | Contact Us

advisors work to incorporate life insurance
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into their clients’ financial plans, they are not as successful

¢ Fixed deferred and income annuities as they could be,” said Kevin Kimbrough, Saybrus

¢ Variable annuities Partners’ national sales manager. “From what we see they
o Mutual funds have an opportunity to grow and do a better job. The

LEARN MORE

Financial
Group

they find that their clients rarely inquire about it.

question is how do they gain that knowledge without
diverting attention from the core of their business.”

About 70% of the 131 financial advisors surveyed provide
their clients with life insurance when it's warranted, but

During the last three years, 44% say that 10% or fewer of their current clients had asked about possible life insurance

strategies.

According to Kimbrough, this shows that advisors have a larger
role to play in informing their clients about life insurance policies
and benefits.

“While clients typically don't ask about life insurance, financial
advisors are uniquely positioned to offer guidance,” Kimbrough
said in a statement. “This survey shows that financial advisors

have an opportunity to fill a gap and educate their clients about the potential role of life insurance.”

Login | My Account | Advertise | Podcasts | Contact Us
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But in order to help their clients, advisors must first gain the necessary skills. Given the complexity of life insurance
policies and processes, that isn't always easy.

“At the end of the day there are only a few solutions to the problem,” said Kimbrough. “One is for the advisor to
become a student of that area of the business, to study up on life insurance, perhaps take some of the industry study
courses, work closely with particular insurance companies on the information and resources they can provide, and
really just invest the time in growing their knowledge base.”

Learning by doing is the best course of action, Kimbrough said. “It's more about a practical application than an
academic study process.”

The Saybrus survey was conducted during the 2013 INSITE conference in Hollywood, Fla., which was held from June
5to June 7.

A life insurance partnership company, Saybrus Partners offers personalized insight, support, and recommendations to
help financial advisors and institutions integrate life insurance into their businesses. It is a subsidiary of The Phoenix
Companies, Inc.

[insurance i aunumes |

Comment
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FINRA reviewing brokerages' use of social
4 powered — Unlimited media

POtentlaI £ Recommend IF3 11 people recommend this. Sign Up to see what your friends
— recommend.

By Ashley Lau

Wed Jun 19, 2013 1:49pm EDT Tweet

(Reuters) - Wall Street's Financial Industry Share
isco Powered Regulatory Authority is looking at how brokerage B share this
loudand 4 firms supervise their use of communication outlets Email
anaged Services . .

tart Here > such as Facebook, Twitter and LinkedIn, the & Print

industry-funded regulator said.
Analysis & Opinion
FINRA, which conducts periodic "sweeps," or targeted checks on Wall

Street brokerages, sent out letters to firms earlier this month requesting
information about their use and monitoring of social media communications

Surveilling a double
standard

. I Social media sets us free,
for the companies and individual employees. or not

o A A
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The letter, which FINRA posted to its website on Monday, included
requests for information such as how firms monitor whether their use of Related Topics
social media complies with industry rules. Tech »

FINRA also asked for specific data such as the URLs for each social media Money »
site used by firms and the identity of all individuals who post or update Media »
content of those sites. Facebook »

"Everyone is looking at social media these days," said Francis Curran, a New York-based lawyer
with McCormick & O'Brien LLP, adding that FINRA's issuance of the letter is reflective of a broader

industry interest in the use of social media.

Firms use social media for purposes such as marketing, communications and client outreach, but
they have to be careful not to breach rules concerning advising and making recommendations for
clients.

FINRA published an initial social media regulatory notice in January 2010, providing guidance on
the industry's use of blogs and social media networking sites, "so it makes sense to incorporate
social media reviews into our routine surveillance," FINRA spokesman George Smaragdis said.

In its letter, FINRA also requested a list of the firms' top 20 producing advisers who used social
media for business purposes to interact with clients between February 4 through May 4, including

*

B [ P O
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In its letter, FINRA also requested a list of the firms' top 20 producing advisers who used social
media for business purposes to interact with clients between February 4 through May 4, including
the dollar amount of sales made and commissions earned during that period.

The Wall Street watchdog regularly issues "targeted examination letters" to gather information about
the industry's response to certain regulations. The number of firms included in the sweeps can vary
from a handful to dozens.

FINRA did not disclose the number of firms to which the letters were sent.

"They want to be sure the representatives and firms are complying with various communications,"
Curran said. "You really have firms running the gamut, where they absolutely don't want registered
representatives doing anything on Twitter versus other firms that are trying to embrace the
communication without creating problems for FINRA or the SEC."

(Reporting by Ashley Lau in New York; Editing by Tim Dobbyn)

TECH | MONEY @ FACEBOOK

£ Recommend IF3 11 people recommend this. Sign Up to see what your friends
recommend.
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Voices Why the new fiduciary rule  Kitces: A better baseline for Social Security savviness still Voices 4 steps to successfully
spells opportunity for RIAs retirement planning pays off transition a practice

plan space, according to Cerulli & Associates. When you consider that some plans have tens

FP Now ReAbiNG: The Latest

of millions of dollars, with new money coming in with every paycheck, what's not to like?

RIAs can capture more IRA rollovers from 401(k) clients.
The Do rule not only provides a clearer path for advising retirement plans, but also for
advising employees on how to roll assets into IRAs managed by your firm when they leave
an employer. If you can justify and document why a rollover is in their best interest, you

have a better chance of providing a long-term experience for that client.

Advisers can gain other business from plan participants.
If an RIA advises the workplace plan of an employee, and is able to retain that relationship
when the individual leaves the employer, that RIA has a greater opportunity to discuss and,

possibly, oversee assets outside the retirement account.

Deeper relationships create a competitive advantage.
By developing a broader, more holistic relationship with retirement plan participants, RIAs
can create a moat around the client that competitors will find more challenging to break
through.

There are also potential challenges for RIAs, however.

Many commissioned brokers, for example, likely will continue serving retirement investors
through a best interest contract exemption established under the new Dol rule.
Discretionary RIAs have no need for such an exemption, but that important distinction may

be lost on most investors.

IRA rollovers, meanwhile, will require some more work.

Before advising a retiree to roll over a 401(k) plan to an IRA account their firm would
manage, RIAs will need to compare the investor's current fund lineup, costs, services and
other factors with their own offerings and then determine whether a rollover is truly in the

investor's best interest. And they must fully document that assessment.

Even so, RIAs providing comprehensive financial planning services would still have an

) Tl 7:58 AM
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Finra gets OK to share more info
ahout reps' disciplinary records

SEC approves SRO's plan to issue monthly notices, online action
system to publish more data

By Mark Schoeff Jr.
Jun 25, 2013 @ 11:23 am (Updated 2:48 pm) EST 34 Shares

Print  E-mail  Order Reprints 3 comments

The brokerage industry regulator has won
Securities and Exchange Commission backing to
provide more public information about brokers who
are the subject of disciplinary complaints and

actions.

The SEC approved a proposal by the Financial
Industry Regulatory Authority Inc. that allows
Finra to release publicly a copy of any disciplinary complaint or decision it issues.

]
Sa!

RESEARCH & STUDIES & A

lﬂvestmentNeWS thanks you for

19%eers

Ticw fll annicrsary coverage and contenit here

R R TR N TR TN TN

naratpreewn A

MOST POPULAR

Most Viewed Most Commented

1. 15 transformational events

2. The Takeaway: This adviser is done with
Facebook — and his post about it has gone

viral

741 PM

= [P 9=

6/25/2013




image128.png
IN| http://www.investmentnews.com/article/20130625/FREE/130629958#

File Edit View Favorites Tools Help

NEWS & OPINION

DATA & RESOURCES CAREERS EVENTS

including the names of the parties involved in the matter.

Most pending Finra complaints against registered representatives and firms are

disclosed in summary form in Finra's BrokerCheck system. The information is gleaned

from U4 form filings.

Partner with the B/D-RIA that ranks:

“Highest in Independent
Advisor Satisfaction
Among Financial
Investment Firms,
ThreeTimes in a Row.”

\%, COMMONWEALTH financial network  commmonwealth.com

Under the new rule, Finra would be
permitted to release more details through
monthly notices and in its online
disciplinary action reporting system.
Except in certain cases left to Finra's
discretion, the information would not be
redacted.

Currently, some disciplinary information
that Finra is not permitted to disclose is
available on BrokerCheck, including

unredacted summaries of Finra moves.

“The Commission believes that the proposed rule change promotes transparency,

consistency across Finra's program, and clarity regarding the information Finra

releases to the public and will provide greater access to information regarding Finra's

RESEARCH & STUDIES

4. SEC needs up to 2,000 — not 250 — new

examiners for advice coverage

5. Market sell-off like opening a pressure valve?

.-

Experience
Wells Fargo Advisors
Firsthand

Call 888-WFA-0411 or

connect with a regional
business consultant

in your area to
schedule a visit.

Wells Fargo Advisors, LLC, Member §
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InvestmentNews

disciplinary actions,” the SEC stated in a June 21 rule notice.

Kenneth Klabunde, vice president of City Securities Corp., said that the SEC and Finra
have good intentions of providing more broker background to investors.

But the proof will be in the first monthly Finra disciplinary report released after the rule
goes into effect, he said. The June version was a 56-page document that included
background about Finra cases that involved suspension of a broker or firm and a
monetary sanction of more than $10,000, among other factors.

“If [the rule] is an enhancement of transparency and access of information for
investors, then that's a positive thing,” Mr. Klabunde said. “A comparison of old
[disciplinary] reports to the new version of those reports will give us a good test to
determine whether transparency has really been improved.”

Pete Bush, owner of Horizon Wealth Management LLC, is sanguine about the change.
He likens the increased transparency to random drug testing at the College World
Series, where he played for Louisiana State. Flagging people who violate Finra rules
will strengthen the industry.

“That may give [investors] some good information to make a decision on whether to
work with [a broker] or not,” Mr. Bush said.

RESEARCH & STUDIES

investment gameplan. http://t.co/lJUOroXYKa1
@aoreport

Mark Schoeff Jr. Jun 25 04:33PM
! .@MerrillLynch is making its managed-
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Some observers are wary of the latitude that Finra now has to include in its monthly

reports and database complaints that the organization has filed against registered reps MOST WATCHED VIDEO

and firms.

Bogle: Bring on a Federal

fiduciary standard
John Bogle, Vanguard founder

“I don't think it's fair or effective to be publishing complaints that involve unproven
allegations,” said Peter Chepucavage, general counsel at Plexus Consulting Group

LLC. Lucas Turton: Still risk-on
Lucas Turton, CFA, Chief

An attorney who represents brokers, Patrick Mahoney of the Law Office of Patrick R. Investment Officer, Windham

Mahoney, also is leery about raising the public profile of complaints. Dawn Mangerson: Munis in

better shape than before

“Just because a complaint is issued doesn't mean the allegations are necessarily true,” financial crisis

Mr. Mahoney said.
““How do | grow my business

with social media?”

Another sticking point for critics of the rule is that it allows Finra to publish complaints

that have been withdrawn or dismissed. The SEC okayed this approach because

BrokerCheck posts them.

UPCOMING EVENTS
In one of five comment letters that the SEC received on the rule, the Financial Services

Institute argued that complaints that did not hold up should not live on in Finra's Tuesday, Jul 16

disciplinary action notices and database. Webcast: Boosting your bottom line - Balancing
fees and commissions for optimal revenue v
generation
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“FSI has long supported protecting investors through efforts to increase disclosure and Tuesday, Jul 30

information that clients can easily access,” said FSI spokesman Chris Paulitz. Webcast: Women and Investing: How to connect,
communicate and collaborate with female clients

“Unfortunately, Finra decided to further publicize certain complaints, even if they are

withdrawn or outright dismissed on the merits. This is a lose-lose for investors and Monday, Sep 23 - Tuesday, Sep 24
Conference: 2013 Alternative Investments
Conference

New Choices for New Challenges

advisers alike.”

Finra will announce the effective date of the rule in a regulatory notice that will be
published in the next 60 days.

The SEC already provides public notice of most complaints it receives against its
disciplinary targets. The new Finra rule would allow the organization to make similar
disclosures.

Mr. Chepucavage, however, said that that is an apples-and-oranges comparison.

“It is much harder for the SEC to file a complaint than for Finra to file a complaint,” Mr.
Chepucavage said. “The SEC is dealing with more serious matters.”

~ Mark Schoeff Jr. | Email = @twitter | Linkedin | Google

Mark Schoeff Jr. covers legislation and regulations affecting investment advisers and
) brokers and wants to hear from you about how Washington policymakers are

Libraries oo Ky (A2PM
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Finra bails on plan to supervise
reps' outside businesses

Controversial proposal dropped in updated supervisory rules

By Dan Jamieson 24 Shares

Jun 27,2013 @ 3:13 pm (Updated 4:35 pm) EST

2 comments

Print E-mail  Order Reprints

Finra has dropped a controversial idea to extend its

supervisory rules.

The Financial Industry Regulatory Authority Inc.
filed a new package of updated supervisory rules
last Friday with the SEC. Gone from the latest list: a
hotly debated plan requiring broker-dealers to
supervise non-securities-related businesses. An
earlier version of the package, filed with the SEC in June 2011, was yanked amid
protests from industry commenters who warned about an illegal expansion of Finra's
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jurisdiction.
struggles

The much-discussed provision to supervise unregistered businesses was included 5. DOMA ruling dramatically changes financial

within supplementary material in that original filing. But in its new filing last week, Finra planning for same-sex couples

said it had “decided that the best course is to eliminate the proposed supplementary

material from the proposed rule.”
Finra warned, though, that its broad- .

RECAL Y based Rule 2010, requiring high

: . E .
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members and their associated persons.” connect with a regional

business consultant

Other proposed supplementary material schedule a visit.

in the new proposal, which would have Walls Farg @, LLC, Member
the full force of a rule, would require
independent broker-dealers to tighten up

PIMC O + (CMEGroup

on the supervision of far-flung offices. @IN WIRE
First, Finra is clarifying what it says is existing guidance that a registered principal InvestmentNews Jun 28 07:31AM
cannot effectively supervise his or her own sales activities. As a result, the regulator is Three Apple REITs might be on the 2
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proposing that an “appropriately registered [senior] principal” would have to “regularly
supervise the activities of [another] on-site producing principal” with regular, periodic
on-site supervision.

“While the senior principal is not required to be physically present full time at the one-
person [office of supervisory jurisdiction], the member must be able to demonstrate
‘effective supervision and control' of the activities of the on-site principal,” the filing
says.

Furthermore, Finra wants to establish “a general presumption that a principal will not
be assigned to supervise more than one OSJ,” Finra states in the filing. “There is a
further general presumption that a principal supervising more than two OSJs is
unreasonable and ... will be subject to greater scrutiny.”

Firms with principals supervising more than one OSJ must consider “whether the OSJ
locations are sufficiently close in proximity to ensure that the principal is physically
present at each location on a regular and routine basis,” the proposal says.

Finra is not setting an exact time frame for how often supervisory principals will have to
stop by an office. George Smaragdis, a spokesman for the SRO, declined to comment
on the filing.
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“While we are pleased that FINRA implemented some of our critical changes, we MOST WATCHED VIDEO
remain very concerned with the provisions related to OSJ oversight,” said Financial
Services Institute Inc. spokesman Chris Paulitz, in an email. John Bogle's advice to
advisers

A spokesperson the Committee of Annuity Insurers, a group of insurance companies, John Bogle, Vanguard

was not able to provide an immediate comment. Bogle: My biggest mistake

John Bogle, Vanguard
Andrew DeSouza, a spokesman for the Securities Industry and Financial Markets

Association, said the group was still getting feedback from its members about the -
Lucas Turton: Still risk-on
Lucas Turton, CFA, Chief

Investment Officer, Windham

proposal and had no comment.

The three industry organizations were prominent critics of the original 2011 proposal.

Discover the power of
Putnam’s FundVisualizer® »

Finra's filing is part of its continuing effort to consolidate legacy New York Stock

Exchange and NASD rules. The SEC soon is expected to publish the rule change for
comment. The broad-based proposal also covers areas such customer complaints and
mail, trade reviews, written procedures and inspections. UPCOMING EVENTS

Tuesday, Jul 16

Webcast: Boosting your bottom line: Balancing
fees and commissions for optimal revenue
generation

Dan Jamieson | Email = @twitter | Linkedin | Google

Dan Jamieson covers investment advisers, the brokerage industry, regulation--and
\ /) anything else advisers might want to know about.

¥ Libraries L)l JBAM
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Broker-dealers at a crossroads
Sophie Baker FINANCIALNEWS
15 Jul 2013 - -

Broker-dealers have reached a crossroads over the future of their back-office operations.

Free to all subscribers.

They are considering

following the buyside by SHARE DOWNLOAD NOW >
outsourcing non-core .
functions to a custodian. ¥ n m BiLie 1 0
Continuing on the same
path trodden for years of RRINLSIRACE
running execution, clearing, SAVE FOR LATER
custody, technology and EMAIL A FRIEND
compliance in-house will DS YEUR
lead them down the road of FEEDBACK
spiralling costs. Most Read Most Emailed
= 20w
Photo credit: Getty Images / FN montage Outsourcing supporters SIGN UP TO EMAILS . Liberum launches large-scale raid on rival
claim it can deliver savings 2. Morgan Stanley retains European broking
of between 30% and 70%. The buyside has long reaped these benefits, outsourcing Asset Management crown
parts of their business not considered as a differentiator or something that could lead Trading and 3. Rankings reveal top headhunters for
to client capture. Technology investment banks
Top Stories 4. Keeping up with the Wicks
Julien Kasparian, head of sales and relationship management for banks and broker- TR 5. BA private equity head to step down v
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spells opportunity for RiAs retirement planning paysoff tronsition a practice

plan space, according to Cerulli & Associates. When you consider that some plans have tens
of millions of dollars, with new money coming in with every paycheck, what's not to like?

RIAs can capture more IRA rollovers from 401(k) clients.
The Dol rule not only provides a clearer path for advising retirement plans, but also for
advising employees on how to roll assets into IRAs managed by your firm when they leave

an employer. If you can justify and document why a rollover s in their best interest, you

have a better chance of providing a long-term experience for that client.

- Advisers can gain other business from plan participants.

If an RIA advises the workplace plan of an employee, and s able to retain that relationship,

when the individual leaves the employer, that RIA has a greater opportunity to discuss and,

possibly, oversee assets outside the retirement account.

Deeper relationships create a competitive advantage.
By developing a broader, more holistic relationship with retirement plan participants, RIAs
can create a moat around the client that competitors willfind more challenging to break
through.

There are also potential challenges for RIAs, however.

Many commissioned brokers, for example, likely will continue serving retirement investors
through a best interest contract exemption established under the new DoL. ule.
Discretionary RIAs have no need for such an exemption, but that important distinction may

be lost on most investors.

IRA rollovers, meanwhile, will require some more work.
Before advising a retiree to roll over a 401(K) plan to an IRA account their firm would
manage, RIAS will need to compare the investor's current fund lineup, costs, services and
other factors with their own offerings and then determine whether a rollover is truly in the
investor's best interest. And they must fully document that assessment.

Even so, RIAs providing comprehensive financial planning services would still have an
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dealers at BNP Paribas Securities Services, said historically smaller brokers would
outsource their settlement, clearing and custody.

However, the top and second-tier broker-dealers are now engaging in conversation
over outsourcing. He said: “I don’t know, within the broker-dealer world, anyone that is
not looking at or contemplating outsourcing, while two or three years ago there was
no way they were considering it.”

Custodians say broker-dealers were dissuaded from handing over critical parts of their
business to outsiders because they thought high trade volumes and technology, not
always necessarily up to par, posed threats to operational risk and needed to be
handled in-house.

Clive Triance, head of broker-dealer outsourcing at HSBC Securities Services, said:
“That fear created a level of inertia in the sellside for a period of time.”

Opinions began to change in 2007 and early 2008, with conversations beginning to
take off between broker-dealers and outsourcing providers, but attention was quickly
diverted by the financial crisis.

The regulatory demands, which resulted from that crisis, and an increased focus on
costs have pushed outsourcing back up the agenda.

Triance said: “Even if a large broker stands still and doesn’t enter any new markets or
create new volumes, the next 10 years will bring an increase in costs of between 35%
and 45% to run the back office.”

<

JOBS POWERED BY POST A

JOB

Interest Rate Derivatives Sales Manager - Hays
Financial Markets-£800.00 - £1k.00 p/day

CityJobs
STORY TAGS

Asset Management
Programme Lead - Supplier Migration - Black
Swan Associates Limited-£750 - £1k p/day

Service Delivery/ Deployment- Message Platforms
- Morgan McKinley Group Limited-£40k - £700k pa
+ bonus+ incentive

More jobs from City Jobs»
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One senior member of a second-tier broker-dealer told Financial News that
outsourcing had always been on its agenda, but only now was it “actively” considering
it, driven by the European Market Infrastructure Regulation, which will force the
majority of over-the-counter derivatives trades to be centrally cleared, through a
central counterparty.

He said: “In respect of where we are considering [a partnership with a custodian, it] is
not on the administrative side, but the interface with clearing houses. It is principally
around our equities business, but we would also consider fixed income further down
the line.”

With central counterparties and central securities depositories — which facilitate
securities settlement — focusing on variable prices for clearing, depending on the
volume of trades, broker-dealers are looking to outsource these relationships to a
custodian, allowing them to leverage the benefits of scale.

Mike Reece, a managing director for banks, broker-dealers and market infrastructures
across Europe, the Middle East, Africa and Russia for JP Morgan’s Investor Services
business, said: “Brokers are looking for connectivity to the market — they want a
provider who can keep pace with changes. That is traditional for clearing, settlement
and custody services, but it is becoming increasingly significant as there is so much
infrastructure change.”

But broker-dealers say the biggest driver is cost.

1:58 AM

7/15/2013
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According to custodians, estimates of savings through outsourcing by broker-dealers
are typically 30%, but can hit up to 70%.

Scott Coey, head of broker-dealer solutions for Europe, the Middle East and Africa at
Pershing, part of custody giant BNY Mellon, said: “Trading volumes have gone up but
the value of the trade has gone down and therefore commissions are reducing, so
broker-dealers have to increase flows to get the same commissions, therefore the cost
of running the business is actually increasing.”

Expanding business

Last month, HSBC Securities Services expanded its broker-dealer outsourcing
solution to cover new regions and Pershing and BNY Mellon brought together two,
separate business lines that focused on the outsourcing services which would appeal
to investment banks and broker dealers.

BNP Paribas Securities Services continues to update investment in its outsourcing
platform for broker-dealers, which it started to develop seven years ago, to keep pace
with regulatory and market change.

The level and structure of charges and fees is something broker-dealers are keen to
tie down early in negotiations.

Triance said: “HSBC will include, in the new reduced variable fee, the cost of

cmmilabans Alam i A ok abamdavd Al an That vnbanba banon At aaank

<
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regulatory change and market standard changes. That protects them against most
new costs, and is a powerful message.”

Kasparian said BNP Paribas can absorb market and regulatory impacts in 90% of
cases. He said: “Clients have to invest and budget in their system provider for any
impact from the Financial Transaction Tax, Dodd-Frank and other rules. We budget
for those changes in our systems and investments.”

The broker-dealer said that competitive pricing is one thing, but the service also needs
to be reliable. He said he wants to be “confident that the business capabilities are up
to scratch and that everything is done correctly”.

Kasparian said: “When it comes to outsourcing, a firm is dependent on its provider. A
key aspect of the relationship is the strength of the provider — can it deliver a
resolution and recovery plan? We have in place those plans. If a provider were to go
down in any way, their back office should be able to be run and carried on. That goes
without saying — when you are completely dependent on a provider that is the least it
can do.”

YOU MIGHT ALSO LIKE

London hedge fund manager ends poor year with £22m pay day

Goldman Sachs partners: Meet the class of 2012

Invactmant Rankina Ricina Qtare: Tha inductn/s’e nin.and_caminn talant
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Finra's financial woes no recipe
for viability

SRO recorded substantial losses in 2012

Explore - and inform - your next move
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By Bruce Kelly 2
Jul 14, 2013 @ 8:31 am (Updated 11:30 am) EST Shares
Print E-mail  Order Reprints 1 comment

MOST POPULAR

Along with regulating broker-dealers, Finra's mission Most Commented
includes protecting investors.
1. Risky alt investments being probed

But if the Financial Industry Regulatory Authority 2. How to steer clients clear of panic moves
Inc. can't turn its fortunes around, that essential _
o . . . o 3. 'Tony Soprano's' estate likely to get whacked
objective for financial advisers could be in jeopardy. o
4. Ex-MLB star sues UBS for $7.6M
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Finra at the end of last month released its annual
report, and its financial results for 2012 show a self-regulatory organization that is
struggling.

The number of broker-dealer members
Partner with the B/D-RIA that ranks: continues to slide, while the number of

employees continues to increase. Over

“Highest in Independent
Advisor Satisfaction
Among Financial

the past five years, the self-regulatory
organization's staff has grown 13%, while
broker-dealer membership has declined
14%.

Investment Firms,
ThreeTimes in a Row.”

LEARN MORE

Compensation and benefits have jumped
41% over the past five years, reaching
$628.9 million in 2012, up from $446.1
million in 2007.
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STAGGERING LOSSES

Darla Mercado Jul 16 07:14PM
TV time, they say. #cats #FatBastard
#Cathulhu http://t.co/NezR6UA3|

And Finra's operating losses are staggering — approaching $90 million for the second
year in a row. Pension and retirement benefit costs also have skyrocketed; they are up
89% over the past five years.

r Frederick P. Gabriel Jul 16 06:53PM
Although industry observers said that Finra's operating losses aren't immediately E S::n::(I:one re:s ;IteLPL wond o coe
threatening, such results are far from desirable. . bia fee hike it/ comCQBIGh1Ee
“The financial position of the primary self-regulator for the securities industry has to be
a concern of all market participants and investors,” said Steven Caruso, a partner at CAPITAL CUSHIONS

Maddox Hargett & Caruso PC and a former president of the Public Investors

Arbitration Bar Association. “You need a well-financed regulator to perform its function Independent B-Ds ranked by excess net capital

and protect investors.”
Top 5 Firms

Finra is a private organization and the successor to NASD, which was created under 1. Northwestern Mutual

the Securities Exchange Act of 1934 as an SRO under the Securities and Exchange 2. Ameriprise Financial Services Inc.

Commission.
3. LPL Financial LLC
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Led by chief executive Richard G. Ketchum, Finra recently has worked to broaden its 4. ING Financial Partners Inc.
reach. It made a strong lobbying effort to become the primary regulator for registered 5. Woodbury Financial Services

investment advisers. So far, that effort has turned up empty.

Perhaps most alarming is that Finra is seeing its equity erode beneath its feet. Total MOST WATCHED VIDEO
equity in the organization, which stood at $2.1 billion five years ago, is $1.2 billion, a

drop of 41%. Fiduciary Lite coming from the
SEC?

Finra said that there is no need for the securities industry or the investing public to Heath Abshure, NASAA Dale

worry about the decline in the number of broker-dealers it regulates or the increased John Bogle's advice to

compensation to its growing staff. It posted net income last year of $10.5 million after advisers

reporting a loss in 2011 of $84 million. John Bogle, Vanguard

Swenson: Breakaways not
Indeed, the SRO is “clearly self-sustaining, as evidenced by break-even cash flows

oing awa
over the past two years,” Finra spokeswoman Nancy Condon said. “Operating income Y 4:14 gdwagrd Sweynson, Dynasty
or loss is not the appropriate measure of financial organizations like Finra that are not- R
for-profit in nature.” CAREER Advi Groap B i POTHIDT
CENTER g o
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The rise in compensation is a result of its merger with NYSE Regulation in 2007, a

subsequent agreement with the New York Stock Exchange to perform market
regulation for the exchange and the effort to internalize its technology functions UPCOMING EVENTS
beginning in 2011, according to Ms. Condon.

Tuesday, Jul 16

And Finra, like the securities industry it regulates, was hard-hit by the financial crisis. Webcast: Boosting your bottom line: Balancing
fees and commissions for optimal revenue

generation

Financial information from 2007 is “based on pre-financial crisis figures that changed
) . ) Tuesday, Jul 23
the economy and the industry drastically,” Ms. Condon said. Webcast: Emerging Markets: Achieving Growth

with Lower Volatility

“Finra was not exempt from the financial crisis that negatively im-pacted [its] Tuesday, Jul 30

investment portfolio,” she said. Webcast: Women and Investing: How to connect,
communicate and collaborate with female clients

Pension costs have increased primarily as a result of the declining discount rate that
has an impact on the accounting treatment of pension expenses, Ms. Condon said.

The decline in broker-dealers has no direct correlation with Finra's revenue, she said.

11:20 PM
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“Nearly 80% of the regulatory fees are paid by less than 10% of the total member

firms,” Ms. Condon said.

Despite such assertions, Finra's 2012 results have forced it to admit in its most recent
annual report that it is keeping a close eye on operations.

“We will continue to monitor the changing economic conditions and evaluate their
potential impact on our organization,” the report said.

A scan of Finra's previous five annual reports revealed no other such pointed
statement of concern.

Broker-dealers face increasingly complex regulations, including a new suitability rule
that requires them to take extra steps when implementing investment strategies for
clients with the explicit recommendation of holding a security.

The number of Finra employees likely will continue to increase to ensure that firms put
those rules into place. Costs will rise for Finra and the broker-dealers that it regulates.

11:20 PM
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The flow of assets and clients from wirehouses and brokerages to RIAs is one of the most

More in intensely watched trends in the wealth management industry.
RIAs
Wirehouses But what about the movement of clients and assets between RIAS?
Practice management

Wealth management

“The RIA channel has grown at twice the pace of any other channel, and RIAs in the channel

Client acquisition

Client retention will compete more with each other,” says Alois Pirker, research director for the Aite Group's

Marketing wealth management practice. “There's no question about it.”
Alois Pirker

Gail Graham

This group increased their market share 5.4% from 2007 to 2015, the greatest surge of any
John Andersen
P — channel and the only channel to gain every year, according to research by the Aite Group.

Client assets in the independent RIA channel have soared 119% from $1.3 trillion in 2007 to
$2.8 trillion in 2015.
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Meanwhile, broker-dealers will continue to shut down. Small and midsize firms face
rising costs to keep pace with regulation and compliance expenses, with many
seriously considering a merger or sale as a way out of the business.

And if the market were to tank, Finra's total equity again would take a huge hit,
threatening its ability to perform its role in the market.

That simply isn't a recipe for growth and viability. Finra's financial condition is a cause
for concern for investors and advisers alike.

Bruce Kelly = Email = @twitter | Linkedin | Google

Bruce Kelly covers the securities industry, with a focus on independent broker-dealers;
please contact him if you have news, information or industry scuttlebutt to discuss.

1120 PM
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Independent advisor market share will continue to increase over the
next few years, Cerulli finds hare this story
Happy days are here again — sort of.
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management space.
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Aite found the industry as a whole
had “finally caught up to its pre-crisis
asset levels,” yet sounded a note of
caution.

“Though 2012 ended on a positive note for wealth management, with firms regaining speed in
the form of net new money inflows, the U.S. wealth management industry is not out of the
woods yet,” according to the report. “The first signs of better times are apparent in leading
wealth management firms' recent quarterly results, but the industry still relies heavily on
external factors, and regulatory change could still substantially alter the rules of the game.”

It will be some time before the “dust settles,” the report adds, around the makeup of the post-
crisis wealth management industry and its future business model.

Aite went on to list the winner and

Client Investment Assets Across Wealth Managementindustry Segments,
2012(Total client assets=U $$14,878 billion as of end of 2012) losers in garnering assets in 2012.

Source: Aite Group . o - . . . .
10t0'114 M1t0'128 | While the wirehouse channel still

cuckrorvieo [

RAYMOND JAMES

Wirehouse - 37% (0.7%) (07%) retained 37% of total industry assets,
<

http://www.thinkadvisor.com/author/john-sullivan-thinkadvisor
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Wirehouse (0.7%) retained 37% of total industry assets,

it represented a 0.7% decrease from
the year before. Both fully disclosed
and self-clearing retail brokerages
followed, with 16% and 15% of
industry assets respectively,
representing a 0.3% and 0.2%
decrease from 2011. Independent
RIAs rang in with 13% of total
industry assets, representing a 0.9% increase. Discount and online brokerage rounded out
the list with 19% of industry assets and a 0.3% increase from 2011.

Fully disdosed
retail brokerage

16% (0.2%) (0.3%)

Self-clearing
retail brokerage

15% 06% (02%)
Independent RIAs

Discountandoniine brokerage

In a related note, Cerulli found that boutiques firms “bring addressability to the RIA space.”

"Asset managers have been struggling for years with how to effectively address the RIA
market, and boutique advisory firms allow them to target several practices simultaneously,"
Scott Smith, a director at Cerulli Associates, said in a statement.
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Smith added that the firm has seen a significant increase in the independent advisor market
share from 29% in 2007 to more than 34% 2011.

As more advisors move toward independence, he argued, they become more challenging for
managers to address; however, by targeting boutique advisory firms, asset managers are able
to gain entry into and target this growing market segment.

According to Cerulli, the defining features of a boutique are that the firm is of limited scale,
focuses on "above average" advisors, and operates in an "advisor-centric" model, meaning
that advisor-client relationships are central to the firm's value and revenues.

The firm concluded that the sophistication of high-end independent wealth management
practices and boutique providers could “rival anything offered by the legacy providers and
that independent advisor market share will continue to increase over the next few years.”

< >

http://www.thinkadvisor.com wealth?ref=nay #193% v

e





image152.png
]
SO

IN] hitp:/Awwwinvestmentnews com/artide/20130816/FREE/130819942 - B

File Edit View Favorites Tools Help

InvestmentNews ~ NEWS & OPINION DATA & RESOURCES CAREERS EVENTS RESEARCH & STUDIES - ~

BofA may dissolve Merrill Lynch

InvestmentNewsWebcast

By Dan Jamieson
Sponsored by
Aug 16, 2013 @ 12:20 pm (Updated 3:44 pm) EST 576 Shares
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Merrill Lynch & Co., the 99-year-old firm known for

its “thundering herd” of brokers pitching stocks to lnvestmentNews
Main Street, may cease to exist as a legal entity

more than four years after being acquired by Bank

of America Corp.

MOST POPULAR
While Bank of America will keep the Merrill Lynch
brand for its retail brokerage and investment bank, the Charlotte, North Carolina-based Most Commented
company plans to dissolve the subsidiary as early as the fourth quarter, according to

1. BofA dissolve Merrill Lynch
an Aug. 2 filing. The firm will assume all of Merrill Lynch's obligations and debt. o1 may clssolve Merrit Lyne

2. Gundlach dips toe into uber-indexing v
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ThreeTimes in a Row.” ‘ dealer, Merrill Lynch Pierce Fenner & CON F E R E NC E
] _‘ Smith Inc. “There is no change there,” Sept. 23-24,2013 = Westin Chicago River North
L | =t Ms. McCabe said.
X The parent of MLPFS, Merrill Lynch & Learn about the Iates.t alternatives
D, COMMONWEALTH financial network  commmonwealth.com ) i i products and strategies.
Co., is the entity that might be merged Get actionable ideas on portfolio
into Bank America. implementation.
That Bank of America is considering folding Merrill Lynch & Co. into the bank was first
disclosed in Merrill's first-quarter report last May. News that the change could happen
as early as this year was added to the latest 10Q. o
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“It's not a big deal if they don’t change the brand,” said a Merrill adviser based in

Thank you, Google. | now know how to
properly eat a grilled artichoke!
#awfulvegetable #chewchewcud

California who asked not to be identified. a Darla Mercado Aug 17 06:43PM

“It's sort of sad,” added another Merrill rep on East Coast, who also couldn’t be named.

. . . I . #thisiswhywecanthavenicethings
From a business standpoint, nothing looks like it will change, the East Coast rep said.

But the end of Merrill Lynch as a separate legal entity “takes away from the historical
Jeff Benjamin Aug 17 11:02AM

How Much The Average American

Works Each Year Compared To The
Merrill will celebrate the 100th anniversary of its founding next January. French, The Germans, And The Koreans

http://t.co/2h75QgIzRA via @themoneygame

significance of its founding 100 years ago,” he said.

Reducing the number of subsidiaries could make it easier for Merrill reps, though, the
California broker said. Advisers at the firm are technically dual employees of both the

bank and BD, he said, which can complicate registrations. CAREER CENTER

Bank of America has already integrated much of its banking and brokerage CAREHR Explore your opportunities and be

infrastructure, he added. CENTER informed for your next move.
Company Type |- Select - v

“We can view clients’ bank accounts at Bank of America” and get paid on cash
—— I |
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balances held at the bank, he said.

Bank of America, the second-biggest U.S. lender by assets, is simplifying its structure
after chief executive Officer Brian T. Moynihan's predecessor bought Merrill Lynch in
2009. Merging the legal entity could help Moynihan hit his $8 billion-a-year cost-cutting
target and comply with regulators who want to make the biggest banks easier to
resolve in a crisis.

“Less-complex structures would increase the success of resolution planning via living
wills in the case of potential worst-case financial distress scenarios,” David Hendler, an
analyst at CreditSights Inc., said today in an e-mail with the subject line: “Bye Bye
Merrill Lynch & Co.?”

Dissolving the legal entity also ends Merrill Lynch's need to file separate regulatory
disclosures. Jerry Dubrowski, a spokesman for the bank, declined to comment on the
change.

Bank of America faced regulatory probes, investor lawsuits and criticism from
lawmakers over claims it didn't warn shareholders about Merrill Lynch's mounting
losses before they voted to buy the firm for $18.5 billion.

RESEARCH & STUDIES - A
Firm Type - Select - v
Clearing Firm - Select - v
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Last year, Bank of America agreed to pay $2.43 billion to investors who suffered =u

losses during the takeover, engineered by former CEO Kenneth D. Lewis as the

world's biggest financial firms teetered near collapse during the 2008 credit crisis.

Merrill's operations were credited with fortifying Bank of America in the years that UPCOMING EVENTS
followed as costs piled up from bad home loans and credit cards.

Tuesday, Aug 20
Merrill Lynch had about 14,000 financial advisers as of the second quarter, excluding gf;:g::; Social Security Boot Camp: Claiming

those working at bank branches.
Tuesday, Aug 27
Webcast: Why alternatives? Why now?
Bloomberg News contributed to this report.
Monday, Sep 23 - Tuesday, Sep 24
Conference: 2013 Alternative Investments
. Conference
Dan Jamieson | Email | @twitter = Linkedin | Google New Choices for New Challenges

Dan Jamieson covers investment advisers, the brokerage industry, regulation--and
anything else advisers might want to know about.

H163% v

estme & (s 10 - 805PM





image13.png
“There's no guarantee that an RIA

| be better than the other models,” said United Capital CMO Gail
Graham.

As RIAs grab more market share, it's only natural to assume that more clients will come not

just from wirehouses or broker-dealers, but also from competitors.

“It's a sign of the maturation of the industry,” Gail Graham, chief marketing officer of United

Capital, says, adding that “some old-fashioned RIAs are getting left in the dust.”

CLIENTS’ MUSICAL RIA CHAIRS

Over the second half of 2015, 20% of new RIA clients came from other RIAs, according to
TD Ameritrade. That number more than doubles to 47% when the firms have more than

$250 million in assets under management.

5 key questions to ask before launching an RIA
30 Days: Smart Strategies for RIAs

Where one of the fastest-growing RIAs is going — and how it plans to get there

Is this impacting how firms approach marketing and attract new clients?

The answer is yes, according to advisers, marketers and other industry observers, but there

are many factors to consider.

Location is a major factor, Pirker says, because the market tends to be concentrated in
certain classic wealth centers such as New York, San Francisco, Chicago and Los Angeles. In
those places, many RIAs are already finding themselves competing for similar clients based

on geography alone, he says.

X2 | wlmore_on why_you_s..

L

List Season's greetings: Holiday
cards from advisers
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Why Can’t We Be Friends?

AUGUST 22, 2013 « JERRY GLEESON

Social media is attracting more financial advisors, even as
compliance officers raise flags about practices that may violate
industry regulations. But the two sides don’t have to co-exist
antagonistically, a panel of financial professionals agreed.

A recent webinar, “Strange Bedfellows: Compliance and Social
Media,” featured licensed pros talking about their experiences
with compliance officers as they maneuvered through their use of
new channels. The webinar, sponsored by Financial Advisor
magazine and Finect, the simple, compliant social media
platform, showed that FAs and CCOs can work constructively as
their practice makes greater use of social media.

What are compliance officers’ top concerns? What are the
biggest obstacles to getting an advisor’'s compliance officer on
board with social media? Here is what the pros said.

Michael Kitces, director of research,
Pinnacle Advisory Group and author of the
“Nerd’s Eye View” blog

+ Avoid “saying the same dumb stuff on social

T
FA green Blog

4
i

PORTFOLIO MANAGER
INSIGHTS

. Dr. Ed Yardeni

MORE INSIGHTS >

Tom Kostigen's
Impact investor Blog

MORE BLOGS »

Axel Merk

EXPERT VIEWS

Why Can’t We Be Friends?
FAs and compliance officers
wrestle over social media.

+ Read more

Adjusting Your Own Risk
Tolerance

Columnist Robert Laura says
advisors should step out of
their comfort zone and pursue

B Libraries
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RESEARCH
MANAGER
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OCTOBER 24 - 25, 2013
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media that will get you in trouble by saying it

anywhere else. Don't talk in posts about
offering guarantees or investment returns. Compliance officers
want to see that you know what’s appropriate.

+ CCOs aren't following every development on social media. For
example, not everyone knew that LinkedIn added a feature to
remove endorsements just a few weeks after the endorsement
feature was released. If you're on top of what’s happening, you
can drive the conversation with a compliance officer.

«"If you're on social media and you're talking about prudent
cash-flow planning and budgeting, this has no relationship to
what CCOs are worried about.”

Brittney Castro, founder, Financially
| Wise Women, and a registered rep
\ { 4 with LPL Financial

« Compliance officers want all content
pre-approved, and all disclosures posted
on her Web site and social media profiles.

+ When she started in social media several years ago, she found
it was helpful to educate compliance officers on what she wanted

U.S. Equity
RESEARCH
B/D Survey Ranking
RIA Ranking
& & 8 o

+ Read more

MORE VIEWS »

INSIDE THE CURRENT ISSUE

Connecting Health To Wealth
BY ROBERT POWELL

Advisors are turning to
consultants like Katy Votava as
clients need answers on health
care.

+ Read more

An Impact Continuum
BY MICHELLE KNIGHT

At clients’ request, a traditional
advisory firm creates a path to
impact investing.

+ Read more

Diamond In The Rough

BY MARY ROWLAND

The University of Georgia has a
hidden gem in its financial
planning program.

+ Read more

Libraries.

October 22-23, 2013
Hyatt Regency Boston

Directed by:

Russ Alan Prince
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to accomplish, in terms they understood. For example, she
likened putting a post on Twitter to being on the radio.

« “| followed the process. | asked them, ‘What do you need from
me in order to get this approved or allow this to happen?’ and |
listened and | did that. It takes a lot of work, but | would do it. |
would submit, | would get their feedback, | would make the
changes, | would resubmit. And | think they knew that | was
taking this seriously. And then they were more willing to work
with me.”

Charles Massimo, founder of CJM
Wealth Management:

« Be careful about putting opinion in your

posts. Compliance officers prefer the
posts be fact based.

« Social media posts need to be archived and available when a
regulator walks through the door.

« “Am [ fully compliant? I'm not sure because there’s still a lot of
questions about what's fully compliant for social media. But at
least | want to show that I've made an effort with having a policy
and procedure and being able to store all my posts.”

5

VIEW MORE »

ON THE MOVE

NAIFA San Diego Chapter
Receives Award

The Association Achievement
Award recognizes excellence
in performance by local
associations in the areas of
member benefits, advocacy,
membership and governance.

+ Read more

Guardian Retirement Solutions
Strengthens National Sales
Team

Thomas Gleason, James
Morris and Christine Wilhelm
have joined the firm as
regional vice presidents of
retirement plan sales.

+ Read more

VIEW MORE »
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CFP Board Strips ‘Fee-Only’ Listing From Its Website

BY: ANN MARSH

FINANCIAL PLANNING

FRIDAY, SEPTEMBER 20, 2013
& Print & Email B Reprints

Tweet

The CFP Board unilaterally changed thousands of its certificants’ profiles on its website
yesterday by removing the term “fee-only” and swapping it with “none provided.”
The organization abruptly made the changes on its Find a CFP Practitioner search tool hours after Financial Planning

reported that the board had been allowing 486 CFP holders from the four wirehouses to call themselves fee-only on its
website — in open violation of the board’s own rules for use of the term.

After reviewing her altered profile, Delia Fernandez, a fee-only planner and NAPFA member in Los Alamitos, Calif.,
says, “It's difficult to believe that they would do this to their own members. I'm not a wirehouse employee, so why
punish me because of their own internal dilemma with the wirehouse people?”

Former NAPFA board member Paula Hogan of Milwaukee says: “I did not ‘not provide’ compensation information.”

And Cypress, Calif., planner Sandra Field adds: "l am livid that the CFP would change my wording to ‘none provided,’
which is a lie. | did provide them with the title on how | am compensated and it is, proudly, ‘fee only’.”

The CFP Board declined to discuss the unexpected and unannounced move. In response to queries emailed to CFP
Board Chief Executive Kevin Keller and spokesman Dan Drummond, Drummond replied, “We will have no comment at

slide shows ALL VIDEOS = SLIDESHOWS

& |/ GoogleNew.. |
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this time.”

DOUBLE STANDARD? Related Content

The revelation about the wirehouse advisors came in the midst FINRA Advances Broker Compensation Rule

of ongoing controversy following the board’s decision to sanction . L .
Brokers Must Disclose Signing Bonuses as Guides &

three former board officials — including its former chairman, Alan S I
FINRA Board Passes Rule upplem

Goldfarb — for compensation disclosure violations. Questions

were raised about whether the board is practicing a double
standard by punishing some of its CFP holders for alleged compensation disclosure violations while allowing hundreds - .
of others at the wirehouses — and hundreds more at insurance companies and banks — to commit them without sored by: FI I'StC I ea rl ng

repercussions. An affilate of g0 & Company

» GO THERE NOW

“There is no double standard for enforcement,” Keller said earlier this week. “We expect all of our CFP professionals to
adhere to our rules and our ethical standards.”

Sign up to customize your
Financial Planning experience

The board forbids planners to call themselves fee-only if they have associations with any “related parties” that take
commission income, including employers. Wirehouses make substantial revenues from commissions. Prior to
yesterday’s changes, many other advisors in insurance companies and banks were also openly using the term on the

board’s site. VIEW PAST ISSUES

Current Issue
The board does not audit its members; only complaints alleging violations are investigated, according to Drummond.

However, the board bylaws permit it to launch investigations upon the receipt of information about violations. -~ The September Issue is now
online!
Of the four wirehouses, Bank of America Merrill Lynch, Morgan Stanley, UBS Securities and Wells Fargo Advisors, SUBSCRIBE NOW

none would comment about the profiles of its advisors. A Morgan Stanley representative did say that the firm’s clients v

& |/ GoogleNew.. |
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benefit by having the option of choosing services that are fee-based or priced by transaction. “We strive for clear and
accurate communication with the investing public about our services, and will continue to work with all interested
parties toward that end,” the spokesman says.

Wirehouse advisors make up about 10,000 to 12,000 of the 68,000 CFPs in the country, according to Keller. One of

them, Merrill Lynch broker Jeffrey Slothower of New York, was asked via email if he was aware he was using the term Listen to and download podcasts from

fee-only in violation of the terms of his CFP certificate. the Women Advisors Forum events.

“That doesn't really apply to me at a wirehouse,” Slothower emailed back. Yet a few days after the email exchange, Sponsored by RAYMOND JAMES®
Slothower switched the compensation description on his CFP Board profile to “commission and fee.”

‘VALID CONCERNS'

“Looks to me like they are realizing that many of their critics have valid concerns that need to be addressed,” says Tina

Florence, one of two former members of the board’s disciplinary and ethics commission who resigned their positions at PR'NCIPAL GLOBAL
the same time Goldfarb did last year after the board began to investigate them over compensation disclosure DIVERSIFIED INCOME

violations. “I believe at some level CFP leaders recognize that important errors in judgment have been made.” FUND (PGBAX)

The board privately sanctioned Florence over one sentence describing her compensation on her website, she says,
after spending months vetting her before inviting her to serve as a volunteer. It also sanctioned another unnamed
former member of the disciplinary commission.

The board’s investigation and sanction process can last for months. Those who settle with the board in order to
receive private sanctions may have to pay fees of $1,500 to convene settlement hearings into their cases, according to
Florence.

«1 [ 2» VIEWENTIRE ARTICLE

"8 € Googleow. | B © | Bemydooc.
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FINRA calls for firms to better manage

conflicts of interest

Mon Oct 14, 2013 8:09pm EDT

Oct 14 (Reuters) - Broker-dealers should better
manage conflicts of interest at their firms by more
closely monitoring broker compensation and
reviewing new financial products, among other
practices, according to findings published late
Monday by Wall Street's industry-funded watchdog.

he report on conflicts of interest in the broker-dealer industry, conducted
by the Financial Industry Regulatory Authority, follows from a process that
began last year when FINRA said it would begin requesting information
rom 14 firms.

The regulatory authority launched the review out of concern that certain

could lead to promotions of products that may not be the best choice for
investors.

& Libraries

financial incentives, including commission-based compensation to brokers,

Tweet
Share

Share this
<) Email

& Print

[) Reprints

Related Topics

Regulatory News »
Markets »

Mutual Fund Center
»

ETFs News »
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The regulator wanted to know, among other things, the types of procedures and controls in place at
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brokerages to prevent brokers from selling unsuitable products.

"If we find that firms have not made adequate progress, we will evaluate rulemaking to require
reasonable policies to identify, manage and mitigate conflicts," FINRA said in a statement along with
he report, noting that the report is intended to highlight effective practices for conflict management
hat go beyond regulatory requirements.

FINRA's effort is part of a recent examination strategy that aims to detect problems and effective
compliance practices in place throughout the securities industry. The regulator uses its findings to
provide guidance to the industry.

n the report, FINRA called for firms to disclose potential conflicts about new financial products "in
plain English," noting that such conflicts may be particularly troublesome when complex financial
products are sold to less knowledgeable investors, including retail investors.

FINRA also noted that firms could use "product agnostic" compensation grids to ensure brokers are
not favoring products with higher commissions, as well as to cap the credit a broker can receive for
a comparable product across providers.

The report follows recent efforts by FINRA to clamp down on another type of conflict: hefty bonuses
brokers may receive when asking their clients to join them when switching from one firm to another.
Switching firms could be costly to investors, who may have to sell certain securities, such as
brokerage-branded mutual funds, that are not available through their broker's new firm, FINRA has
said.

FINRA last month sent a proposal for review by the U.S. Securities and Exchange Commission for a
rule that would require disclosures to certain clients about those compensation arrangements. The
SEC must review and approve FINRA rule changes.

i) il -
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It’s not uncommon for good advisors to get fired, as compliance departments become Viewpoints Trusts & Estates Plus
more vigilant. But there is life after termination. . .
) ) RIAs Fix My Practice
Mindy Diamond Oct. 24, 2013
IBDs The Advisor Forums
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With the heightened scrutiny in the
financial services industry and the
changing regulatory environment, more
THE GOOD NEWS financial advisors are getting caught in
IS EVERYONE the crosshairs of their firms’ hyper-
HAS AN OPINION vigilant compliance departments. While
ou INVESTING FINRA rules generally have not changed,
STRATEGIES. there has been a significant increase in

sensitivity about the need for stricter
compliance oversight.

Advisors need to operate their businesses
as though their chief compliance officer
is sitting beside them with a magnifying glass, scrutinizing every action. Get every
commitment in writing, don’t take anything for granted, and always do the right thing.
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Despite best efforts, however, I've seen some high-quality, compliant advisors terminated
for what they presumed were authorized actions. It’s typically the “one-off” arrangement
that had been verbally approved by local management that winds up being viewed
differently by someone above that forces the advisor into hot water.

Time Is Not Your Friend

So where do these quality, newly terminated advisors wind up? These advisors are often
highly productive people with portable books of business that even the best firms would
be anxious to recruit—if only they hadn’t been fired. Today, firms don’t want to invite
additional scrutiny or negative press by hiring what could be seen as “damaged goods.”

But a termination can ultimately lead to a happy ending. It all depends on the advisor’s
ability to hop into action immediately following the termination and secure proper
counsel—a lawyer who specializes in the financial services industry and a skilled recruiter
who can advocate for the advisor. Time is of the essence in order to ensure that the
language in your U5s—the form for terminations that will be sent to FINRA from the firm
within 30 days—is as “favorable” as possible. This is the language that is permanently
recorded on an advisor’s U4 and most compliance departments will not permit hiring
decisions without it. Every day an advisor is out of business is a day that someone else is
poaching their clients.

Template for Screer

ask Manager

We work with a great high-end promotional
products and client gifts specialist that can
get name brand items...

Posted 3 sec ago by MarkVM

gift basket from high end restaurant in my
area. Restaurant is very well known, the
presentation is...

Posted 45 min 51 sec ago by jdFA

$8 million annually in assets***** not
revenue...my mistake
Posted 56 min 55 sec ago by jdFA

Always try to write forceful statements and
relate them spontaneously with your own
thoughts. Reading old...

Posted 1 hour 44 min ago by markwillson

Make_it_rain reminds me.. TC apparently
checks with finra to see if you've passed the
exam. If you've passed...

Posted 19 hours 49 min ago by layhe

Advertisement

Practice Management Newsletters

11:42 PM




image14.png
(=]
(:><> @ nttpy//www.financial-planning.com/news/when-clients-jump-ship-to-an-ria-competitor - ¢ ‘ewm cients jump ship t0 2. x‘ ‘ PATATCY

File Edit View Favorites Tools Help

For the independent adh

FP . Now reapinG: The Latest
Quote
“The danger there is that

you get lost in the noise.
People have trouble
telling one from the
other.” - John Anderson,
‘managing director, SEI
Advisor Network

Log Register

n >

When clients jump ship to an RIA
competitor

Social Security coordination is
key for advisers

ideo Nt ll states are equal
‘when it comes to taxes and ...

List Season's greetings: Holiday
cards from advisers

The size of a firm is probably the most significant factor.

“We see a growth differential in RIAs," Pirker says. Some firms are able to grow faster
through leveraging technologies and successful mergers and acquisitions, he says, but many

smaller firms will not be able to do that.

Client asset growth

The independent RIA channel saw large gains between 2007 and 2015

$2.8 trillion

$1.3 trillion

2015

Source: Aite Group

“The fastest-growing demographic within the space will certainly receive a good chunk of
accounts from other RIAs," he predicts, adding that “it's not an equal playing field." Cost-
conscious advisers might not be able to invest in improvements to aid future growth, he

says.

“I think that will lead to concentration,” Pirker says. “Youll see an 80/20' type of space,
where 20% is actively pushing and growing, while the other 80% is sitting under $100

million in assets and shying away from paying for better platforms and more efficiency, v
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Donald was a high quality, clean, compliant, 12-year wirehouse advisor generating nearly
$2 million in revenue when he was terminated for violating the firm’s gifting policy. For
nearly four years, Donald had been following a procedure he and his manager (who has
since departed the firm) had worked out in which Donald’s client, a self-made multi-
millionaire, makes annual gifts to Donald’s mother-in-law. While Donald’s client wanted
to make occasional gifts to Donald’s children to show his appreciation, FINRA prohibited
it, so he and his manager agreed that the gifts could go to Donald’s mother-in-law. While
the process was verballyapproved by the old regime, his new manager didn’t see things
the same way. Donald knew he was in trouble when he was called on the carpet by the
firm’s legal counsel. Since he didn’t have anything in writing indicating firm approval for
the gifting agreement, the firm terminated him.

Donald spoke to his attorney and spoke to our firm. He had hoped to move to another
wirehouse but after a few meetings, it became clear that the compliance departments
would not accept him. We helped him to join a regional firm that actually offered him a
decent transition package as an incentive. After four months with the new firm, Donald
has brought 70 percent of his assets so far and finds he has far more freedom and control
over his business.
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Kevin was a well-respected, long-tenured, wirehouse advisor generating approximately $1
million in revenue. He was terminated three years ago for “market timing”—a practice of
moving clients in and out of the markets, which is generally discouraged by the big
brokerage firms but practiced by many advisors with tacit approval from their managers.
Kevin felt blindsided when he was terminated for this practice despite his 20-year clean
compliance record and $120 million in assets under management.

Kevin'’s first call that day was to a securities attorney, who counseled him and made sure
that the Us language being filed by his old firm would be as benign as possible. As his
recruiter, I worked quickly to arrange meetings with appropriate firms on his behalf.

Two weeks from his termination date, Kevin landed at a wirehouse and was offered a
decent transition package. He realizes now that although he was only relatively happy
with his ex-firm, he would not likely have taken steps proactively to make a move. After
three months with the new firm, he has moved 80 percent of his assets and has had
positive feedback from his clients. Kevin’s family has also noticed that he’s much happier
and more energized. He feels fully supported by management in all matters of his
business, and he knows that he is valued by the firm. As Kevin says now about his
termination, “It was the worst best thing that ever happened to me.”

Advisors should be mindful that a termination can happen at any time to anyone, but
depending on the circumstance, it does not have to be the end of a good career.

Sometimes you have to start over in order to have a happy ending, and that can be
especially true in this industry. v
) | B Template for Scre B | € Welcome to REI M | 2 Task Manager W X1 11:42pPM
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Social Media Compliance Concerns 'Egregiously Overblown'?

BY: KENNETH CORBIN WAY
TUESDAY, NOVEMBER 12, 2013
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WASHINGTON -- The use of social media within an advisory practice has been the

subject of much debate within the industry, but one of the most common arguments for Slide Shows ALL VIDEOS | SLIDESHOWS
advisors limiting or altogether barring sites like Facebook and YouTube within the firm --

compliance -- might be dramatically overstated.

So argued Michael Kitces, a partner and research director at Pinnacle Advisory Group, in a session on social media in

the practice at Schwab's Impact conference.

"| think this fear thing that we have around the compliance of social media has just been ridiculously, egregiously

overblown," Kitces said.

SIMILAR TO TRADITIONAL MARKETING RULES

B | & riadocx - Microsoft .. 8
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Kitces, who has made Twitter and LinkedIn cornerstones of his marketing efforts, argued that for all of the distinctive ' n

benefits of social media, the compliance considerations are not fundamentally different from those concerning ;I(?TGsreat Schools for Financial Planning

traditional marketing channels.

"You still have to comply with all of the normal SEC rules around, frankly, any kind of marketing material that you
would have to create, but the rest of it pretty much just comes down to don't say the same stuff you would get in

trouble with anywhere else you said it," Kitces said.

"Basically anything you can't say to a client directly or on a Related Content
telephone call or in a networking meeting, you shouldn't say on
. . Time For a New Service Model, Says Guides &
social media. And anything you can say to a clientin a Supplements
" . Schwab’s Clark PP
networking meeting and out there in public you can say just fine
on social media," he added. SEC Looks to Cut ‘Information Overload’ for
Investors

Though Kitces is dismissive of the compliance challenges

associated with social media, he acknowledges that firms must Related Resources TO A BETTER RISK AND
take some basic steps, starting with a policy. In that document, WEALTH MGMT. STRATEGY
WEB SEMINAR: LinkedIn: Social Selling

Secrets of Financial Advisors

firms should stipulate what platforms they plan to use, who can
post content, and what types of materials will be reviewed by a

principal before publication. Sign up to customize your

’ — ) Financial Planning experience v
There are also archiving responsibilities to consider, though there are numerous services that can generate a

 Bradon Mivosott | B | SecaiMednCompl| M
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There are also archiving responsibilities to consider, though there are numerous services that can generate a
complete catalog of all the content that advisors create on social platforms.

MAKE A PLAN

Once those policies are set and the necessary technical applications are in place, of course, firms must then craft a
strategy for marketing through social media sites that is likely to resonate with their clients and prospects.

Catherine Maniscalco Avery, president and chief executive of Catherine Avery Investment Management, suggested
that advisors consider what types of social sites their prospective clients are likely to use, as well as the platforms that
they, the advisors, are comfortable posting on. She also suggests that firms take a page from their own book and draft
a social media plan that includes some of the same mile markers -- objectives, time horizon, etc. -- that are the
hallmarks of the plans advisors develop for clients. At Avery's firm, she and her team work by an editorial calendar

where they block out various topics that they want to cover in their social media postings each month.

Social media marketers broadly agree that the medium is not a channel well suited for direct sales. Instead, they'll
point to goals like building brand awareness, audience engagement and influence.

In the advisor space, social content like blogs, videos and podcasts can help establish a firm's expertise, while offering
up thoughtful content that investors might use to advance their financial strategies.

"In this business the trust factor's very important,” Avery said. "Education is a really big part of our thesis in terms of
social media. We want to educate them so we can be seen as a resource.”
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The broker protocol may make it much easier to go independent and take your clients Viewpoints Trusts & Estates Plus
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IMPACT 2013 Fix My Practice
Megan Leonhardt Oct. 25, 2013
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been the best business decision. We went
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like | said, | was...
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establishing what client information an Posted 5 hours 18 min ago by Iday@nscapllc.com
advisor can, and cannot, take when
changing shops. The problem is, not all ==t
firms agree to it.
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and Edelman Financial Group, have withdrawn. A

The agreement was enacted to protect the firms themselves from litigation, according to

securities lawyer Dennis Concilla of Carlile Patchen & Murphy.
onnect With Us

After the Securities and Exchange Commission adopted Regulation S-P in June 2000,

brokerage houses needed to ensure the privacy :* Tic N J
\ LA CA You
of client information. Under the rule, the 1[[‘![’ | \ ' 17) r rJ Ll | U d \ S‘ m

protocol worked to limit the distribution of client

information held by departing advisors by
allowing them to take client contact details—but

not specific account numbers.

In reality, the agreement drastically reduced the flood of breach-of-contract suits and
temporary restraining orders that plagued the industry. Before the protocol, Concilla says
he would see between 400 and 500 cases a year. “It really did get a little crazy,” he says.

Generally the agreement supersedes a brokerage firm’s employment contract, as long as
both the departed firm and the new firm are both members at the time of the move. And
even when both firms are members, it’s still a tricky dance. While an advisor can contact
clients to let them know they’ve left a firm, it’s the clients themselves who must request
the transfer.

At first, only the big players and regionals joined the protocol, Concilla says, but once the
breakaway trend took off, it became much more widespread. Today, the agreement has
nearly 1,000 member firms from all channels.

Welcome to REI
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“Each firm is arrogant enough to think they are going to be the winner, so they agreed,”
Concilla says, noting that it can have a huge benefit for firms that think they’re in a
position to recruit.

But not all firms agree to it. When his firm withdrew in June, Ric Edelman said the
decision was primarily based on the firm’s decision to sell off its independent b/d unit.
Since Edelman was not looking for advisors with books of business, the ability to bring a
book under the protocol was no longer an issue. He also noted that the firm wanted to be
able to enforce its non-solicitation agreements.

Firms who aren’t members say it's not in their economic interests, Matasar says. While
it's expensive to use litigation to impede advisors, it may be worth it when it comes to
large producers.

This is especially true for firms with significant training programs or banks that provide a
referral system for advisors in their branch offices. “If I train an employee and I give them
a book of business, they shouldn’t be allowed to just walk out of the door and take all that
with them,” says Richard Roth, founder and partner of the Roth Law Firm.

And with advisors becoming bigger, firms are also receiving their share of the pie—and
they don’t want to lose that, Roth says. Withdrawing from the protocol is generally the
first step. “It’s one way to staunch the flow,” Matasar says.

Still,“I don’t think it’s going to go out of style,” Concilla says. It may never apply to 100
percent of all brokerages, but few relish a return to the bad old days. v
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. . °y1° 4 Islamic Banks, Stuffed
Finra Fines Barclays $3.75 Million Over With Cash, Explore
d . Partnerships in West
BY DEALBOOK DealBook Conference
The Financial Industry Regulatory Authority said on Thursday that it fined Barclays A
Capital $3.75 million over its failure to properly retain records.
. . . \
The group, the self-regulatory arm of the brokerage industry, said Barclays failed to Opportunities for Tomorrow.
properly keep about 3.3 million Bloomberg instant messages from October 2008 to Video and reports from Q. and A. sessions with execufives in
. " R . finance, innovators in technology and regulators in New York and
May 2010. The group also said that the firm failed to properly retain certain Washington.
attachments to Bloomberg emails from May 2007 to May 2010.
More DealBook News
Article Tools Finra also found that from at least 2002 to 2012,
Barclays did not preserve many of its required bl CHIUSNIS) || WE || HRE || BRENL
FACEBOOK B save electronic books and records, including order
; Ny : SoftBank Said to Be in Talks to Acquire T-Mobile
W TWITTER = EMAILL and trade ticket data, trade confirmations, SoftBank is looking to have its Sprint unit take a majority stake in
5§ GooGLE+ S PrINT blotters, account records and other similar I;’r’r""e':'fy ‘:g\‘,'g:u";w'd help it become the world's No. 2 mobile
7] SHARE PERMALINK records. Cracker Barrel's Top Investor Considers Bid for Company
In a letter to Cracker Barrel's board, Sardar Biglari, an activist
S “The issues were widespread and included all of investor, said it would take an “entrepreneurial mind” to improve
s X the company’s earnings, which he called “far too low in your
the firm’s business areas, thus, Barclays was hands.”
« Finra order N - .
unable to determine whether all of its electronic Cariyle Said in Talks for Johnson & Johnson Unit
books and records were maintained in an The Carlyle Group is in exclusive talks to buy Johnson &
™ ’ < Johnson's blood-testing unit, in what could lead to a transaction
unaltered condition,” Finra said in a statement. worth about $4 billion, a person briefed on the matter said on
Monday.
As part of the settlement, Barclays neither admitted nor denied the charges.
News by Sector v

A spokesman for Barclays declined to comment on the action.
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million in assets and shying away from paying for better platforms and more efficiency,
feeling that they don't need to grow any further, while those 20% get bigger and will

swallow up more of the market.”
BUT SIZE IS ONLY ONE ELEMENT

Size is a big advantage because the economies of scale can be essential for investing in
technology and professional marketing. While many smaller firms cannot afford such

extras, some are already tapping into those services via affiliations with larger firms.

Yet size is only one factor and it can be *a double-edged sword,” says John Anderson,

managing director, practice management solutions for the SEI Advisor Network.

Larger firms with marketing budgets tend to be broader in their messaging, Anderson says.
“The danger there is that you get lost in the noise. People have trouble telling one from the

other, because they typically all say the same thing the bigger they get.”
The strength of smaller firms is that they can be more focused and specialized.

“The bigger you get, the broader you tend to have to be with your services," Anderson
explains. “If you look at a $2 billion or $3 billion RIA, they're trying to be everything to
everybody. If it's up to the $750 million range, it's still small enough to be nimble and to be

more focused on a niche, and that focus is great for differentiating yourself.”

RIAs, say advocates, can more finely tune themselves than brokerages to serve niches,

which might be defined by geography, industry or even a specific company.

That's the case for Diversified Financial Consultants, a Delaware-based RIA. The firm, which
has assets of some $350 million, has developed an expertise in working with DuPont

executives.
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associated public outcry, is this an appropriate time for the
securities industry to inform the investing public that we are now
going to be reporting ALL of their account, transactional and
asset holding information, into a large regulatory database?”
wrote investor Don Brock in a letter to Finra.

Even though Finra would be responsible for security, in the event
of a breach, “a customer is going to view his or her brokerage
firms responsible,” Hammerman said.

Privacy issues would extend beyond Finra, Hammerman added.
If another regulator or a private litigant wanted CARDS data, it's
unclear if Finra would provide it, he said.

“What'’s the problem [Finra is] trying to solve” with CARDS?
Hammerman asked. “What don’t they have access to today in
order to do the job?”

If Finra needs access to more client data, Sifma thinks a better
approach would be to use the Consolidated Audit Trail system,
another massive project now under development.
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The CAT was approved by the SEC in 2012 following the “flash
crash” of 2011 to give regulators a more complete picture of
trading activity. It will incorporate customer I.D. and account
information along with trading data.

If Finra needs more than that, “it would be a lot easier and more
efficient to add that one field of data onto the CAT rule,”
Hammerman said.

Finra has been working with firms in trying to figure out how
CARDS might be best implemented.

“We continue to stress that we are happy to meet with firms that
have feedback for us on the concept and have been doing so for
several months,” Smaragdis said.

Hammerman gives Finra credit for floating CARDS as a concept.
“In that sense, they're telling everyone they haven't fully baked
the idea,” he said.
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allows wealth managers to address

. . . Advice | Retirement | Life Insurance
issues of interest to the advisory

community. Joe Birkofer is a certified Take the next step
financial planner and principal at Legacy
Asset Management in Houston. redefining / standards® m

For 11 years, I've taught a class for Rice
University's Certified Financial Planning
program. | see teaching as an

opportunity to keep my skills sharp and Popular Now )
give back to the industry. As a financial ARTICLES
planner, it's good to say that I'm teaching 1 A 70-Year-Old
what I'm preaching. Virginia Undergrad
Joe Birkofer Cheers Cavaliers

| normally encounter two kinds of

Also in Wealth Adviser: students. The first are career enhancers-
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their jobs. The second kind of student-- Job
Visit the Wealth Adviser Page . B
the career changer--doesn't have it
nearly as easy.
Career changers tend to be a bit older and are starting over in a new profession. How 3 Opinion: Climate
do they get that first job and deal with what might be a huge pay cut? How do we as a Forecast: Muting
profession create a path for older people who are changing careers? | find it rewarding the Alarm
to help career changers overcome these challenges and get moving in the right
direction.
I've had journalists, engineers, airline pilots, chemists, real-estate brokers, and retired 4 Opinion: Best of the
. . . Web Today: Yee
moms take my class. Sometimes, they leave a highly paid career to start over at the Gods!
low end of the income spectrum. Often times, they've discovered financial planning
through a personal experience and have said to themselves, "Hey, | like this and |
think | can do it."
. ) . 5 Russian Border
I tell them to look at it like they're getting an M.B.A. or law degree at a later age. They Buildup Stokes
should mentally amortize that lower income as they start over in the planning Worries
business. It's the cost of any new startup.
The conflict comes when these new planners can't get a salaried planning position,
because there aren't enough of these jobs to go around. In many cases, the only place VIDEO
for them to earn a wage is in a commission-based wirehouse with an eat-what-you-kill 1 Opinion: College
mentality. They have to sell products instead of doing actual planning. This leaves Women Won't v
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them thwarted and frustrated. Marry ‘Himbos’

| encourage career changers to use their prior career as an area of focus and build a

niche practice around it. I've had students who were NASA engineers cater to the ) .

aerospace industry once they've become a CFP. Clients like to work with advisers with 2 w::ztial?(g It\(l)‘?ll’)il‘?ot'

whom they have something in common. That's basic human nature. to Middle East

It can also be ethnic based. | know a former student who started a robust practice

serving Houston's growing Indian and south Asian communities. He speaks a cultural

language that | don't. 3 Robert Shiller on
Investing in the

The ability to bring a niche to a bigger firm is a great way to position oneself as a new Housing Market

planner. A real clearheaded look at your own human capital and connections can bring

value to a firm that is looking for more than just the CFP designation. Or, career

changers can partner with a small group of colleagues and start their own firm. Large

custodians have a vested interest in helping new planners start their own shop. 4 Who is Flight 370
Captain Zaharie
Ahmad Shah?

Career changers will be in huge demand in the years to come. About 10,000 baby
boomers turn 60 every day. And a significant number of planners themselves are
nearing retirement. Who will handle their clients? Getting that next generation of
planners into the profession will be more important.
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Can an adviser affiliated with an
insurance company be fee only?
Yes.

State rules on insurance affiliation complicate fee-only status for

some CFPs
MOST POPULAR
By Mark Schoeff Jr.
Jul 21, 2014 @ 1:16 pm (Updated 3:43 pm) EST 1 5 Shares
Most Commented
Print E-mail  Reprints 2 comments
1. Thompson's former nontraded REIT drops
nearly 30%
For nearly two years, the issue of 2. Rivalry flares between American College,

compensation descriptions has roiled the CFP
investment-advice business. The topic 3. Schorsch's RCS Capital moves into
becomes even trickier when insurance crowdfunding
licenses are thrown into the mix. 4. Securities America buying insurance-based
8D v
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Whether investment advisers like it or
not, the Certified Financial Planner

5. The latest wrinkle in estate planning: Digital

assets
Board of Standards Inc. rules on
planners with a broker-dealer affiliation are clear. They cannot claim fee-only status —
even if they charge their clients only fees — if they work for a firm that has a B-D arm,
because that side of the house can collect commissions.
METLIFE SHIELD
LEVEL SELECTOR ANNUITY.

With insurance affiliation it's less clear. For planners who don't sell insurance but work
in states that require insurance licenses in order to provide advice on the products,
there's a wrinkle. Some states make licensing contingent on an adviser's appointment
with an insurance firm, which obviously can collect commissions.

The appointment affiliates planners with a

commission-taking company. That Me.“_ife f.:‘:::lld

Declare your disqualifies them from fee-only status, ey VEEBOTIE | Selector:

. right? No, not necessarily.

independence.

And be exactly the kind of First and foremost, planners must comply @IN WIRE

advisor you want to be. with state law, said Michael Shaw, the
CFP Board's managing director for Frederick P. Gabriel Jul22 0T-03AM
professional standards and legal Reforming the Proxy Advisory Racket

htp://t.co/S6ZruEqnMH

 COMNONVEALTH fsit stk commmanyesithcom

Beyond state requirements, the CFP
Jul 22 06:40AM
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DFP partner Andrew RIAs, say advocates, can more finely tune themselves than brokerages to serve niches,
Rosen

which might be defined by geography, industry or even a specific company.

That's the case for Diversified Financial Consultants, a Delaware-based RIA. The firm, which
has assets of some $350 million, has developed an expertise in working with DuPont

executives.
KNOWING THE CLIENT'S BUSINESS
DFP partner Andrew Rosen said he has fielded many calls from clients and prospects about

a DuPont pension plan, an issue with which his firm is intimately familiar. It's a niche he

owns.

“We have another arrow in our quiver,” Rosen says. “We're not only doing holistic advice,

but we have a leg up in knowing our client’s business, their industry, even their 40Tks."

That kind of very specific experience also colors hiring and recruiting, as well as merger

activity.
“It's an interesting fraternity ~ there's a respect level among RIAs that's very different than a

bunch of advisers in a wirehouse” says recruiter Ryan Shanks, who estimates that three-

quarters of his services involve RIAs.
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Jeff Benjamin
3 taxes that it?s OK to hate - Tax Guy

Board considers whether planners sold
insurance within the last year, whether they plan to sell in the future and whether they

http://t.co/6pTOLT1Q08 via
receive trailing insurance commissions. @MarketWatch
“If that CFP is not actively engaged in selling insurance products, it is possible for that
CFP to satisfy CFP Board's definition of fee only,” Mr. Shaw said. “We have to take CAREER CENTER

them on a case-by-case basis and take into account a number of factors. We have to

peel back the onion and dig deeper.” CAREER Explore your opportunities and be

CENTER informed for your next move:
In peeling back the onion, however, the CFP Board may cause tears of frustration from

planners who must use the fee-and-commission label if they work for a firm that also Company Type |- Select - hd

has a broker-dealer arm — even if they themselves only charge fees for investment Firm Type - Select - v

advice — while those affiliated with an insurance company need not. Clearing Firm |- Select - v

On the surface, this looks unfair: A planner can get a pass for an affiliation with an 3, COMMONWEALTH

insurer but not for one with a broker-dealer. But Mr. Shaw insists it is not a double Presentedby  #4%- Snancialnerwork

standard.

Brokerages are regulated nationally and operate under a different oversight structure

than insurers, who are regulated state by state. The CFP Board has to consider the MOST WATCHED VIDEO

variances in state regulations, Mr. Shaw said — and has the flexibility to give planners

a pass, if they are forced by state law to affiliate with an insurer. I!' Mary Beth Franklin: 3 smart
y Social Security strategies for v
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Some advisers could argue they have no say in whether their firm has a B-D arm that married couples
has nothing to do with them. June 30, 2014

> | Episode 4: Three ways to
But given the fact that at this point the broker-dealer affiliation is black and white but improve clients’ experiences

serious confusion remains with insurance affiliation, some adviser groups are taking June 29, 2014

the matter into their own hands.
Mary Beth Franklin: How to

undo early Social Security
The Financial Planning Association of Florida wasn't taking any chances when it

pushed through the state legislature this year a law establishing a non-producing
insurance license, which doesn't require an adviser be affiliated with an insurance

company to get the license and give advice. Previously, the state required advisers be &« VIDEO SPOTLIGHT
appointed with a carrier to do so.

claiming decisions
June 30, 2014

Introducing Lincoln Investor

§ i . . ) Advantage
It's difficult to tell how many other states require an insurance license and appointment

by an insurance company to give advice. The National Association of Insurance
Commissioners doesn't keep such statistics. Neither do any insurance-industry
lobbying organizations | contacted.

&l Sponsored by Lincoln Financial Group

Many states don't require a license for insurance advice. lowa is one of them,

according to Nick Gerhart, commissioner of the lowa Insurance Division. A

knowledgeable adviser told me that lllinois does require a license, but an official from UPCOMING EVENTS

the state's insurance department didn't respond to a request to confirm that.
Tuesday, Jul 22

Webcast: Women and Investing: Successfully v
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Virginia does require a license but offers an “insurance consultant” license that doesn't Advising Women in Transition

include appointment with a carrier, according to Kenneth J. Schrad, director of the Tuesday, Aug 5

Division of Information Resources at Virginia's State Corporation Commission. Webcast: Maximizing Your Clients' Social
Security Benefits

California offers a life and disability insurance analyst license, according to Madison

Voss, a spokeswoman for the state's Department of Insurance. Before an adviser can

qualify for that license, he or she must hold for five years a life and health agent

license, which does require appointment.

There are 31 (yes, 31, that's not a typo) people and businesses in California who hold
the analyst license, while there are more than 450,000 agents. But — and this is a big
exception — investment advisers do not need a license to provide insurance advice if
that advice is rendered “in their role as an investment adviser,” Ms. Voss said.

With a rapidly aging population, advisers are getting more and more questions about
insurance. They'll have to check with their state regulators to see what license, if any,
is required to give answers. And if affiliation is required, and the adviser wants to
maintain their fee-only status, it sounds like they'll have to check with the CFP Board
and just hope whoever is peeling the onion that day is in a generous mood.

. Mark Schoeff Jr. | Email | @twitter | Linkedin | Google

2 Mark Schoeff Jr. covers legislation and regulations affecting investment advisers and v
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In the face of a compliance surge, many industry executives and attorneys wonder whether the emphasis is worth it.
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After a series of embarrassing and expensive compliance and regulatory Money managers to redraw
failures, LPL Financial last year dumped its longtime legal chief battle plans after SEC @

: . - - . nixes batch of
Stephanie Brown, replacing her with a rising star from the Securities and nontransparent ETFs
Exchange Commission, David P. Bergers.
What the SEC's
Mr. Bergers came with a hefty price tag. Although he started only in e"'ﬁ"‘;e'l'l‘e"‘ numbers ‘?‘
really tell us
August, he was paid $4 million in salary, stock bonuses and other v
compensation last year, thrusting him into the top echelon of LPL
: Adviser enforcement must
executives. involve real due process
‘While no one doubts Mr. Bergers' abilities, his substantial compensation
may say more about the state of compliance in the banking and securities
industries these days than anything else. With regulators breathing down Truth is...
the necks of firms both big and small — and leveling expensive fines when I ]
violations are uncovered — they are pumping millions of dollars into their exp al n I ng
compliance departments to keep these agencies at bay. a m OV e
. -
15,000 HIRED is easier

Declare your

independence. th

And bp Iy the kind of Jamie Dimon, the chief executive of JPMorgan an ou

d be exact’y the g Chase & Co., said in an April letter to shareholders H v
advisor you want to be. [ |

al.
s | B iy Websiwpis. | =1 Aot ot | w2 g X
ox - t4money... | ™ camy Webs\rwpfs... | 3 About_financial Lp.. | why i 401k_plan_manag. '3 more_on_why_you. Firms pumping mi. ] s 0 1:02PM





image192.png
N\ N N
(52 )(52) | IN] iy powowsinvestmentnews.com/article/ 20141026 /REG/310269996/firms-pumping-millions-into-their-compli: + ¢ ‘ T 4 More Annuity Ans ‘M\nvestmentNewyTh ‘ IN| Firms pumping m.
/

File Edit View Favorites Tools Help

InVeStmentNews NEWS&OPINION - DATA&RESOURCES - RESEARCH - EVENTS - CAREERS & O susscrie a
— - "
advisor you want to be, Chase & Co., said in an April letter to shareholders th I n k
that since 2012, JPMorgan had hired an additional
i 13,000 employees to handle regulatory issues and
T ———— compliance. Let us prove it with our guide to
discussing transition with clients.
John Shrewsberry, chief financial officer of Wells Fargo & Co., which
owns a wirehouse employing some 15,000 advisers, underscored rising
compliance costs in a call with analysts this month to discuss third-quarter
earnings. ® Cetera'
“Our quarterly expenses related to risk and compliance have increased by
approximately $100 million over the past year and we've added over 1,500
o B : A HOT TODAY
team members in this area,” he said.
o Two big developments in =
41% INCREASE IN STAFF retirement planning grab E3
advisers' attention
LPL, which has paid at least $20 million in regulatory fines, restitution and Treasury, IRS OK annu
settlements in the past few years, now has 636 employees in areas that in 401 (k) target date funds
focus on compliance and oversight, a 41% increase since the start of 2013,
according to chief financial officer Dan Arnold. Just last week, LPL, which
has 13,800 independent brokers in its ranks, said it will take $23 million in Spike in Finra, SEC -
regulation leaves star v
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charges in the third quarter for regulatory matters, $18 million more than it ;:;;::;;:‘;: e -
originally forecast.

New Linkedin tool could
“When I came here, there were a number of challenges, and part of that ;ﬂrk:&di‘:;ezm:nance
stems from [LPL's] rapid growth in the past,” Mr. Bergers said. “What's
very clear to me, now that I've been here for almost 15 months, is the size of United Capital acquires e
the commitment LPL has made to risk, compliance and control functions.” $320 million AUM adviser ‘
It is not only larger companies that are struggling with regulators and
investing in compliance. WFG Investments Inc., a midsize broker-dealer MUST WATCH
with 270 registered representatives, has seen a 50% increase in compliance
costs from 2012 through today, said David Williams, the firm's president.
'WEFG disclosed in an SEC filing that it is facing a $650,000 global fine by
the Financial Industry Regulatory Authority Inc. Mr. Williams declined to
comment about the Finra fine, which comes on the heels of a $200,000
fine last year. In an interview in September, Mr. Williams said that WFG
has made “wholesale changes” over the past 18 months, including hiring a
new chief compliance officer and doubling its compliance staff to nine I::g‘::‘:emce: Why 60-40 ain't what it
people.
Featured Video
Regulatory enforcement actions cover a wide range of infractions. In the o ] i A
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Regulatory enforcement actions cover a wide range of infractions. In the

last two years, LPL has faced disciplinary actions over e-mail system
failures and violations regarding the sale of nontraded real estate
investment trusts and variable annuity transfers, among others. WFG's fine
last year was for alleged lapses that led it to miss a stock fraud scheme.

"08 CRISIS AND DODD-FRANK

‘While some industry observers trace increased securities regulation back to
the early 2000s, the most recent surge in regulation is the result of the
financial crisis of 2008 and the Dodd-Frank financial reform law, which
has put pressure on regulators to increase enforcement. In 2013, Finra filed
1,535 new disciplinary actions, up 33% from what it filed in 2009. This
month, the SEC preliminarily reported a record 755 enforcement actions
taken in fiscal 2014.

The focus on compliance and regulation not only has driven up costs for
banks and advisory firms, it has created a growing demand for compliance
personnel.

“Ten years ago, no one wanted to work in compliance — it wasn't sexy,” said

t4money... | M CAMy Webs\wpfs... | w3 About_financi why_portfolio_inc... | w3 401k plan_m:
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Is Growth Ahead? A Stock
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With interest rates and inflation likely to rise, the
U.S. economy is at a crossroads. Advisers need to
stay ahead of the curve to keep thelr clients safe.
Find out about the sectors, industries and stock-
picking strategies that have strong... Learn more
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Kurt Kraeger, managing director in New York for Robert Walters, a global IMGA for 1 CIMAG/CIMCE/CPWA® GE credit.

recruiting firm that focuses on compliance professionals. “Now firms are sponsored by Federated  Fraglapated.,
under pressure. If they don't have people in those positions, they will get

fined and can't do business. The chief compliance officer is starting to take

on the same stature as the [chief financial officer].”

2ND ONLY TO THE BOSS

Mr. Bergers' $4 million pay package put him only behind LPL's chief
executive, Mark Casady, whose total compensation in 2013 was $6.1
million, and ahead of LPL president Robert Moore, who last year earned
$3.1 million in total compensation.

“Four million dollars really typifies how important compliance is to these
companies,” Mr. Kraeger said.

Mr. Bergers declined to discuss his compensation.

If they have the right skill sets, Mr. Kraeger said compliance professionals
can increase their compensation 20% when they change firms. “There are
only a limited pool of people who have these skills, and there is definitely a v
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grab for legal and compliance talent,” he said.
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In the face of the compliance surge, many industry executives and attorneys
wonder whether the emphasis on compliance is worth it, or if it is a case of
regulators' overreacting because of a failure to catch the root causes of
market meltdowns in 2000 and again in 2008, along with embarrassing
frauds such as the Bernard Madoff Ponzi scheme. Clients ultimately pay
more as firms increase fees to cover increased compliance costs, many in
the industry believe.

“It began in the early 2000s, with an onslaught of new rules,” said Alan
‘Wolper, a partner with Ulmer & Berne and a former NASD director.
“Today, regulators are sort of manic.

“Now little firms need a guy just to respond to general requests from
Finra,” Mr. Wolper said. “And it's just a steady stream of those requests.
People spend all their time pulling documents to satisfy regulators. At the
end of the day, there is an avalanche of paper, and broker-dealers think
they are over-regulated.”

The tug of war between increasing compliance and legal costs and the
industry's doubts about the worth of such efforts is at the heart of the

- i i1 10
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One of those trends, she says, is that people are demanding accessible technology.

She says that many “old-fashioned” RIAs insist on face-to-face meetings and do not use a
Iot of videoconferencing. Though that is changing as some smaller advisers have embraced

video, realizing it is a necessity to better compete in a changing RIA world.

Despite intensifying competition within the channel, most RIAs see focusing on client
satisfaction and differentiation as recipes for success, rather than luring clients from other

firms.

“We're not looking at other RIAs and asking, ‘how are we going to get their clients’ at all,"

says J.P. Simmons, director of practice management for the Oxford Financial Group.

In fact, Simmons says that Oxford's strategy embraces

-
Article working well with other RIAs for the best outcomes for
Structural clients.

impediments to

growth "We don't really see ourselves as replacing any RIAs as

4reasons for anemic much as being complementary to them,” he explains.

th, with 4
eeonomic growth, wi “"We have a lot of RIAs that work with us. We receive and
potential solutions

give referrals to them as well, when appropriate. If we're

PARTNER INSIGHTS not a good fit for somebody, we would be more than
SPONSOR CONTENT FROM: . )
willing to recommend another RIA!

However, he adds: “We probably wouldn't recommend

Financial planning another delivery channel.”

Paul Hechinger More from this Author
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burgeoning debate over CARDS — Finra's controversial proposed

NEWS & OPINION DATA & RESOURCES RESEARCH EVENTS. CAREERS & O,  susscrie

Comprehensive Automated Risk Data System.

The rule introduced at the end of last month would establish the system in
phases, the first of which would require about 200 clearing firms to submit
customer-account information to Finra regarding securities accounts they
clear for brokers. The information would include transactions, holdings and
account profile data.

The second phase would require about 1,850 brokerages to submit account
information either directly to Finra or through a third party that would
include investors' time horizons, objectives, risk tolerance and net worth,
but would exclude personally identifiable information. Both groups would
have to submit the information on a monthly basis.

Critics worry that the costs of CARDS for technology infrastructure,
maintenance and security will outweigh the benefits for smaller broker-
dealers.

“And can any reasonable person who has witnessed the massive expansion

amoney... || M C:AMy Webs\rwpfs. | - i i1 10
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Critics worry that the costs of CARDS for technology infrastructure,
maintenance and security will outweigh the benefits for smaller broker-
dealers.

“And can any reasonable person who has witnessed the massive expansion
of Finra's reach and the growth of the fees and fines to feed the beast not
believe that this CARDS program will continue to grow in its real-time
demands for information?” Dan Pisenti, the former president of Whitehall-
Parker Securities Inc., wrote in a comment letter to Finra.

RECOMMENDED NEXT

An 'adviser' in name only |

CARDS “will add great expense to the operations of the firms in this
industry, and it will embroil firms in litigation with Finra and other entities
full-time,” Mr. Pisenti wrote.

Finra spokeswoman Nancy Condon declined to comment about criticism of
the CARDS proposal.

What do you think?

XE s o D 10
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Boost in regulatory charges that cut third-quarter earnings estimate results in at least one ratings downgrade
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cents a share Tuesday to satisfy regulatory concerns.

LPL now expects its broker dealer, LPL Financial, to incur up to $23
million in charges — $18 million more than previously anticipated — to
resolve undisclosed regulatory matters. On Wednesday, the first day
of trading after the news was released, LPL's shares were down 6.5%.

LPL's revised charge “serves as a reminder that underspending on
compliance in the past continues to haunt the franchise,” wrote Alex
Kramm, an analyst with UBS Securities. “We believe the charges stem from
LPLA's lack of sound record keeping around nontraded REITs and variable
annuities and should reduce (third quarter) earnings by some 20%. We
would hope that increased spending now sets the foundation for reduced
expense in the future.”

“That said, it is too early to say if the company's

Let freedom ring. issues are closer to being resolved,” wrote Mr.

Be exactly the kind of Kramm, whose rating of LPL's stock was unchanged
independent advisor you at “neutral.”

want to be.

i “In short, LPLA has become a 'show me' story,”
wrote Steven Chubak, an analyst for Nomura
Securities International Inc. “We are increasingly
cautious, as regulatory expenses have been steadily

& O susscrie
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LPL cuts profit forecast to
cover higher-than-
expected regulatory costs
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rising and have proven difficult to predict; we have no basis on which to 1. Wells Fargo Advisors Financial Network
suggest that these costs should begin to decline.” 2. Commonwealth Financial Network

3. Prospera Financial Services Inc.

Mr. Chubak downgraded LPL from “buy” to “neutral.” 4. VSR Financial Services Inc.

5. Geneos Wealth Management Inc.

(More: LPL Financial agrees to pay $541,000 for faulty variable Learn more at the B-D Data Center.
annuities switches in Massachusetts)

“In speaking with management, we believe the regulatory issues are with MUST WATCH
multiple regulators and encompass multiple issues related to systems,
policies and procedures, while the timeline remains uncertain around
nearing the end of the regulatory overhang,” noted Citigroup Global
Markets Inc. analyst William Katz, who maintained a rating of “neutral.”

In trading on Thursday, LPL's shares were rebounding as of the early
afternoon, and were up 1.5%.

Tangent's Rice: Why 60-40 ain't what it
used to be

LPL's revised charges are expected to trim 11 cents a share, or 25%, from
previously projected third-quarter earnings; the company expects earnings
to come in at 32 cents to 34 cents a share, or $32 to $34 million.

Featured Video

Those charges are due to “regulatory matters relating primarily to issues
involving LPL Financial's systems, policies and procedures,” the company

)
3§
]

said in a statement Tuesday after the market closed.
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"Beginning in the last weeks of the third quarter, we made progress towards FirstClearin
the resolution of certain regulatory matters that contributed to us taking a

larger than expected charge," stated Mark Casady, chairman and CEO of
LPL Financial, in a statement. "The nature of these matters makes it

(Related: Selling away claims behind LPL's termination of

challenging to identify and evaluate the exact timing and magnitude of their
resolution, but we are now able to estimate the potential costs associated
with addressing these regulatory matters.”

The company, which will hold a conference call next Thursday to discuss its
earnings, expects net revenues to be in line with prior expectations,
increasing to $1.1 billion.

RECOMMENDED NEXT

Wunderlich and fired LPL

The largest independent broker-dealer in the nation with 13,600 registered broker part ways

reps and financial advisers, LPL has been in regulators' cross-hairs
for the past two years for a number of issues. The company has been
ordered to or agreed to pay at least $20 million in fines, reimbursements
and restitution over that period.

What do you think is next for LPL?
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Long treated with kid gloves, big producers now face questions about alleged violations
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Star financial advisers, the cocky big producers in the corner offices, have

5

NEWS & OPINION DATA & RESOURCES RESEARCH EVENTS CAREERS = SUBSCRIBE

approach to 'robo’ trend

long been treated with kid gloves by management at brokerage firms.

The Fed's QE sleight of
. - . . hand: Please ignore that
The financial advice industry, particularly the large securities houses, have $4.5T balance sheet
an unspoken tradition of coddling their leading advisers, regardless of the BLOG

ethics of some of their business practices.

Analysts question whether
LPL is out of the regulatory

It's known in the financial advice industry that management typically will woods

avert its gaze from potential indiscretions of star brokers; they produce too

much in fees and commissions to risk antagonizing. Brokerage CEOs live in Wunderlich and fired LPL .

fear of star brokers getting annoyed after being asked too many questions broker part ways BT e A
m 4

by the geeks in compliance; the star could simply take his book of business

out the door and find a far more accommodating firm to call home.

Indeed, if a compliance officer starts to sniff around
a $1 million producer's door, perhaps brimming with

We are PIMCO

queries about a flurry of trades in gold mining stocks

() (LR (UAD ar a cascade of va e o es_the CEQ
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or a cascade of variable annuity exchanges, the CEO

4.D. Power ranks Commonwealth:
“Highest in Independent Advisor Satisfaction
‘Among Financial Investment Firms,
Four Times in a Row.” Find out why >

has typically sent the non-revenue-generating
compliance minion back to his office, chewed him
out for asking too many questions, and, in the

&%, COMMONWEALTH financial network brokerage industry's equivalent of the sleeper hold,

threatened to disinvite the compliance geek from the
company's next golf outing.

That's why the recent termination of top advisers by Bank of America
Merrill Lynch and LPL Financial, two of the largest broker-dealers in
the industry, has turned the industry on its head.

Merrill Lynch fired two star brokers, Stephen S. Brown and James
P. Goetz, in September due to alleged “conduct related to not disclosing
outside business activities and participation in private securities
transactions involving clients,” according to disclosures on the advisers'
BrokerCheck records. The transactions allegedly involved “non-Merrill
Lynch products,” and Mr. Goetz was also allegedly “not being forthcoming

& O  susscrise

Guided by
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investment

process

PIMC O | YourGiobal inesiment Authoty
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during an internal review,” according to BrokerCheck.

NEWS & OPINION DATA & RESOURCES RESEARCH EVENTS CAREERS & O  susscrise

$500K reps
Mr. Brown and Mr. Goetz managed an astounding $2.5 billion at Merrill Firms with the largest portion of $500K+ producers
Lynch. They are now registered with Stifel & Co., a large regional firm 1. Wells Fargo Advisors Financial Network

with national aspirations. 2. Commonwealth Financial Network

3. Prospera Financial Services Inc.
Likewise, LPL Financial in September terminated James “Jeb” 4. VSR Financial Services Inc
Bashaw due to allegations that he had participated in private securities 5. Geneos Wealth Management Inc.
transactions without providing written disclosure from LPL or obtaining
written approval from the firm, according to his BrokerCheck Profile. He
also allegedly borrowed money from a client, a severe infraction in the
securities industry.

Learn more at the B-D Data Center.

MUST WATCH

In 2011, Barron's magazine ranked Mr. Bashaw as the top financial adviser
in Texas, with total assets of $3.8 billion. He had about two dozen advisers
working under him in various offices.

4
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Open letter to the new SEC chief
By A o o
Bob Veres Print Email Reprints Share
Published

October 28 2016, 2:47pm EDT .
An open letter to the new SEC chairperson:

More in
Law and regulation Now that the recent unpleasantness of the presidential campaign is behind us, tradition

RiAs tells us that the new president appoints a new SEC chair. Congratulations on your selection!

Compensation
e As you take office, you'll almost certainly be familiar with issues like insider trading and
Wirehouse advisers

corporate governance. You've seen testimony by Fabulous Fab and know that some of the

Wirehouses

Independent BDs brokerage firms think that doing a great job means selling investments they know will fail,
Compliance for a commission, and then betting against them for their own account.

SEC

FINRA

What you may not know is that there is a whole cadre of advisers who aspire to serving

their clients fairly and impartially.

Check with your staff, and they'll tell you that these RIAs, many of them fee-compensated
financial planners, have been a low regulatory priority for decades — for obvious reasons.

They fully disclose their fees, their clients' money is held by a custodian, and they primarily

recommend low-cost mainstream investments like mutual funds and ETFs. They embraced -—
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After a flirtation with Wunderlich Securities Inc., Mr. Bashaw has not

yet found a home for his securities license.

Engaging in securities transactions without broker-dealer approval is

How Raymond James is attracting and
retaining women advisers

commonly known as “selling away” in the industry and is one of the most

common allegations made against registered reps.

To be clear, the vast majority of $1-million-producing brokers do not draw

scrutiny for unsuitable trading or selling products that have not

approved by their firms. The financial advice industry is absolutely
brimming with star brokers with spotless compliance records and faultless
business ethics. Such advisers draw kudos because they are devoted to their

clients and communities.

Regardless, in the past, star brokers typically not been axed for allegations
such as selling away. Brokerage firms, while quick to cut a middling
producer, have typically hung onto such stars for dear life because of the

# | odinbox- l4m% ty Webs\rwpf w3 me hy_you_s...

Featured Video

been

Interest Rates and Income Investing
Sponsored by Federated Investors Inc.
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sweet, juicy revenues they continue to generate. Likewise, clients remain

NEWS & OPINION DATA & RESOURCES RESEARCH EVENTS CAREERS & O  susscrise

loyal to the adviser because, after all, he or she is still a star and they often
are simply unaware of allegations the adviser may face. UPCOMING EVENT

Webcast Nov

Is Growth Ahead? A Stock 0 4
Pickers Perspective

Are the recent terminations by Merrill Lynch and LPL an indication that
the financial advice business has evolved to a point where star advisers, the

top 1 percent, are to be held accountable to the same standards in
With interest rates and inflation likely to rise, the

compliance and ethics as everyone else? U.S. economy is at a crossroads. Advisers need to
stay ahead of the curve to keep their clients safe.
Find out about the sectors, industries and stock-

. . picking strategies that have strong... Learn more
Even five years ago, there was much more regulatory grace given to large

§ .o . I, . Accepted by the CFP Board for 1 CE credit and by
producers,” said Jon Henschen, an industry recruiter. “With the potential IMCA for 1 CIMAG/CIMCG/CPWA® CE credit.

of supersized fines imposed by the [Financial Industry Regulatory
i - i Sponsored by Federated - Faderated
Authority Inc.], broker-dealer response to infractions has become as severe ¢

as the potential fines they can incur.”

“One part of this is the era of compliance we are in, and the [Securities and
Exchange Commission] in particular is paying attention to selling away,

from what I understand,” said Danny Sarch, another industry recruiter. v

Spike in Finra, SEC re. X3 < i i D 117PM
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“The second part s the prevailing notion in the industry right now that

O, susscise

nobody, no adviser or employee, is bigger than the firm's reputation. Now,
you fire first before the firm's reputation can be stained.”

In other words, Finra and the SEC, through the threat of fines, have
injected cold, clammy fear into the marrow of securities industry CEOs and
presidents. The potential damage to a firm's reputation due to a scandal
involving a star broker outweighs the revenues that top producer can
generate.

Mr. Brown and Mr. Goetz did not return a message to their office Friday
afternoon. Mr. Bashaw did not return a call Friday afternoon to comment.

RECOMMENDED NEXT
The allegations around these advisers are allegations only. Nothing has Former Stratton Oakmont [ ¥

been proved, no legal settlement yet hammered out that might indicate broker charged with fraud 2

what happened in either instance.

But the message in both cases is crystal clear. The financial advice industry
for decades has given a pass to its top advisers for a variety of faults, both
real and alleged. Now, it looks like the star treatment is over, at least at
Merrill Lynch and LPL.

w3 mo > on_why_yous... | Spike in Finra, SECre... | X3 < i i D 117PM
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Whistleblower against JPMorgan scores

Whistleblower against JPMorgan
scores victory - but 'has lost by ...

Despite scandal-plagued image,

Wells Fargo's wealth profits ... head Bob Oros will exit

victory - but ‘has lost by winning'

By
Ann Marsh

Published
January 12 2017, 4:15pm EST

Morein
Regulatory actions and programs
RiAs

JPMorgan Chase

Dol

Wells Fargo

SEC

FINRA

GAO

Johnny Burris

& Print Email I Reprints . Share

JPMorgan whistleblower Johnny Burris, a former broker turned independent financial
adviser, scored a victory against his former employer in a development that both vindicates

him and tightly limits damages the bank must pay.

The Occupational Safety and Health Administration found that when Burris spoke up and
refused to put his elderly clients into high-commission JPMorgan Chase investments in 2012,
the bank retaliated by firing him, according to a decision released this week. Burris'
manager then caused him “reputational harm® and “likely blacklist{ed] him* in the industry

by inappropriately putting client complaints on his public FINRA BrokerCheck record

As a result, JPMorgan must pay Burris $164,462 in back wages and damages for emotional

distress, in addition to covering his legal expenses.

MUST CLEAR BROKERCHECK RECORD

JPMorgan also must try to wipe the client complaints off Burris' BrokerCheck record. In
addition, OSHA ordered the bank to inform its employees about the details of Burris' case
by posting a notice about the findings. The purpose of such notices is to encourage

whistleblowers to come forward.

The decision does uphold the bank's decision to fire him, a rationale critics says is legally

untenable
Burris plans to appeal the decision. “The firm had no valid reason to terminate me,” he says.
In a statement, JPMorgan says: “Mr. Burris previously raised these claims in an arbitration

before an independent, FINRA three-member panel. That case, for which all of Mr. Burris'

claims were denied, involved the same basic evidence that we will present to an OSHA

‘FPW ‘e'Nc ‘e%na ‘ewhy ‘eTrum ‘ewha ‘chu'r‘ ‘{ﬁ
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administrative judge. We look forward to presenting our case in the next step of this process

and putting this to rest.”

Ouats While JPMorgan refers to FINRA as an independent entity, the self-regulator is run by
”Z:‘Z‘;L/;;’:"IZ’:" member firms, including JPMorgan. JPMorgan's vice chairman, and former general counsel,
company.~ Stephen Cutler, joined FINRA's board in November.

whistleblower lawyer

Tom Devine The decision supports Burris’ central accusations against JPMorgan, which admitted guilt

and paid the largest SEC fine of 2015 for the same kind of practices Burris accused it of
engaging in. The regulator fined JPMorgan two years after Burris provided extensive
evidence about JPMorgan's sales practices, which the bank later admitted breached its
fiduciary duty to clients. As a matter of policy, the SEC does not disclose which

whistleblowers provided evidence in specific cases. OSHA's decision cites the SEC case.

“The finding s notable for validating something critics of the industry have been saying for
along time,” says Ben Edwards, a professor at Barry University Law School in Orlando,
Florida, "that [many of] the people who call themselves financial advisers are not really
financial advisers. They are commission-compensated sales people and, if they try to push

back against this sytem, their firms likely either push them out or cut their pay."

BURRIS 'LOST BY WINNING'

The decision follows last month's Financial Planning report in which two former OSHA
investigators came forward to say they supported Burris' claim against the bank - before
they, like Burris, were fired. The investigators allege that the government's failure to protect
Burris, who is now an RIA in Surprise, Arizona, is part of a nationwide breakdown in
protections for whistleblowers. A prominent, recent demonstration of this, they say, is the
government's failure to protect any of the whistleblowers in the ongoing unauthorized

accounts scandal at Wells Fargo.

Read more: Fired federal investigators supported RIA's whistleblower claim against
JPMorgan

The new OSHA decision illustrates the laborious process by which the government fails
whistleblowers, alleges Darrell Whitman, the first OSHA investigator who handled Burris'
case. He maintains the bank should have been forced to rehire Burris years ago and pay all
back compensation and damages.

1 more_on why
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“It's a good example of how the process is manipulated to disable whistleblowers. It s likely

that [OSHA] will now contact Johnny and try to coerce a settlement," Whitman predicts.

EED When cases settle, regulators often take no further action on whistleblowers' complaints,
“Mr. Burris previously

raised these claims in an
arbitration before an

independent, FINRA OSHA's San Francisco office routinely collaborates with and favors corporations in its

potentially lifting pressure on companies to institute reforms.

three-member panel, whistleblowing investigations, Whitman alleges in an affidavit in his own whistleblowing
[and] all of Mr. Burris’
claims were denied, " -
JPMorgan statement

case against the agency filed with the federal Office of Special Counsel. In all, six
investigators, including Whitman, have been fired or pushed out of that office between 2010

and last year by the same manager now handling Burris’ case.

Whitman's lawyer, Tom Devine, who has contributed to writing many of the whistleblower

laws in the U.S. and worldwide, denounced OSHA's decision on Burris.

“This is a classic case where a whistleblower has lost by winning,” Devine says. “There's no
indication in the decision why it couldn't have been issued in 2013 instead of 2017. There's
no excuse for leaving Mr. Burris twisting in the wind for three years of delay. ... The ruling

[also] doesn't recognize the existence of Mr. Burris' side of the story, let alone flesh out the

facts of his alleged misconduct.”

OSHA did not respond to Devine's allegations.

Burris, who worked out of the bank's office in Sun City West, Arizona, and JPMorgan have
30 days to appeal the decision before an administrative law judge of the Department of
Labor, of which OSHA and its Whistleblower Protection Program is a part. Or Burris could

pursue the matter in federal court.

'FAKE’ LETTERHEAD

In its decision, OSHA found that JPMorgan retaliated for Burris’ whistleblowing when it fired
him on Nov. 6, 2012. But it also concluded the bank would have fired him the next year after

discovering he had altered company letterhead

Once the firm learned that Burris "was using fake letterhead during a routine audit on
March 3, 2013, [JPMorgan] likely would have terminated him,” according to the decision. v

X2 | wlmore_on why_you_s..
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the fiduciary concept long before it became a talking point in lobbying efforts.

STREAMLINE YOUR PROCESSES Read this list

So why am | writing you? Because I'd like to propose a way that you can streamline your

regulatory processes while, at the same time, do a better job of protecting the public. Open letter to the new SEC chief

How to get more — and better —
referrals

Culture & sustainable
alpha generation Partner Insights
Sponsor Content From: MFS Partner
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Slideshow Industry evolution: What's
next for RIAs?

V7, FINRA offers some arbitration fixes;
bigger issues still unresolved
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As you take office, you're going to hear that the commission has done a terrible job of

inspecting the offices of these planning professionals — the usual statistic is one visit every

11 years or so. This is a direct reflection of how dangerous the SEC staff has traditionally Read this list
considered these would-be professionals (namely, not at all). But now that the brokerage
firms are yelling that fee-only advisers are unregulated rogue brokers and have managed to Open letter to the new SEC chief

get their surrogates in Congress to call for more frequent visits, the SEC is under pressure to
) ‘ ‘ How to get more — and better —
start cracking down on the most honest segment of the advice business. referrals

White Paper Culture & sustainable
What | would propose is that you answer back with a regulatory inspection scheme that alpha generation Partner Insights
Sponsor Content From: MFS Partner

makes sense, based on the actual risks that exist in the marketplace. Insights Sponsor

Slideshow Industry evolution: What's
Meaning? Let the inspection regime be dictated by the number of conflicts of interest that next for RIAs?
different service providers intentionally, deliberately embrace in their business model. The

FINRA offers some arbitration fixes;
hierarchy would look something like this: bigger issues still unresolved

THE HIERARCHY OF CONCERNS

1. Brokers with wirehouse firms. This should be your highest priority — for obvious reasons.

If a firm is manufacturing its own investments and selling them to the public, there's a pretty STAHH_HY

big temptation to arrange the transaction so that it favors the firm and not the customers. WHAT YUU E[]UNT []N

N TIMES OF CHANGE
.

Wirehouse derivative contracts are opaque and potentially suicidal for financial customers;

in fact, | suspect that your biggest headache, down the road, will come when another trillion
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dollars worth of wirehouse-created derivatives blow up and compromise the balance sheets

of banks, retirement plans and public pensions. Meanwhile, it's a wonderful testament to the
sales skills of their brokers that their mutual funds, some of which combine inferior Read this list
performance with high expense ratios, are still in existence, much less managing billions of

customer dollars. Open letter to the new SEC chief

How to get more — and better —
referrals

White Paper Culture & sustainable
alpha generation Partner Insights
Sponsor Content From: MFS Partner
Insights Sponsor

Slideshow Industry evolution: What's
next for RIAs?

FINRA offers some arbitration fixes;
bigger issues still unresolved

STABILITY:
Image: Bloomberg WHAT YOU COUNT ON
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And you might want to investigate the separately managed accounts that their brokers

recommend. They're laden with under-the-table revenue sharing arrangements — thinly
earn More





image22.png
— a
fnre

F| http:/fwww.financial-planning.com/news/open-letter-to-the-new-sec-chief?brief=00000153-677d-df6b-a777-6777e8460000 ~-00C ‘ E| Open letter to t ‘remon between U. ‘eGermany to send ‘(\ DOL fiduciary rule ‘

File Edit View Favorites Tools Help

For the independent adviser

FinancialPlanning  Ajl Sections - Q

disguised pay-to-play schemes that the regulators have allegedly outlawed.

Taking in a bigger picture, the brokerage firms have created a competitive sales culture that Read this list
rewards asset gathering and sales, and provides incentives for brokers to cut corners. To top
it off, the brokerage firms have managed to lobby themselves an exemption from SEC Open letter to the new SEC chief

registration, which means that they provide advice but don't have to adhere to the How to get more — and better —
referrals

standards imposed on RIAs. You might take a few minutes to wonder why the wirehouse

White Paper Culture & sustainable

alpha generation Partner Insights

Sponsor Content From: MFS Partner

Insights Sponsor

community is so adamant about not allowing their reps to register.

There's a reason that FINRA receives 3,000 to 5,000 arbitration cases a year from this
cohort. With so many conflicts of interest built right into the business model, a wirehouse is Slideshow Industry evolution: What's

next for RIAs?
a hothouse environment for the kind of things that regulators exist to protect customers

FINRA offers some arbitration fixes;

from.
bigger issues still unresolved

Check with your staff, and they'll tell you RIAs have
been a low regulatory priority for decades — for
obvious reasons.

STABILITY.
WHAT YOU COUNT ON
INTIMES OF CHANGE

You'll have to work with FINRA to rein in the worst abuses, but I'm cautiously hopeful that

the new FINRA chairman, Jack Brennan, actually takes consumer protection seriously.
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THE MATTER OF ANNUITIES

2. Insurance salespeople. When someone primarily recommends annuities as investments
for client portfolios over ETFs and low-cost funds, you can bet there's an incentive — and
you don't have to look far to find it: high commissions. A toxic subset of this community
routinely recommends equity-indexed annuities, which (in my opinion) ought to be banned

altogether, but absent that, the practice should attract close scrutiny from regulators.

There are many excellent insurance agents out there. But in my experience, the ones who
register to sell equities (read: annuities) tend to be taking full advantage of their conflicts of

interest.

3. Dually registered reps of independent broker-dealers. This cohort is probably your
toughest challenge because they're all over the lot. But | would prioritize. If the dually
registered adviser is 90% fee-compensated and sells term insurance for nominal

commissions, then your inspector should move on to a more promising (conflicted) target.

Election jitters have advisers seeking liquidity for retirement plans
The rich get ready for higher taxes under a President Clinton

Bracing for the election: Retirement planning takes conservative stance

If there is sales activity involving nontraded REITs, and a lot of variable annuity
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recommendations, however, you can bet this rep is embracing serious conflicts of interest,

and you should be visiting every year to make sure customers are being protected.

4. Financial planners and fee-compensated RIAs. This should be your lowest priority. They
have voluntarily given up the most distracting conflicts of interest, they don't have any way
to touch client assets, and their recommendations are made in the interests of the client.
Assuming these individuals aren't taking custody or creating pooled investments, you should
be able to verify from custodial records and client statements that the clients' money is

where they say it is, and review their fees, policies and procedures without even visiting their

offices.
LOOK AT THE RECORD
. .
Vldeo Cl’eutlng I'm guessing that you're still skeptical. Can it really be
|°l19'te|’m value this easy? Please don't take my word for it; take a look at
A skilled investment how many actual cases of abuse you can find from fee-

manager helps advisors
deliver sound investment

compensated financial planners versus (to take a handy
opportunities to their clients. example) those who nearly took down the global
financial system with reckless greed and self-serving
PARTNER INSIGHTS product creativity. | know what you'll find: there's an
SPONSOR CONTENT FROM: X X ) . . .
occasional bad apple in the financial planning profession
who has figured out a way to take control of client assets

— and your comparison of custodial records with client
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occasional bad apple in the financial planning profession

0 MFS' who has figured out a way to take control of client assets
Read this list

— and your comparison of custodial records with client

Fis ial plannis
inancial planning statements should be ongoing as a precaution. (Can this

not be automated?) Open letter to the new SEC chief

How to get more — and better —

referrals
Meanwhile, where sales are concerned, and particularly
when the nontraded REIT industry implodes and the brokerage firms are caught short on White Paper Culture & sustainable
alpha generation Partner Insights
trillions of dollars of derivative obligations, you're going to find genuine horror stories well Sponsor Content From: MFS Partner

" " Insights §
worth the time and energy of your inspectors. nsights Sponsor

Slideshow Industry evolution: What's
next for RIAs?
Good luck. | hope this helps you prioritize where to spend your time, energy and resources,

FINRA offers some arbitration fixes;

and to recognize that even when they're lobbying you in your office, the big financial bigger issues stll unresolved

services players are serving themselves rather than the public at large.

g“ Bob Veres More from this Author STABILITY:

Bob Veres, a Financial Planning
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The Volokh Conspiracy | Opinion

Has Apple made iPhones illegal in the financial
industry?

A B 36 [J Saveforlater Reading List 500 BONUS  CapitalOre

By Stewart Baker =

That's the
Apple’s refusal to help the government unlock the San Bernardino shooter’s American
iPhone may have some surprising consequences. Remember, Apple is defying Funds

Advantage

not only the Justice Department but also the wishes of the iPhone’s owner. Make it yours

That’s because the iPhone in question is actually owned by the San

Bernardino County Department of Public Health, which issued it to Syed

Farook to use at work.

As a practical matter, Apple’s technical and legal position elevates Farook’s

privacy over the interests of the iPhone’s real owner. This may well be
consistent with Apple’s corporate marketing strategy, which seems to be
making the iPhone so sexy that employees will simply demand that
companies buy it for them. But the San Bernardino case is a wakeup call for

companies who think that, because they are the customers, Apple owes them

some allegiance.

Learn why more
experience
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Nope. Instead, Apple’s technical and legal war with the United States

government is turning its corporate customers into collateral damage.

As that lesson sinks in, enterprise purchases of iPhones may take a hit.
Indeed, in the financial industry, the fallout could be worse. Given Apple’s
decision to privilege users’ privacy above all else, it may well be unlawful

for banks and brokerages to let their employees use iPhones at work.

‘Why? Because, in the financial industry, allowing yourself to be locked out of
your employees’ communications isn’t just a bad idea, it’s a violation of
federal law. Since 2007, financial industry regulators have made clear that
“FINRA expects a firm to have supervisory policies and procedures to
monitor all electronic communications technology used by the firm and its
associated persons to conduct the firm’s business.” (Emphasis in original.) In
2014, financial institutions were fined under this policy for failing to capture

all of their employees’ text messages.

There are probably ways to solve this problem technologically, if the
employees cooperate. Their iPhones or their apps can be modified so that
text messages are routed through servers where the encryption is stripped
and the messages stored. But what if an employee instead chats

‘with customers using his iPhone and an off-the-shelf messaging app that
features end-to-end encryption? Then, I suspect, the only way to recover
those messages is to get access to the iPhone itself, something Apple is trying

its best to make impossible.
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JANUARY 30, 2015

‘RIA-ization’ Transforming Advisor
Industry

Advisors have lots to consider when using a corporate RIA or
starting their own, says a panel at FSI OneVoice 2015

By Janet Levaux
Executive Managing Editor
Research Magazine
Think_JanetlL

Share this story

n [ ¢ ] ]+

When it comes to the financial advice
business, “The industry is going through
RIA-ization,” stressed National Financial
President Sanjiv Mirchandani, during a
breakout session at the Financial Services
Institute’s OneVoice 2015 event in San
Antonio on Tuesday.

We have a published plan
to remain independent

“The wirehouses really are managed and privately owned.
Scott Curtis says Raymond James massive RIAs, and Schwab (SCHW) too is Click here to read our plan and learn why
Financial Services is "indifferent" to starting to look like one,” the executive v itis important to you and your clients.
whether advisors have their own RIA. explained.

The reasons behind this “megatrend,” he AMBRIDGE

says, are straightforward: the need for better — or at least more manageable — control,
compensation and compliance.

RIA-ization’ Transfc AMy Webs\rwpfs w3 more_on_why_yous... || X3 Multiple Real Estate




image29.png
(=]
R
7)) 7] gy pvwnthinkadisor com)2015/01/30/a-izaton- transforming-advisor-indlstry - ¢ ‘ T RiA-ization' Transforming x‘ ‘ Ak L

File Edit View Favorites Tools Help

ThinkAdViSOr Terorirouo  WeALTH  RETREMENT  THEPRACTICE  AcADEMY MORE Q L 3

“You want to sell the products that you want to,” Mirchandani said, “and not firm products.” aancie o  SPECIAL
@ LI NC &  CONFERENCE COVERAGE
Advisors also continue to seek ways to move from traditional compensation to a model in
which they can have equity ownership, he notes. Sponsored By: - T.RowePrice”
RELATED As for compliance, “The SEC is a kinder and gentler How to Survive Today’s SEC Exams:

regulator, so then you go fee-based ... Regulatory arbitrage Giacherti

drives this,” Mirchandani explained.
TDAI on Practice Management: A Little

This gives independent broker-dealers a lot of opportunity. Less Conversation, a Little More Action

“You can market your corporate RIA more aggressively to Side-Stepping SEC and DOL, 11 Fiduciary
folks of smaller size, who cannot run their business as they "

How to Start Your Own first thought.” he noted. Best Practices for Advisors Are Proposed
RIA Firm :

TD Ameritrade Launches 4 Initiatives at
So you want to be an These operations are “ripe for restructuring,” and IBDs National Conference
RIA? Here are the should critically measure their “return on compliance” — or
business and legal ROC, the National Financial president says. View More...

considerations to
address before hanging

Not all IBD execs are as fervent about the RIA-ization trend,
up your..

especially when it comes to advisors and their own RIAs.

“IBDs with corporate RIAs ... can educate advisors to advantages of having their own RIA.
But we are indifferent,” said Scott Curtis, president of Raymond James Financial Services
(RJF), the firm’s independent advisor channel.

t4money@o. Webs\wpfs - .. | Itiple Real Estatt




image30.png
a
AN
)T bt/ shinkacivisor.com/2015/01/30/ra-ization-transforming- achisor-industry MY ‘ T | RiA-ization' Transforming ‘ ‘ {0y 5 05

File Edit View Favorites Tools Help

ThinKAQViSOr TEPoRFoL0  WEALTH  RETIREMENT  THEPRACTICE  ACADEMY  MORE

“AtRJFS, most advisors use our corporate RIA for fee-based work, and we do not see that
number changing much,” Curtis noted.

Advisors hear stories about RIA audits “and all the work involved with audits, which starts to
scare them,” he adds.

“Unless there are some really specific things that we do not allow as an RIA, most advisors
decide that [having their own RIA] does not make economic sense. Of course, as Sanjiv
described, there are other reasons to do so.”

For Tom Daley, CEO of the Advisor Center and an ex-LPL Financial (LPLA) executive, IBDs
have a lot to gain by educating advisors on the specific costs of RIA options.

Advisors want to know what value is created by using a corporate RIA, Daley says, “and
does it translate down to the individual advisor.”

As more teams emerge and the industry’s fee-based focus increases, will RIA pricing
“evolve with where [advisors] are going?” the expert asks. “They do not want to change
firms, unless they do not see [their current firm] evolving with them.”

— Related on ThinkAdvisor:

« Cetera, LPL, Ladenburg Losing Appetite for M&A, Their Execs Say
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RIAs See 12% Growth in Long-Term
Mutual Fund & ETF Assets

PR Newswire Association LLC

LAKE SUCCESS, N.Y., Aug. 1, 2014 /PRNewswire/ --Registered investment
advisors (RIAs) increased long-term mutual fund and ETF assets under
management by more than 12 percent in the first half of 2014, signifying the first
time the channel grew at a faster pace on a percentage basis than all other retail
channels, including independent broker-dealers (IBDs), according to new data
released today by Access Data, a Broadridge Financial Solutions, Inc. (NYSE: BR)
company.

"As investors continue to gravitate toward independent advice models, we expect
to see sustained growth in the RIA channel," said Frank Polefrone, Senior Vice
President, Access Data. "For the first half of 2014, the RIA channel had the largest
increase in absolute dollars for both ETFs and long-term mutual funds across all
channels."

The RIA channel accounted for $1.8 billion in long-term mutual fund and ETF
assets under management (AUM) in the first half of the year, an increase of
almost $200 billion over the end of 2013. Additional key findings from
Broadridge's Fund Distribution Intelligence™ tool include:

B | w3 more onwhy you_.. || M C:\My Webs\rwpfs - RIAs See 12% Grow... | *Z
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> Libbey Inc. Announces Second
Quarter 2014 Financial Results

> Montgomery County attorney
who had dealings in York
County was recently disbarred

> Adoption Of Agreed EU
Restrictive Measures Over
Crimea And Eastern Ukraine

> Architect Of VA Scheme Agrees
To Be Barred From Securities
Industry

> Weather takes most of the heat
at Neshoba County Fair

> Resignations will leave

Columbia Falls town office
vacant

More Popular Articles >>

Total third-party long-term mutual fund and ETF assets under management
(AUM) in the first half of 2014 increased to $9.3 trillion from $8.5 trillion at the
end of 2013 (9.8 percent increase).

Combined, the retail channels - registered investment advisors,
independent/regional broker dealers, wirehouse broker dealers, and discount
brokers - totaled almost $6 trillion in AUM or 64 percent of all third-party
distribution of long-term mutual funds and ETF assets.

Earlier this year, Broadridge issued a report titled, "The RIA Channel - A Roadmap
for Driving Growth," highlighting the opportunities that the RIA channel presents
for fund firms. "By understanding the unique characteristics of these firms in
terms of product usage, the client base they serve, and their general investment
philosophies, funds can better position their products and grow assets," added
Polefrone.

Broadridge's Fund Distribution Intelligence tool comprises the most complete
sales and asset data collection in the industry, creating transparency into more
than $9.3 trillion of long-term mutual fund and ETF assets across 900+
distributors. This intelligence provides firms with critical information to help them
make strategic decisions about distribution, product development, and sales and
marketing, allocate resources effectively, and accelerate growth. Data is updated
monthly and can be analyzed by channel, geography and more.

For the growing
seament of clients

Introducing Term 25

B Outlook Send/Recei.. | & | w3 more_on why you.... 5 RIAs See 12% Grow... | *Z
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Advisor Headcount to Shrink Through 2017, Cerulli Predicts Firs C Iearl ng

BY: PAULA VASAN Follow @twitter
An affiliate of Wells Fargo & Company
MONDAY, SEPTEMBER 16, 2013

& Print E Email Bl Reprints

Tweet < 10 4| Share 5 Fllke © g+

The advisory industry will shed more than 25,000 financial planners over the next four
years, down to just more than 280,000, according to research firm Cerulli Associates. Slide Shows ALLVIDEOS | SLIDESHOWS

It's bad news for the advisory industry overall, but there is some good news for RIAs.

The RIA and dually registered channels are the only areas

expected to grow, according to Boston-based Cerulli, while

the wirehouses and broker-dealer channels are expected

to shrink the most. This divergence is expected to

continue, Cerulli says, as advisor movement and client
trends should continue to favor the duallv reaistered
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FINPLAN

Save $300
"The outlook for independent RIAs is bright," says Ron
MANCHESTER GRAND HYATT SAN DIEGO Rhoades, program chair of the financial planning program

more market share losses.

LISTS
Top Retirement Destinations Overseas

OCTOBER 4.5, 2013 at Alfred State College and a fee-only financial advisor.
"Consumers are looking for financial and investment
CLICK HERE TO REGISTER advisors who truly put the best interests of the client first

and foremost by avoiding the many conflicts of interest so prevalent in financial services today," he says, adding that
an increasing number of advisors have contacted him this year for advice on how to become fiduciary advisors. "I Indepéndent

expect this trend will continue," he concludes. .-\
Guides & W ;
To put it in perspective, however, the RIA and dually registered channels account for only 15% of the industry's Supplements S 1

advisors, according to Sean Daly, an analyst at Cerulli. The insurance channel accounts for the largest portion of the
advisor population. Meanwhile, the independent broker/dealer channel experienced the largest market share change

. .
over the last few years. Sponsored by: FI I'StC|€arIng
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RIAs could be ultimate winners if DOL fiduciary
rule is repealed or delayed

Differentiating themselves from brokers would be easier now that debate has raised investor awareness of the
role of a fiduciary

Jan 11,2017 @ 12:42 pm ....
By Jeff Benjamin
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As potential delays and road blocks pile up in front the Department of
Labor's fiduciary rule, an irony is emerging in that the strongest supporters

Independent registered investment advisers, which have largely supported
from the start the idea of requiring fiduciary responsibility when managing
retirement account assets, could be set up for a big win if the rule fades
away or falls way behind the April enactment schedule.
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“After all the highways, and the trains, and the appointments, and the years, you end up worth more dead

) 8 Advertisement
than alive.” ~ Willy Loman, in Arthur Miller’s Death of a Salesman
RS|investments
by Richard A. Roth and Craig B. Tepper ;mergmg P e
Over the past decade, a tremendous amount of pressure has been laid on the shoulders of R
the small broker-dealers of the securities industry. Like the iconic Willy Loman in Arthur A F O R M U I—A
Miller’s Death of a Salesman, these small and/or independent brokerages are allotted a F O R F I N D I N G
significantly shorter leash than they have been in years past, and because of it, they are E M E RG I N G
rapidly becoming the endangered species of the securities jungle. The statistics are plain M A R K ET ALP H A
and simply frightening; according to Investment News,since the end of 2007, the number
of FINRA-registered small broker-dealers has steadily declined from 5,005 to 4,319, a
14% drop, with no end in sight. Annually, almost twice as many broker-dealers are closing _
than opening; so called “mom-and-pop” broker-dealers that operate with only a handful g v
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of registered reps are dropping like flies. In fact, industry experts anticipate a net average
of 14-16 small broker-dealers exiting the industry per month in the coming years.

A major reason for the increasingly dwindling number of broker-dealers is the immense
pressure coming directly from securities regulators. In response to the most recent
financial crisis, the SEC approved a new FINRA regulation, Rule 4524, which
exponentially increased the amount of information that FINRA-registered broker-dealers
are obligated to report. Before Rule 4524, both the SEC and FINRA utilized special
programs to monitor FINRA-registered firms and to ensure that such firms had the
appropriate amounts of liquidity and leverage to meet their needs. However Rule 4524
now requires all broker-dealers to bear the burden of an incredibly labor-intensive
information-gathering process. Under the Rule, broker-dealers will be obligated to file
Supplemental Statements of Income on a quarterly basis, consisting of tediously detailed
reports of revenue and expense line-items. In order to get these reports to FINRA on
time, broker-dealers have had to completely restructure their system of information-
gathering and compliance, requiring a collective effort between the accounting and
administrative departments, and the registered reps themselves. For small broker-dealers
without the manpower to dedicate to such a time-consuming process, it has proven
difficult, and in many cases impossible, to keep their heads above water.

Advertisement
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Another significant factor contributing to the demise of small broker-dealers is that the
perpetually competitive securities industry is severely cutting commissions. While the
worst of the financial crisis is behind us, the stock markets are still a far cry from their
glory days of old. Because of this, broker-dealers are constantly racing each other to the
bottom in order to provide traders with the lowest possible commissions. Average
commission rates have gradually decreased on an annual basis; in 2009 broker-dealers
received an average of 2.9 cents per trade, but as of 2012 rates have fluctuated from as
low as 2 cents to a fraction of a penny per trade. Medium and large-sized broker-dealers
are able to employ enough registered reps to stay competitive despite these shockingly
low commission rates, a luxury that small broker-dealers simply don’t have. For those
independent brokerages who manage to make ends meet, they still must face the constant
threat of losing business from customers who are simply too apprehensive to pay
commissions to a broker-dealer that might close its doors within the next few years.

In addition to these daunting market-trends, the SEC and FINRA are proactively going
after small broker dealers. In an article we wrote last year entitled “Regulators Go After
Little Firms, It’s an Easy Win,” we discussed how the regulators, “rather than going after
power-house firms, instead ‘show their muscle’ by proceeding against small firms,
knowing that these firms are more likely settle, as many of them are financially restricted
from fighting regulatory actions.” Based on their behavior, it seems evident that the
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regulators have no intention of aiding small broker-dealers, and instead are taking a
proactive role in their plight.

If the downward trend continues, which is highly probable, small brokers will likely need
to take emergency steps to restructure their business in order to survive. One life
preserver that has proven effective is mergers. Over the past few years, many independent
broker-dealers have sought this path to stay afloat. In fact, a study released by Wealth
Managementin February of 2012 shows that the number of FINRA registered broker-
dealers has decreased 88% since 2005, but the number of registered representatives has
only decreased slightly over 3%, clearly indicating that brokerages have had to rely on
mergers to keep their reps in the field. By merging, independent broker-dealers can
significantly cut down on costs, saving them anywhere from 10-15% of expenditures.
Another emergency measure broker-dealers have taken to stay afloat is to transition to a
fee-based business model, and no longer force them to rely on commissions, which are, as
already discussed, at a shockingly low level. By taking this step, these broker-dealers
essentially cease participating as broker-dealers at all, instead, as Investment News
phrases it, becoming investment advisers. The aforementioned Wealth Management
study predicts that, within three years, fee-based income will account for over 55% of
business for small broker-dealers, while commissions will reduce to only 36.4% of their
business. By charging fees for investment services, it can guarantee a much needed influx
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business. By charging fees for investment services, it can guarantee a much needed influx
of cash for the mouths all of the brokerages have to feed.

Due to immense pressure from the SEC and FINRA to restructure compliance
departments, and extremely competitive commission rates, broker-dealers will most
likely be forced to take extreme survival measures, such as restructuring business models
or seeking out other firms with whom to merge. While the securities industry will
continue to “fight the good fight,” it will only delay the inevitable: the impending
extinction of the small broker-dealer.
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Fee-Based Advisors Outpacing Transaction-Based Peers

BY: ELIZABETH WINE
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Advisors who move aggressively into fee-based business end up doing much better
than their transaction-based colleagues, with more assets, a higher return on those
assets and more revenues, according to a new report.

Blike (1| g +1

Never. Stop. |

o rere I8

GE-68568 (5/12) (Bxp. 5114)  AAEar

#'Start| | @ Financial Planning... ] ria.docx - Microsoft,

Advisors who moved clients into fee accounts most aggressively grew revenue 47% over the last three years, Video
compared with an average growth rate of 21% for the industry, according to the new Insights report from PriceMetrix,
the research consultancy.
It's no wonder they're in a rush.
Fee-based accounts are more desirable for advisors on several fronts. The average fee-based account is 46% bigger
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than the average transactional account, according to the report. It also generates more than three times as much
revenue, which works out to an average $2,900 per fee-based account compared with $870 for a transactional
account. Clients with at least one fee-based account create a return on assets 40 to 70 basis points higher than
transactional households.

The bottom line: the faster advisors shift their business into fee-based business, the better.

Those who boosted their fee-based ratio of business by at least 25% over three years saw more clients with greate

two-thirds of their practice.

The average advisor in this category realized a 49% jump in Related Content
assets under management and a 41% leap in recurring revenue.
They also almost doubled the percentage of households in their
. . Remain Strong: Cogent
books generating $5,000 or more in annual revenue. They also

cut back the number of households creating less than that. Midsized RIAs: The New Sweet Spot For

Fund Managers
That last piece - pruning away the less profitable clients - is key.

"You'd expect increase in ROA and recurring revenue," said
Patrick Kennedy, coauthor of the study. "But when you look at the change in client mix after an advisor has done a
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Patrick Kennedy, coauthor of the study. "But when you look at the change in client mix after an advisor has done a ;I‘ml =
deliberate transition to fee-based, the results are quite striking compared to those who are drifting [towards fee-based]. s
That's what's producing the results of the advisors who are moving more aggressively towards fee."
He added that the trend goes both ways. Clients are increasingly holding both types of accounts, rather than simply Current Issue

accepting the way they do business with their advisor as their advisor's choice.

online!
SUBSCRI

The number of "hybrid households," which hold at least one fee-based account and one transactional account have
leapt 41% in the last three years, according to the report. "The important message to advisors is listen to your clients,
to what the market is telling you," he said. "You can't force clients who might be interested in paying that way to change
the way they do business with you. It's encouraging to me to see clients choose both - that gives me evidence advisors
are starting to listen to clients and understand what their preferences are."

The study found another thing for advisors to consider. Age can influence the decision to go with a fee or transactional
account, for both broker and client. Clients between the ages of 40 and 64 have shown greater willingness to use fee- == ]
based accounts. 1 x

But on the advisor side, more junior practitioners are making the switch more easily than their senior colleagues. The
majority of advisors with less than a decade on the job have at least a quarter of their assets in fee-based accounts.
Compare that with the two-thirds of advisors with more than two decades of experience: they have less a quarter of
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their assets in fee-based accounts.

The report also measured how quickly the brokerage industry overall is making the shift to fee-based business. Over
the three years ended in May, industry assets in fee-based accounts have grown to 28%, up from 21%. Now nearly all
advisors - 91% - have at least one fee-based account in their practice. However, the report also shows that few
advisors have made the leap from traditional brokerage entirely. Just 1% of advisors have 90% or more of their assets
in fee-based accounts.

The report had several tips for advisors on how to shift their practice into more fee-based business. Beyond being able
to explain both types of accounts to clients, as well as service them, it suggests learning to spot opportunities to open
both types of accounts for a client. It reminds advisors that clients under 40 and over 65 may not be as enthusiastic
about fee-based accounts. The report also suggests that advisors review their client roster with an eye to pruning
away less profitable clients

The report is based on aggregated retail brokerage data representing 3.2 million investors, 500 million transactions, 1
million fee-based accounts, 4 million transactional accounts, and more than $900 billion in investment assets

Elizabeth Wine writes for On Wall Street.

<

Asset Allocatio:
and Impact on

Crowne Plaza Times|

New York, New York | ¢
Plafifithg  cau

Exten
Influencer
Awards (]
Hot Topics
MOST VIEWED

Research Roundup: Inv:
Week Beginning July 18

3

#'Start| | @ Financial Planning... ] ria.docx - Microsoft,

@ et

72~ [Riso% -

«@ 12:04 PV





image46.png
Study: Fee-based biz boosts revenue dows Internet Explorer - [Working Offtine]

6o

@ [49/[ X |[IN fite s investmentnews.com/article 2012031 9fREG 081 55675

=] [ 4otk retiement age o[-
Ho B Yew Faories Took tob
i Favorites
0 =
.
Study: Fee-based biz boosts
0 il in il ission-|
Even so, 72% of industry assets remain in commission-based accounts the day_
By Andrew Osterland &| [&|[Reprints There are hundreds of reasons to =
gt 19,2012 501 am ET in]&] ¢ P become an Ameriprise financial advisor.
DISCOVER MORE REASONS
If you are going to go for fee-based business, go strong
. Virtually all financial advisers have been expandin
Related to this story » v panding
that type of business in the last decade, but those
m Advisers see Ryan as boost to Romney's hopes who have made the move most aggressively are
Reti it's bleak end
= Retirement's bleak en having the greatest success Most Popular
Data from Priceletrix, a practice management [ Read BT Latest
software firm, show that advisers who increased
m SEC backtracks on rule change
their fee-based assets by more than 25% over the
 th b = Ron Rhoades declines to serve as NAPFA chair
past three years saw revenue increase by an
average of 47% That compares with average u Large caps headed for large fall, analysts warn
revenue growth of 21% for al advisers and just u B-Ds struggle with lost revenue amid VA cuts
19% for advisers who increased their fee-based = Study: Fee-based biz boosts revenue B
-

start| () microsoft Excelnon... || & Study: Fee-based ... ] ria.docx - Microsoft.

[T @ mntemet

[a~ (R -

« @ 2:46 PM




image2.png
A

1) ) http://
@)

w.investmentnews.com/article/20170111

File Edit View Favorites Tools Help

since 1940,” said Skip Schweiss, managing director, advisor advocacy and
industry affairs at TD Ameritrade Institutional.

Threats to the scheduled launch of the controversial fiduciary rule were
mounting well before Donald Trump won the November presidential
election, but have gained traction since the election and the emergence of
a more anti-regulatory mood coming out of Washington.

Blaine Aikin, executive chairman at fi360 Inc., has long given little chance
of the rule taking effect on schedule, and now sees a potential win for RIAs
regardless of what happens.

“From a competitive perspective, fiduciary duty has been used as an
advantage for RIAs,” he said.

As the theory goes, that competitive advantage could gain even more
traction if the rule goes away because the opposition to it has moved the
issue of fiduciary responsibility closer to the mainstream consumer market.

“Whenever you look at who lined up in support of DOL rule, some of
biggest proponents were the consumer groups, and that has moved the
story from the trade press to the consumer press,” Mr. Aikin said.

In essence, RIAs will be able to leverage the new awareness of fiduciary
duty that most have always stood for, along with the distinction created by
a delayed or ultimately diminished DOL rule.

“At this point, | think a delay is very likely,” said Mr. Aikin. “The time to get
something done is pretty short, because this is probably not a first-100
days' sort of thing, so | would think an executive delay of a year is a real
possibility.”

One might assume that the brokerage industry, which has largely opposed
the DOL rule, would be jumping for joy over the new outiook under the

/170119983/rias-could-be-ultimate-winners-if-dol-fidt v € ‘ IN| RiAs could be ultimate win ‘ ‘

SUBSCRIBE

You're not
network

« Check that all network cab

- Verify that air

- Make sure your

- Seeifyou ca

THE ADVISER CENTER

Discover Your Potential
= Company spotiight

= Search broker-dealers

= Search RIAs

= Search hybrids

= Whatare You Worth?

RIA DATA CENTER

Use InvestmentNews' RIA Data Center to fiter and
find key information on over 1,400 fee-only
registered investment advisory firms.

Rank RIAs by

= Total AUM

= Avg. Account AUM
= Discretionary AUM

= Non-Discretionary AUM





image47.png
Study: Fee-based biz boosts revenue

dows Internet Explorer - [Working Offtine]

GO~ HlxIIN

Ele Edt View Favortes Toos Help

nvestmentnews.com

i Favortes

][> [ soikretvement sge

assets by less than 5%

“There's been a continental drift towards fee-
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based business for years,” said Patrick Kennedy,
co-founder of PriceMetrix, which aggregates
account data from approximately 25,000 advisers
managing a total of $900 billion in assets. “But
those who set out to really transform their business are getting the best results.”

More than 90% of the advisers tracked by PriceMetrix over the past three years have at least one fee-
based account in their book of business. More than two-thirds of those advisers increased the ratio of
fee-based assets in their book of business over the period, with 35% of them increasing the ratio by
more than 5 percentage points

Seventy-two percent of industry assets remain in commission-based accounts, but that is down from
79% three years ago

“There's a notion that advisers are either transactional or fee-based — that it's a state of mind,” Mr.
Kennedy said. “The reality is that most advisers’ books have both kinds of accounts.”

FAR MORE LUCRATIVE

The fee-based relationships, however, are far more lucrative. The average fee account in the
PriceMetrix sample was 46% larger than the average transactional account and generated $2,900 in
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‘annual revenue, versus $870 on transactional accounts during the study period

The average return on assets in fee-based accounts was 1.18% — more than twice the ROA on
transactional accounts.

Not surprisingly, the advisers with higher ratios of fee-based relationships generated far more income
from their books of business. Those with more than 75% of the assets they manage in fee-based
accounts had an average book ROA of 0.96%, while advisers with less than 25% had an overall ROA of
0.6%.

Part of the benefit of moving more deliberately to a fee-based model is that it can help advisers weed out
unprofitable clients.

“The fee-based relationship forces advisers to have the pricing/value proposition conversation upfront,”
Mr. Kennedy said

LIKELY BETTER OFF

Advisers likely are better off without the clients who are unwilling to accept a different pricing model, Mr.
Kennedy said

He said that 40% of investors who have advisers pay them less than $100 a year.

“Financial advisers struggle with firing clients and they may feel that they'll lose assets if they transition to
a fee-based model,” Mr. Kennedy said. “In fact, the opposite is true; they tend to grow assets more

ik
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Mr. Kennedy said
LIKELY BETTER OFF

Advisers likely are better off without the clients who are unwilling to accept a different pricing model, Mr.
Kennedy said

He said that 40% of investors who have advisers pay them less than $100 a year.

“Financial advisers struggle with firing clients and they may feel that they'll lose assets if they transition to
a fee-based model,” Mr. Kennedy said. “In fact, the opposite is true; they tend to grow assets more
quickly.”

Although the shift to fee-based relationships might seem like a no-brainer, Mr. Kennedy suggested that
advisers make sure that their most important clients are open to the idea

“Advisers need to understand their clients' points of view and preferences,” he said. “If you're going to
start offering gadgets instead of widgets, you need to make sure people want gadgets.”

Andrew Osterland B2 Email Andrew & @twitter in Linkedin

Andrew Osteriand covers wirehouses and wealth management (in between hattricks).
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Critical Factors Lead to Slowing of Activity in Broker-Dealer
Space
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W Tweet [ share g+

a drop in overall activity that appears to be the product of three factors, according to
David Alsup, director of business development for The Compliance Department, a
consulting firm that regularly tallies these numbers.

The rash of B-D closures due to bad investments in several notorious private placements - including DBSI Inc. and
Medical Capital Corp. - appears to have wound down, according to Alsup.
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Last month fewer broker-dealers closed their doors and fewer new ones opened them -
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"Second,” he adds, "the increased regulatory burden has and probably will continue to slow down new formations [for the
time being]. Third, the uncertainty of the upcoming elections is tending to put people on a hold pattern.”

Alsup expects the slowdown in new formations to persist, but added that he can't predict the pace of closures until after the
elections

Nationwide, the department counted only 11 new formations and 14 closures in August. This compares with an average of 14
new formations and 25 closures every month for the past three years, according to the department. It also counted a net loss

LISTS

of 129 firms over the past 12 months. Much of this loss is the result of consolidation that is being driven by increased . .
s < Y Six Trends for Advisors to W\

technology and compliance costs. Although the overall number of firms continues to drop, most brokers are remaining in the
industry, the department has found: Despite a 10% drop in the total number of broker-dealers in the past five years, the total
number of reps industrywide has fallen a correspondingly negligible amount, just 3.11%.

"The firms are going out but the reps are finding new homes,” Alsup has said

Overall, Alsup says he thinks the negative growth numbers may be Related Content

coming to an end
LPL Expands Model Wealth Portfolios

"I would not be surprised if we saw positive growth by second
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quarter of 2013," he predicts
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RIA growth has increased steadily in the past five years, and industry experts expect that
pace to continue.

“We see RIAs increasing market share by 0.5% to 1% a year,” said Scott Smith, an associate director at Cerull. “as the
full-service firms experience an erosive but not a catastrophic decline.”

From 2008 through 2011, RIAS’ holdings of retail investor assets grew by nearly 50%, to over $1.3 trllon, according to a
Cerulli report. Dually-registered advisors (RIA and independent broker-dealer) enjoyed even faster growth, increasing
‘assets by more than 140%, to $883 billion. By contrast, total retail channel assets grew by 28.5%, to $22.4 trillon, as
markets recovered from the 2008-2009 crash. Some channels, including insurance-only agents, direct from product
manufacturer, and bank broker-dealers, lost assets in those three years, according to Cerull's latest annual report on

retail investor product use nationally.

“The industry has been experiencing a long-term shift of advisors and assets away from traditional employee advisor
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“The industry has been experiencing a long-term shift of advisors and assets away from traditional employee advisor =
channels, such as wirehouses and banks, toward more independent channels, in this case RIAs and dually registered b stomr
advisors,” the report concluded. “This transition is largely being driven by advisors' desires to operate their practices as No Mixing and Matching: Traditional and
they feel best suits them, and to increase their percentages of the revenue they generate that they actually get to keep.” Inherited IRAS

Therefore, the key to recent RIA/dually-registered asset growth has been the move of successful producers into those
channels from other types of firms

“The widespread growth of technology platforms has been driving this trend,” Smith said. *Advisors can move into the
independent world and stil step up their game, offering investments and advice that rival anything a full-service firm can
offer. There is now much less resistance among advisors to making such a transition.”

Supplements
In fact, abandoning a large firm may offer added benefits. Many Related Content

name-brand firms have been it by negative news coverage,

Smith said, while the firms that work with RIAS have suffered less RIA Deals Rise to $428 for Year
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RIA Profile: From A Few Relatives To $270M
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Cambridge Wealth Counsel has been proclaimed a “top” wealth manager by everyone
from Medlical Economics to the Utah Business Journal,but the Atlanta-based RIA's story
is certainly a bottoms-up tale.

“In 1996, our family business was sold,” Rob Hockett, the firm's president said. “I had a background in private banking so |
was asked to help with family members' finances.”

Hockett said that he agreed, with three conditions. ‘| wanted the venture to be set up as a separate business, | wanted to
be paid, and | would do it only if | could get permission from my employer.” he said

Hockett then worked at Wachovia, which gave its consent, so he was able to keep his day job while offering financial
advice to some members of his extended family.

By 1998, Hockett had eamed a GFP designation; he left Wachovia the next year to run Cambridge full-time and open the
firm to clients outside of his family.
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No Mixing and Matching: Traditional and
Acquiring clients (that weren' related to him) was a slow process.  Related Content Inherited IRAS

Hockett said. but some key decisions helped the firm stay afloat
RIA Deals Rise to $428 for Year

“One of our clients had such along trp to meet vith us, he had to
shut down his dental practice for the day.” Hockett said. ‘We
relocated to anather part of Atlanta, a much more affluent area
that was near his office. That dentist provided some referrals and RIA Growth Increases
we got some clients who lived or worked nearby. ™

Why Do Wealthier Investors Prefer
Wirehouses Over RIAs?

Another referral-based strategy also paid off. “We joined NAPFA ” Hockett said. “We sent information about our firm to
allthe consumers who queried NAPFA-hundreds of responses per year " This effort produced more than two dozen
clients, according to Hockett, which “kept us going "

As the firm gained clients, it also gained experience with sophisticated issues “For example.” said Hockett, ‘we've
helped clients with many medical and dental practice transitions ” Indeed. Cambridge has been named among the “best
‘advisors” for doctors (by Medical Economics) and for dentists (by Dental Products Report)

Altogether. the firm has 5270 million in assets under advissment according to Hockstt

“We are a nondiscretionary firm.” he said. “Clients approve every transaction we make for them * By now, Cambridge has
clients in 15 states. with additional offices in Denver and Satt Lake City. established in part to help maintain contact with
Cambridge clients who have relocated

“We are one of the few advisory firms that really does in-depth financial planning,” Hockett said, “not just investment
‘consulting " This holistic approached. he asserted. can help Cambridge reach its goal of attaining a total of $500 million
in assets under advisement within three or four years
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By Suzanne Barlyn
Tue Jan 8, 2013 11:21am EST

Jan 8 (Reuters) - A crackdown on complex products
and conflicts of interests led to greater scrutiny of
large brokerages in 2012, the head of Wall Street's
industry-funded watchdog said on Tuesday.

The Financial Industry Regulatory Authority levied a total of $68 million in
civil fines during 2012, according to statistics released by FINRA on
Tuesday. The regulator imposed $5 million more in fines than in 2011,
including a string of high-profile enforcement cases against large
brokerages. Those cases accounted for about one-third of total fines in
2012
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Trump Administration, but it is so far keeping a low profile.

“Hard-working Americans will benefit the most [if the rule is repealed]
because their access to critical advice, products and services would be
preserved,” said David Bellaire, executive vice president and general
counsel at the Financial Services Institute.

“Main Street America needs access to advice to plan for a dignified
retirement with confidence,” he added.

A spokeswoman for Merrill Lynch, which announced in October it would
eliminate its commission-based individual retirement account
business, declined to comment for this story.

Bill Van Law, president of the Investment Advisors Division at Raymond
James & Associates, recognizes that the “RIA world is the net winner” if the
rule is delayed or scrapped.

“For RIAs, it's actually the best of both worlds because it represents less
competition, and consumers have become more aware of the concept of
fiduciary duty,” he said. “In fact, | think RIAs win more without the rule than
with it, although | do see getting rid of the rule as a negative for the broader
wealth management industry.”

According to Mr. Van Law, the brokerage industry could also be hampered
by the money that has already been spent in preparation for compliance to
the law.

He said the broker-dealer side of Raymond James, for example, has
already spent “tens of millions to comply with this.”

“That cost has to go somewhere,” Mr. Van Law added. “If you increase the
cost of wealth management, it means the consumer ultimately pays for it.”
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FINRA also ordered brokerages to repay harmed investors a record $34
million.

Small brokerage owners often accuse FINRA for targeting them compared
with large brokerages in enforcement cases. Keeping up with FINRA's
regulatory initiatives also demands more resources from smaller
brokerages than their larger counterparts, they say.

The regulator oversees about 4,290 brokerages and 630,000 brokers.

Many of FINRA's cases against Wall Street's largest brokerages in 2012,
including Morgan Stanley, Merrill Lynch and units of UBS AG and Wells
Fargo Corp stem from FINRA's increased interest in potential conflicts of
interest and complex products, such as certain types of exchange-traded
funds, said Richard Ketchum, FINRA's chairman and chief executive, in an
interview with Reuters.

Those priorities "will result in more cases against large firms because
they're the ones engineering those products and the ones that have many

Analysis & Opinion

UBS felony plea in Libor
deal ushers in tougher
enforcement era

The SEC rounds up
munilandd€™s bad guys
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of the conflicts because of their complexity," Ketchum said. For example, brokerage units that

underwrite offerings of certain risky products stand to profit when retail brokers in the same firm

boost sales of those products by pushing them to investors, even though they may not be suitable. v
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LPL Cutting Jobs to Bolster Profits
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The country’s largest independent broker-dealer is set to begin reducing its labor force
this year. AdvisorTV ALLVIDEOS | SLIf

LPL Financial announced the news along with its announcement of fourth-quarter and 2012 earnings, which showed

modest revenue growth but also a decline in profits.

Net revenue for the fourth quarter ended December 31,
2012 climbed nearly 14% to $944.2 million, but profits
slipped 6.4% from the year-ago period to $36.9 million. Net
i revenue for all of 2012 rose 5.2% from 2011 to $3.7 billion,
Questions for while profits fell nearly 11% to $152 million.
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Download
frezvgv;r:n?jae l\{g)lill;l earnings for the year were up 4.1% to $2.03 per share.

The company’s stock price was down 2.1% at $32.58 in

Rs | jl]_\Te - 1—11 - midday trading Wednesday, compared with a 52-week high

of $38.67.

'REPOSITIONING' STAFF

Indepéndent

LPL plans to “reposition” its labor force “by transitioning select non-advisor-facing functions to a leading global services Guides & 1

YV
provider,” Mark Casady, chairman and chief executive of the firm, said in a statement. He said the move was “not Supplemonts 7}4 1
simply a cost reduction exercise, but an initiative to implement changes to our foundational technology, enhance the

quality of our work and improve the speed of our delivery.”

LPL also plans to make "more targeted investments in people Related Content

and technology in areas that support our growth and create TO A BETTER PRA(

value for shareholders,” Casady said. LPL Research Exec Stresses Investment

Themes, Not Boxes
Job cuts at LPL are likely to begin in the third quarter, according
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"Headcount reduction is not the primary goal of this work," LPL spokeswoman Betsy Weinberger told Financial

Planning. Rather, she said, "we are repositioning our labor force on core strengths and [outsourcing] select, non- Current Issue VIEW PAST

advisor-facing, back-office functions.”
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FOCUS ON MARGINS
Industry analysts hailed the move to reduce labor costs, and said they were not surprised.

“They’ve stated that part of their business strategy is to expand margins, and because a company like LPL has less
control over revenues in this environment, they are going to focus on what they can control, which is expenses,” said

John Furey, principal of Phoenix-based consulting firm Advisor Growth Strategies.

“LPL has lots of opportunities ahead and is expanding into areas such as high-net worth, banks, trusts and mass
Listen to and download podcasts fi|

the Women Advisors Forum event

market,” said Alois Pirker, research director at Boston-based Aite Group. “As a result, they have to increase

efficiencies, so it makes sense for them to streamline back-office functions if they can. The important point is that
they’re doing this out of strength and not weakness. | think we've gotten to the point in the industry where companies Sponsored by RAYMOND JAMES"®
aren’t so much big and small as they are strong or weak. And LPL is certainly strong.”
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Fine comes as firm posts record revenue, sagging profits
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‘After announcing this marning that it posted recard revenue in 2012 but failed to hoost profits,
LPL Financial LLC was hit with an order by Massachusetts Security Division to pay restitution of
more than $2 million ta investars who bought shares of nontraded real estate investment trusts

Massachusetts reguiators also hit LPL with a
$500,000 administrative fine over the matter,
which involved investors wha hought shares of
several different nontraded REITs in violation
of state limitations, and the company's awn
rules and procedures

LPL also has agreed to review all nontraded
REITs s0ld in Massachusetts and offered to
make restitution to all other investors who
bought the securities in violation of state limits
or company rules

"LPL worked cooperatively with the
Commonwealth of Massachusetts to
appropriately resolve all of the issues raised
and we are glad to put this matter behind us,"
saldl company spokeswaman Betsy
Welnberger. "Under the terms of the consent
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agreement, certain customers, at their
discretion, will have an opportunity to sell their
shares of non-traded REITS to LPL or its
designee for the price they originally paid *

‘The industry’s first true
real-time news app. LPL Financial and Ameriprise Financial Inc
are the two biggest sellers of nantraded
REITs, accounting for almost 20% of the
industry's annual sales of $10 billion
Regulators recently have put the nontraded
REITS on close watch as a number of the

largest REITs have suffered sharp
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devaluations

Earlier Wednesday, LPL Financial’s parent company, LPL Financial Holdings Inc., reportedt
record revenue in 2012 of $3 66 billion, an increase of 5.2% compared with a year earlier. That
dif not transiate, however, into an increase in profit for the year. The company reparted a year-
over-year decrease in net income, to $151.9 milian, a drop of 10.8%

LPL told its 13,000 registered reps and investment advisers last month that it was planning to cut
Jobs in the secand half of the year and continue its move to autsourcing. The company's fiing
with the Securities and Exchange Commissian dic not detall the specific number of layafts amang
its 2,300 employees

However, the company stated that it expects tatal charges in cannection with the pragram of $70
million to $75 rmillion to complete the layoffs and outsaurcing, which the company stated wil not
affect any warkers who communicate directly with advisers

Ina conference call with investors and analysts on Wednesday moming, CEO Mark Casady said
the areas LPL was Iooking at for outsourcing included: commissions processing, account
openings and transfers, document imaging and pracessing work within compliance and finance

When asked if the company expected states other than Massachusetts to examine the firm's sale
practices of REITs, Mr. Casady said: "We wil work with any state that may raise an issue,” as well
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"We are In a business that is highly requiated,” Mr. Casady said."Its easy to imagine expecting
additional ingiries or discussions with other regulatory bodies because that's the nature of our
business "

For the guarter, LPL's earnings outperformed analysts' estimates. The company reparted
earnings of $0.50 per share, $0.02 better than the Capital IQ consensus estimate of $0.48

In an interview Wednesday morning, LPL's chief financial officer Dan Amold said that recent
acquisitions and @ $10 millian increase in recruiting costs to transition brokers weighed on the
campany's earnings. The company continues to recruit registered reps and acvisers at a strong
pace, adding 162 net new advisers n the fourth quarter and 505 in 2012, The company also
repurchased $199 milion of its stack in the last three months of the year. At noon on
Wednesday, shares of LPL Financial were down $0.71 and trading at $32 57

Mr. Amold also said the company had not yet determined the specific number of employees to
be affected by the job cuts and outsourcing plan. The change will be completed in 2015 and
resultin savings of between $30 milion and $35 milion, he said

In its consent order with Massachusetts regulators, LPL admitte to a series of statements of fact
around the sales of the REITs but neither admitted nor denied allegations stemming from the
training and oversight of sales of nontraded REITs as well as alleged violations of securities laws

‘Accarding to the statement of fact section of the order, LPL reps sold nantraded REITS in excess
of Massachusetts maximur concentration limits imposed by the prospectuses of REITs for 33
residents. The REIT sales occurred between 2006 and 2009, Last summer, the firm began
tightening its policies around such REIT sales after being contacted by Massachusetts
regulators

Massachusetts alleged that LPL's training and oversight of nontraded REIT sales were
insufficient
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Advisors Cheer as FINRA Drops Bid to Regulate RIAs

BY: FINANCIAL PLANNING STAFF
THURSDAY, FEBRUARY 7, 2013
& Print EEmail @ Reprints

Share

FINRA appears to be puling back from its campaign to regulate RIAS - and advisors
couldn't be happier

Richard Ketchum, chairman and chief executive ofthe self regulatory arganization, which oversees the U.S.
brokerage industy, told Reuters he was bowing to political reaiiy

'm nota big believer in beating a head against the wall,"
Ketchur told Reuters. "We'll cus on things we can
impact

FINRA spent much ofthe last couple of years lobbying to
become the primary regulatory body for Riks - spending
nearly §5 million on lobbying since 2008, according to
Reuters.

But Ketchu said that in the wake of leadership changes
a5 a result ofthe 2012 elections, it was unlikely that the
House of Representative Financial Senvices Commitiee
would move to overhaul the current regulation of
registered investment advisors through the Securities
and Exchange Commission

ADVISORS CHEER

Arbisors, who have overwhelmingly opposed FINRA's. sfioris
to become their requlator, reacted positively to the news.
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to become their reguiator, reacted positively to the news.
SEC Nominee White's Disclosure Report

FINRA's decision is "good news for consumers, said Steve Shows Possible Conflicts

Lockshin, chairman of Comvergent Wealth Advisors and Former White Collar Criminal Urges Ethics
founder of Advizent, an industy organization thatis advocating

& new branding campaign for advisors. "Cost aside, a self-

regulating organization is likely to fall short ofthe current highest standard of conduct that exists through SEC
regulation

WARINESS REMAINS

Some of FINRA'S appanents are staying vigilant, however. Ellen Turf, chief executive ofthe NAPFA and a member of
the Financial Planning Coaltion — which opposes FINRA's campaign to regulate RIAs - said the coalion is "not
backing offits position,” despite FINRA'S announcement,* We don'treally know what FINRA'S ulimate game plan
is and when they will step back up on fie issuel."

e think s the right move to et the investment advisor RO issue rest atthis point, given ofthe lack of
consensus in Congress,” Turf addsd. " solution that keeps oversight at the SEC is one that advisors highly prefer
aswell”

One investor advocate was particulatly skeptical

“ltwould be good news IfFINRA decided to ceass such efforts" said David Tittsworth, execuiive director ofthe
Investrment Adviser Association. "l don'think, however, that Mr. Ketchurm's remarks go that far. Instead, he seems
to be saying that FINRA recognizes the reality that Congress has other priorities, that the SEC has not besn united
on the issue, and that FINRA has determined tha, fo the fime being, it may be more fiuitul to pursue other

initiaives. But Mr. Ketchum makes i clear that the issues have not disappeare
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He said the broker-dealer side of Raymond James, for example, has
already spent “tens of millions to comply with this.”

“That cost has to go somewhere,” Mr. Van Law added. “If you increase the
cost of wealth management, it means the consumer ultimately pays for it.”

That would have to be counted as a mark in the win column for RIAs.

Brian Hamburger, president of MarketCounsel, a compliance consulting
firm, agrees that RIAs will benefit from any delay of the DOL rule. But he
believes consumers are the ultimate winner, “because they will continue to
have a choice.”

“We're firmly in the camp of advocating for independent RIAs, but
supporting the fiduciary rule is a very juvenile position,” he said. “Mission
accomplished in terms of the fiduciary conversation and dialogue that has
ensued the past few years, and pulling the plug on this horrible conflict-of-
interest rule means RIAs win on both fronts.”

Meanwhile, the Financial Planning Association is sticking to the high road
of hoping the rule takes effect for the greater good.

“This is not about competition for RIAs, it's about raising awareness,” said
Shannon Pike, vice president of Tanglewood Legacy Advisors and the
FPA's new 2017 president.

“Definitely, the awareness around fiduciaries has been raised, but from the
FPA's standpoint this is a public interest rule,” he added. “When | met with
regulators and legislators it became clear this is a very partisan topic. I'm
not about more regulations, but | am about the right regulations. And we
feel a uniform fiduciary standard is the right regulation.”

What do you think?
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In our third annual Independent Broker/Dealer Report What is in this article?: Wirehouse Advisor Websites

Card Survey, reps turned out to sing the praises of
their firms. But who are they kidding? The IBD
business is in a tight spot.

Faking It: Our Third-Annual IBD Report Estate Planning Economic Calendar
Card Survey

The Great Profit Squeeze P e fisement
Burning a Hole in the IBD Pocket

charles sSCHWAB [ Lear wore |
Bigger Is Better ADVISOR SERVICES Lemtn LE5e

Window Dressing?

Take Control Webcast Case Study

_ . . Hear from advisors like you
RELATED MEDIA When you’re a parent, you always want to shield your child - —

from the brutal realities of the world. You want them to

maintain that wide-eyed innocence for as long as possible.

But sooner or later, they realize: It’s a dog-eat-dog world
out there.

Gallery- Rooting for the Home
Team: IBD Advisors Grade Same goes for the independent broker/dealer business. In
Their Firms

REP.’s third annual Independent Broker/Dealer Report
Card Survey, fielded at the end of last year, 2,873 advisors
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turned out to advocate and endorse their firms, giving them high overall scores in
categories from compliance to compensation and benefits.

But the results seem to belie the pressures that these home offices are under. The
economics of the IBD business haven’t changed; independent b/ds are up against it.
They’re faced with rising regulatory costs and a greater demand for technology
investment to stay competitive. Yet many of their traditional revenue sources have dried
up, with low interest rates and the continued caution of retail investors.

Size Matters

1BD advisor satisfaction varied depending on the size of the firm. Advisors at b/ds with 100 to 499 reps were the most satisfied, while
those at the smallest firms (under 100 reps) were the least satisfied.

How would you rate your overall experience at your broker/dealer?

= 8.9
8.8

& 8.7
86
84 3
u v -
80 . .

Fewer than 100 advisors 100 to 499 advisors 500 to 999 advisors 1000 or more advisors

Rooting for the Home Team

Most firms received very high scores for advisors' overall experience. Cambridge Investment Research, FSC Securities and MML Investors
Services saw the biggest jumps from last year.

Top 50 Wirehouse Women in 2013 g

Women advisors still make up a small fraction of the
industry, but the women on this list show that their
influence in wealth management is growing. Here'’s a
ranking by AUM of the top female FAs in wirehouses....

More

Resource Network Updates

Wealth

Management.com
RESOURCE NETWORK

Palm Beach Wealth Resources
BH Asset Management, LLC

Andrew N. Silberman Marketing
Communications

Aaron Schettler

Thinking About Asset Allocation in 2013

BECOME A MEMBER

2AM

=)

2/26/2013




image69.png
()@ nttpy/ pwealthmanagement.com/ibds/faking-it-cur-third-annual-id-repart-card-survey P-o Mririce
File Edit View Favorites Tools Help
A

Most firms received very high scores for advisors’ overall experience. Cambridge Investment Research, FSC Securities and MML Investors
Services saw the biggest jumps from last year.

“T have to throw more lawyers and legal aides and compliance people at watching
[advisors],” says Brad Hintz, analyst with Bernstein Research, describing what many
IBDs are thinking. ““And my expenses are going up, same time my revenues aren’t, and
I'm trying to compete with people who are offering somewhat better platforms than I and

e s than I'm able to

Thinking About Asset Allocation in 2013
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Latest poll

Patricia Cornwell Verdict

Mystery writer Patricia Cornwell won a $50
million lawsuit against her wealth management
firm, claiming they ripped her off. The firm
claims she spent recklessly. Does a wealth
manager have a duty to protect a client from his
or her own destructive habits?

O Yes, it is an advisors duty to control clients’ out-
of-control spending.

O No, it is not the wealth advisors responsibility.

O Advisors should fire clients who don’t take their
advice — the risk is too great.
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“T have to throw more lawyers and legal aides and compliance people at watching

i

[advisors],” says Brad Hintz, analyst with Bernstein Research, describing what many
IBDs are thinking. ““And my expenses are going up, same time my revenues aren’t, and
I'm trying to compete with people who are offering somewhat better platforms than I and

certainly a better list of products than I'm able to.”

As a result, attrition rates are high, with 269 b/ds closing up shop in 2012, according The
Compliance Department, a Centennial, Colo.-based firm that provides compliance
outsourcing services to b/ds and investment advisors. And fewer people are starting up
new broker/dealers; only 127 new b/ds were launched last year, down from 173 in 2011.

This is not to imply that the business is dying out. Those firms that can achieve economies
of scale and spread out the costs of doing business among a greater number of advisors
can survive and be profitable.

The Great Profit Squeeze »

1 2 3 4 5 Nextpy
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Gallery- Rooting for the Home
Team: IBD Advisors Grade
Their Firms

GENERAL:

Location: Miami, Florida

CEO: Patrick Farrell

Top recruiting executive: Brian Kovener

1BD only or Hybrid: Firm allows advisors to be
Investment Advisor Representative (IAR) of
Investacorp’ s RIA or operate within their

RELATED MEDIA

The Great Profit Squeeze

The IBD business model is predicated on the idea that as
you build up the business, brokers are going to build assets
and from those assets will come cash, Hintz says. The b/d
then makes money from the cash management products
the firm offers, and it should result in margin expansion

over time.

But in today’s environment, margins are thin. Before the
crisis, small b/ds, with less than $50 million in annual revenue, had EBITDA margins of
about 2 to 4 percent, while mid-sized firms had margins of about 6 to 8 percent, says
Keith Gregg, CEO of IEP Financial, a hybrid b/d and RIA platform. Today, most small
broker/dealers are running on average EBITDA margins of 1.83 percent, while mid-sized
firms—those with between $50 million to $100 million in revenue—have EBITDA
margins between 2 and 4 percent.

Investacorp: The 'Goldilocks’ of IBDs

SURVEY:
Number of respondents: 102
Overall Score: 8.8

FINANCIALS:

Total AUM: $8.5 Billion
Net revenue 01-03 (2012): $56 million

STAFFING AND PRODUCTIVITY:

Number of client-facing FAs: 420 (this is the
number of “producing financial advisors™
within Investacorp)

Number of client-facing FAs five years ago:

(Series 7 required)
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Top 50 Wirehouse Women in 2013 g

Women advisors still make up a small fraction of the
industry, but the women on this list show that their
influence in wealth management is growing. Here'’s a
ranking by AUM of the top female FAs in wirehouses....
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Investacorp: The 'Goldilocks’ of IBDs

GENERAL: SURVEY: STAFFING AND PRODUCTIVITY:
Location: Miami, Florida Number of respondents: 102 Number of client-facing FAs: 420 (this is the
(CEO: Patrick Farrell Overall Score: 8.8 number of “producing financial advisors™
Top recruiting executive: Brian Kovener within Investacorp)
1BD only or Hybrid: Firm allows advisors to be FINANCIALS: Number of client-facing FAs five years ago:
Investment Advisor Representative (IAR) of  Total AUM: $8.5 Billion 20
Investacorp’ s RIA or operate within their Net revenue Q1-03 (2012): $56 million Average annualized production per advisor:
own RIA (Hybrid). Net income Q1-03(2012): N/A $175,000

Custodian: National Financial Services (NFS) on
the B/D side; for Hybrid RIA company allows
Fidelity, Schwab and/or TD Ameritrade.

Investacorp is on a roll, according to CEQ Patrick Farrell who says
2012 was a record year for the firm. That successful streak contin-
ued as advisors gave the firm high marks, praising the back-end
support and services provided by Investacorp.

“There is support from the broker/dealer available when you
need it,” one advisor wrote. “No products or method of doing
business is pushed upon you. The staff is always available to help
and always friendly.”

Farrell credits the firm's popularity to the “Goldilocks” size of
Investacorp, saying the over 420-advisor network was “not too
big, not too small.” And vet, Farrell pointed out that despite its
size, the firm has access to great resources provided by its parent
company Ladenburg Thalmann Financial Services.

Investacorp joined the Ladenburg family almost five years
ago when the Miami-based financial services company paid $45
million to acquire Investacorp, adding the firm to its portfolio of
broker-dealers that include Securities America and Triad Investors.

The merger went “pretty smoothly,” Farrell says. The new
management didn't make dramatic changes and, for the most
part, left everyone alone.

Average AUM per advisor: $20 million

resources, the CEO noted, including a trust company and a money
management arm, as well as use of a fixed-income trading desk
Ladenburg recently acquired.

“We have big firm resources but a small firm feel,” Farrell said.
Advisors agreed, with many citing Investacorp’s many products
and platforms, as well as excellent technology enhancements as
key reasons for sticking with the firm.

“The company has been very proactive in improving the
resources we have and need to be competitive with wirehouses
and other independent advisors,” one advisor wrote.

Management also received high marks, scoring a 9 out of 10
with advisors surveyed. One advisor wrote that Investacorp’s
“back office and management support are second to none in
the industry.”

“They give flexibility to run the practice with an independent
flair. They are there when needed, but not invasive,” one advi-
sor explained. “They work with the office to help it grow and
give access to support when challenges arise. Bottom line, they
are trustworthy.”

The firm plans to continue to grow moderately, aiming for
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firm, claiming they ripped her off. The firm
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“We never lost a single rep because of the transition,” Farrell  between 10 and 15 percent a year in order to rnamlaln the Nm manager have a duty to protect a client from his ~

says. He added that the any changes as a result of the merger  quality of their support and intimate corporate culture, Farrell says. or her own destructive habits?
have been thoroughly digested. “I think every advisor yearns to be at a firm that treats them N ) )
In fact, the deal gave Investacorp advisors access to a host of  individually,” Farrell says. —Megan Leonhardt O Yes, itis an advisors duty to control clients’ out-

of-control spending.

So what happened? For one, Hintz blames the shift from mutual funds to exchange traded O No, itis not the wealth advisors responsibility.

funds and index products, free riders on the distribution of every retail brokerage O Advisors should fire clients who don’t take their
operation. Because they’re no-load, passive vehicles, b/ds don’t collect the same fees for advice — the risk is too great.
distributing index products as they do from selling mutual funds. m

And it’s taking longer for the retail investor to get back into the stock market, another hit

Advertisement

NYSBA/STEP CLE

to the revenue of IBDs, says Hintz.

“This timidity that you and I see every day in terms of the retail investor, and we see it in
asset management firms, we see it in Charles Schwab’s numbers, we see it in LPL’s

numbers,” Hintz says. “It’s hurting everybody.” FUSVA (STEP) are pleased o present:

New money flows into retail brokerage accounts are highly correlated to nonfarm payroll, 9th Annual International
Hintz believes. Estate Planning Institute
Thursday, March 14 and Friday, March 15, 2013
« f ; : D . PRSI . » Crowne Plaza Times Square
1f you're worried about your job, you're going to prefer liquidity to anything else. s etien Hotok: Now Yorc Gity m
In other words, the biggest market risk for retail investors is unemployment, and that risk Visit www.nysba.org/CLE or EP =
doesn’t drop until they’re confident that they’re going to remain employed. Hintz doesn’t call 1-800-582-2452 to register

expect that to happen until 2014, at least.
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At the same time, interest rates are near zero, so whatever revenues b/ds were earning

from money market funds and cash accounts are gone. Money market revenue is typically

not shared with the rep; it falls to the firm’s bottom line, says Jon Stern, managing

director at New York-based private investment bank Berkshire Capital, who specializes in

investment management and broker/dealers.

And it’s not a small chunk of change. Money market revenues used to make up about half

of a firm’s revenue, says Jonathan Henschen, president of the recruiting firm Henschen &
Associates. Now, it’s next to nothing of their revenue.

Securities Service Network: Breaking Free of 'Cookie Cutter’

Location: Knoxville, TN Number of respondents: 72 Number of client-facing FAs: 407

CEO: Wade Wilkinson Overall Score: 9.6 Number of client-facing FAs five years ago: 386

Top recruiting executive: Michael Neubeck, Average annualized production per advisor:
Executive Vice President FINANCIALS: $203,514

1BD only or Hybrid: Hybrid Total AUM: $12 billion Average AUM per advisor: $31.2 million

Custodian: National Finandial Services LLC and
Pershing LLC

Securities Service Network ranked among the cream of crop,
with advisors giving the independent broker/dealer better-than-
average grades across the board. The key to its success among
advisors is the corporate culture, said SSN spokeswoman Heather
Mazzouccolo, who says the firm treats everyone like family.

“We think of everybody as family,” Mazzouccolo says. SSN
targets a more highly independent advisor who wants a “hands
off™ approach with the option for customized service.

“We're not a cookie cutter type of organization,” Mazzouccolo

Net revenue 01-03 (2012): $72.2 million
Net income 01-03(2012): Do not disclose

veyed wrote. “They do not maintain a high cost structure in order
to offer services of no interest to me.”

Part of that loyalty comes from the fact that SSN has a low-cost
structure, says Jonathan Henschen, president of the recruiting firm
Henschen & Associates. And the firm always has unusually high
payouts, he says.

SSN has also added some services over the last couple years,
including marketing help and practice management, Henschen
says. “Instead of just being a supervise and transact business
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average grades across the board. The key to its success among
advisors is the corporate culture, said SSN spokeswoman Heather
Mazzouccolo, who says the firm treats everyone like family.

“We think of everybody as family,” Mazzouccolo says. SSN
targets a more highly independent advisor who wants a “hands
off™ approach with the option for customized service.

“We're not a cookie cutter type of organization,” Mazzouccolo
says. Instead of a major package, SSN advisors pay an affiliation
fee, but a lot of the other services are a la carte, including for
technology such as a subscription to Pershing’s NetX360 platform.

“You're paying for only what you use,” Mazzouccolo says. The
firm also keeps costs low for advisors by maintaining a home
office in Knoxville, Tenn., which has low living costs. SSN also has
no debt, meaning costs are not passed onto the advisor.

“They fulfill all of my ‘must-have’ objectives, and truly allow
me to act as an independent business-person,” one advisor sur-

Part of that loyalty comes from the fact that SSN has a low-cost
structure, says Jonathan Henschen, president of the recruiting firm
Henschen & Associates. And the firm always has unusually high
payouts, he says.

SSN has also added some services over the last couple years,
including marketing help and practice management, Henschen
says. “Instead of just being a supervise and transact business
broker/dealer, they've expanded out to be a bit more than
that,” he says.

And SSN plans to continue to improve its services, Mazzouccolo
says. She says the firm is looking to focus on technology improve-
ments in order to make it easier for advisors to do business.

In addition to back-end support, SSN is also definitely looking
to grow. The firm plans to double its size through sustainable
growth, Mazzouccolo says, but without compromising the quality
of service. —Megan Leonhardt

“When you have multiple years where revenues are not jumping back up, a lot of change
is happening, and you react to it with low revenues, you're totally under stress,” says Alois

Pirker, Aite Group research director.

« Faking It: Our Third-Annual IBD Report Card
Survey
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<Prev 1 2 3 4 5 Nextp»

(o print | | reprnT | |1 ]save | S eman [ snare | w Tweet 41| EdRecommend | 1

Please Log In or Register to post comments.

Got an email offering a sales fraining program on audio.
Just as | was thinking | need to double down on phone A
and face-to-face cold calling. The following is the heart of
the email offer. Comments?

Most Recent Blogs & Columns

BLOG FEB. 25, 2013
If Investors Have No
Recourse in Class
Actions, Will They
Turn to Advisors?

Last week, a FINRA panel
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follow suit, does this make advisors their only
recourse?...More
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RELATED MEDIA Burning a Hole in the IBD Pocket

While sources of revenue are drying up, these firms also
have to deal with increased costs associated with
compliance and technology. In the last couple years, FINRA

%7 T

. - has tightened up its supervision requirements, raising
Gallery- Rooting for the Home  broker/dealer back-office compliance expenses by about 25
Team: IBD Advisors Grade

Their Firms to 30 percent, Henschen says. For example, FINRA has
increased its net capital requirements, or the minimum

amount of capital b/ds are required to set aside.

“Capital that [firms] can use to help their reps with things, they’re having to devote it to
additional compliance department costs,” Henschen says.

On top of that, last year FINRA raised its new member application fee to $7,500 for small
firms with up to 10 registered reps, and to $55,000 for large firms with over 5,000 reps.
The processing fee for new member applications went up from $350 to $500. And then
there’s that additional $5,000 surcharge for new member firms that want to conduct
clearing and carrying activities. Sounds like small potatoes, but it adds up.

Other fees have also been increased in the last year, including the branch office annual
registration fee, central registration depository fees, advertising, and corporate financing
fees. FINRA now assesses a new fee on continuing membership applications, including
any time a firm wants to add a new line of business or change ownership.
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Women advisors still make up a small fraction of the
industry, but the women on this list show that their
influence in wealth management is growing. Here'’s a
ranking by AUM of the top female FAs in wirehouses....
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Why advisers should switch to
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New FPA president aims to serve  Slideshow 8 ways FINRA will
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Why advisers should switch to fees from
commissions

By

Bob Veres = Print Email [ Reprints “ Share
Published

January 09 2017, 11:05am EST
This month's new Financial Planning’s survey on RIAs reveals that more than a third of the

- largest advisory firms are experiencing a decline in assets and revenues. Why? | believe that

Investment technology

the financial planning profession has reached an inflection point. The rate of change is now

Robo-advisers rising faster than the ability of aging baby boomer founders to adapt.

Compensal

Client strateg

We've all seen this in individual cases. Think of that well-known planner who was
Commission-based considered a leader in the profession 10 or 15 years ago and now is invisible and irrelevant.
RiAs It happens whenever people think they've reached their professional destination — that

Dok glorious time when they finally don't have to change how they operate. It used to be that

the profession leaves them behind gradually. Now it happens much more quickly.

What is behind this trend? What changes must we respond to today? | would argue that

they fall into three categories.

1. TECHNOLOGICAL CHANGE

You probably think I'm talking about robos here, but in fact the online advice platforms are
RIA Leaders 2017: Top 20 @ SYMPtom of @ much larger transition in our ncreasingly ntelligent professional software.
firms Financial planning, CRM and client account management programs are all incorporating
alerts into their feature set, telling you whether there's enough cash in a client's accounts to
cover the upcoming required minimum distribution, whether asset allocation positions have
moved more than 10% (or whatever tolerance you set) from their original allocations, or
whether last week's market decline has moved a client's retirement projection out of the

safe zone.
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“It’s the smaller guys that are getting hit with the overregulation, all the price increases

that have taken effect from the regulators,” says David Alsup, director of business

development at The Compliance Department. “It’s stifling a small firm from being able to

widen their band of product offerings.”

In addition to compliance costs, there’s also the rising cost of technology. Because of the

competitive recruiting environment, advisors can demand more from their firms,

including a more robust technology platform, says Jodie Papike, executive vice president

at Cross-Search.

Woodbury Financial: Through Thick and Thin

GENERAL: SURVEY: STAFFING AND PRODUCTIVITY:

Location: Woodbury, Minn. Number of respondents: 220 Number of client-facing FAs: 1142

(CEO: Pat McEvoy Overall rating: 9.0 Number of client-facing FAs five years ago:
Top recruiting executive: Gary Bender 1,693

1BD only or Hybrid: |BD FINANCIALS: Average annualized production per advisor:
Custodian: Pershing Total AUM: $25.1 billion $174,307

Net revenue 2012: $39.9 million

Average AUM per advisor: $ 22 million

Excess net capital: $33.6 million

Last March, advisors at Woodbury Financial were thrown for a
loop: the firm's parent company, The Hartford, said it planned
to divest several of its business units, including the independent
broker/dealer. In late July, The Hartford announced it would sell
Woodbury to AIG Advisor Group, a network of three other IBDs.
But this was not President and CEO Patrick McEvoy’s first rodeo. He
went through another large transition as head of Multi-Financial
Securities Corporation, which was put on the block by ING in 2009.

“What | learned early on is that you communicate often; you
communicate consistently; and you communicate honestly,”

88.5 percent of its gross dealer concessions, McEvoy says. In
a normal year, firms typically have between 6 to 12 percent
advisor attrition.

“With a combination of substantial retention money, better
technology and a similar insurance broker dealer culture, the
retention of the reps at Woodbury has turned out quite well
for AIG," says Jonathan Henschen, president of recruiting firm
Henschen & Associates in Marine on St. Croix, Minn.

“Certainly | would be disingenuous if | told you, ‘everybody
who left was OK with me,” because we certainly lost some very

BH Asset Management, LLC

Andrew N. Silberman Marketing
Communications

Aaron Schettler

Thinking About Asset Allocation in 2013

BECOME A MEMBER

Latest poll

Patricia Cornwell Verdict

Mystery writer Patricia Cornwell won a $50
million lawsuit against her wealth management
firm, claiming they ripped her off. The firm
claims she spent recklessly. Does a wealth
manager have a duty to protect a client from his
or her own destructive habits?

(@) Yes, it is an advisors duty to control clients’ out-
of-control spending.

O No, it is not the wealth advisors responsibility.

O Advisors should fire clients who don’t take their
advice — the risk is too great.
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“What | learned early on is that you communicate often; you
communicate consistently; and you communicate honestly,”
McEvoy says. “You have to be very candid about what you're
doing and why you're doing it and how it will benefit the overall
organization.”

A couple firms on this year's IBD Broker Report Card Survey
went through big transitions in the last year, including Securities
America and Woodbury, yet satisfaction scores remained high.
Despite the change, Woodbury scored a 9.0 out of 10 for the sec-
ond straight year, with about 87 percent of FAs saying they're very
likely to still be with the firm one year from now.

Philip Palaveev, owner and CEO of The Ensemble Practice LLC,
says you'd expect to see lower scores, with such a disruption in the
business. “Even when there’s problems, they're loyal.”

From the end of 2011 to the end of 2012, Woodbury retained

“Certainly | would be disingenuous if | told you, ‘everybody
who left was OK with me,” because we certainly lost some very
close relationships that | was disappointed to lose,” McEvoy admits.

Those that did stick around are happy with their new parent
company. The firm received particularly high marks for manage-
ment (9.0 out of 10), sales and services support (8.9), and product
offerings (8.9). Reps were also pleased with the freedom from
pressure to sell proprietary products (9.5) and timely payout of
commissions and fees (9.6).

One thing that the firm made sure to keep intact amid the
acquisition was its network of regional field managers, who are
responsible for the strategic direction of the firm and support reps
on a regional basis. And so far, it looks as though AIG is going to
allow them to operate independently, which reps like, McEvoy
says. —Diana Britton

“There is a lot of demand for quality advisors and not enough supply, and that always

creates an environment where advisors can expect more,” she says.

In fact, 41 percent of advisors said technology was the most important factor that would
cause them to look for a new b/d.

Reps are looking for a centralized, web-based platform with a good customer relationship
management system, says Henschen. They also prefer a paperless system with electronic
signature capabilities.

“Certainly the smaller broker/dealers are getting hit really hard because they’re dealing
with all the same regulation issues and the increased costs that the larger firms are, but
they’re not able to put money into technology and other areas that the larger firms are,”
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RELATED MEDIA Bigger Is Better

In this business, the large firms get larger, and the small
firms go out of business or get bought. According to IEP’s
Gregg, the attrition rate of small firms—typically those with
under 150 reps—is currently 12-14 percent per year.

Gallery- Rooting for the Home  Meanwhile, the top five IBDs by assets are consolidating
Team: IBD Advisors Grade

Their Firms asset market share, which rose to 50.6 percent in 2011 from

41.6 percent in 2008, according to Cerulli Associates.

Sticking Around

Most IBD advisors don't plan on going anywhere in the next year. That said, 8.3 percent say they're most likely out of there, and here are
the top five factors that would drive them out. The least important factors in looking for a new firm included M&A activity and rewards.

How likely are you to still be affiliated with your current broker/dealer one year from now?

o
m
m
0%
2 —_r = S

. -
Somewhat Likely Somewhat Unlikely Very Unlikely

How important would the following factors be in causing you to look for a new B/D?

to Fidelity:

o6 Fidelity

INVESTMENT

Financial Rankings e D

Top 50 Wirehouse Women in 2013 g

Women advisors still make up a small fraction of the
industry, but the women on this list show that their
influence in wealth management is growing. Here'’s a
ranking by AUM of the top female FAs in wirehouses....
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How important would the following factors be in causing you to look for a new B/D?

54.8%
g 47.4%
E 42.8%
E 40% i 38.5%
]
S 30% -
*20%
Service Payout/Compensation  Product Selection Technology (lient Concerns About
My Firm's Solvency

Female Persuasion

These are the top five firms with the most women in their ranks, according to the survey.

19.6%
% 16.7%
‘ : l l

United Planners Next Financial Group VSR Financial Sigma Financial Corp.
Financial Services
of America

But if you can achieve scale, the IBD business can be profitable, analysts say. The idea is,

the larger a firm gets, the higher the fees for distributing products from a third party
provider, says Bernstein’s Hintz.

’)N\anagementcom
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Thinking About Asset Allocation in 2013

BECOME A MEMBER

Latest poll

Patricia Cornwell Verdict

Mystery writer Patricia Cornwell won a $50
million lawsuit against her wealth management
firm, claiming they ripped her off. The firm
claims she spent recklessly. Does a wealth
manager have a duty to protect a client from his
or her own destructive habits?

(@) Yes, it is an advisors duty to control clients’ out-
of-control spending.
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provider, says Bernstein’s Hintz. of-control spending. A
O No, it is not the wealth advisors responsibility.
“A Wal-Mart can extract more from a Procter & Gamble than Bob’s Bodega can from ] i i
. R O Advisors should fire clients who don’t take their

Procter & Gamble,” Hintz says. “If you have enough brokers pushing product for you, that advice — the risk is too great.

third-party provider is going to pay more, be more interested in you and you’ll go up in

terms of the pricing you’re able to get from that third-party provider.” M

« Burning a Hole in the IBD Pocket Window Dressing? » Advertisement
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RELATED MEDIA Window Dressing?

If the IBD business is still in rough waters, why are most
advisors singing their praises?

i Philip Palaveev, owner and CEO of The Ensemble Practice
;;a“ery_ Rooting for the Home LLC, believes the survey is a combination of objective
Iﬁa!'“F'_BD Advisors Grade feedback and some window dressing by advisors who filled

eir Firms
——————————— out the survey. Some broker/dealers push out these types ) . .
of surveys to their best clients, asking them to give them a Financial Rankings oo D
Top 50 Wirehouse Women in 2013 g
Women advisors still make up a small fraction of the

good review, he says.

fee F e industry, but the women on this list show that their
r nzv inﬂut_ence in wealth management is gro\_Ning_. Here's a
On average, 40.5 percent of advisors' income came from asset-based fees in 2012. But some firms are more fee-centric than others. ranking by AUM of the top female FAs in wirehouses....
Here are the top firms with the greatest percentage of income from fees.
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IBD 2.0

Technology is key to keeping an advisor's practice running smoothly. Here are the top firms ranked for their (RM systems and social

media support.
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Score (10 being best)

Most IBD advisors worked for another IBD previously, but a number also came over from
the insurance channel. Many say it's a similar model to the independent b/d.

Previous to my current firm, | worked as a financial advisor for a:
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Patricia Cornwell Verdict

Mystery writer Patricia Cornwell won a $50
million lawsuit against her wealth management
firm, claiming they ripped her off. The firm
claims she spent recklessly. Does a wealth
manager have a duty to protect a client from his
or her own destructive habits?

O Yes, it is an advisors duty to control clients’ out-
of-control spending.

O No, it is not the wealth advisors responsibility.
O Advisors should fire clients who don’t take their
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“It’s very clear that reps are trying to promote their firm and not necessarily giving a very
objective measure of how well IBD doing everything,” Palaveev says. “They distribute it to
their reps and they say, ‘You’ve got to give us a 10. If you have a problem come talk to us,
but don’t give us anything less than a 10.”

For example, many of the firms on the survey don’t even offer medical benefits, yet they
are scoring a 5.0 or higher (out of 10) in this category, Palaveev notes.

Then again, if the adage ‘bigger is better’ holds true, advisors may simply be more
satisfied because there are more larger firms in the survey. Most respondents were from
large and mid-sized broker/dealers, which received high overall scores of 9.0 or more.
Meanwhile, reps at smaller firms (those with fewer than 100 advisors) were the least
satisfied group, giving their firms an 8.3 out of 10. (Still not a bad grade.)

Reps may simply be more concerned with running their own practices; the profitability of
the home office may not even cross their mind, says Berkshire Capital’s Stern.

“The reps are concerned with how high their payout is and how good the technology is
and how good the support is of the home office, etc., etc., and I'm not sure they think a lot
about how profitable the firm is,” Stern says.

« Bigger Is Better

NOW ON
OUR FORUMS

"Officially signed up for the
march CFP exam.
Wondering if there are any
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others who have passed the
exam?"
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Fast-Growing Brokerage Firm Often Tangles With
Regulators

Richard Bender, top, said he lost half his retirement savings because of LPL.

By NATHANIEL POPPER
Published: March 21, 2013

The firm sounds like an upstart Merrill Lynch, the investment house FACEBOOK
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Meanwhile, institutional online advice platforms are becoming increasingly proficient at
automating the rebalancing and tax-loss harvesting chores that most advisers are still
doing manually. To me, their most interesting innovation is the Automated Customer
Account Transfer Service, where they use account aggregation engines to pull in client
portfolio data and then allow clients to transfer the money to your management online.
Once this becomes ubiquitous in the profession, client accounts will become a lot more fluid
— meaning that advisers will be able to change custodians, and tens of thousands of
brokers will move into the adviser space and bring their clients with them.

€= Software is encroaching on a variety of things that you're accustomed to doing by hand.

Software is encroaching

on a variety of things that
you're accustomed to technology act together, you'll be able to spend more time in front of clients and (as we'll

That's a good thing, not something to be feared. It means that if you can get your

doing by hand. That's a see in a minute) work with a whole new cohort of them.
good thing, not

something to be feared. ) oo

1 think most of you know that millennials are the clients of the future, but how many
advisory firms are going after them aggressively? If they don't meet your account
minimums, they don't qualify to become part of your client base — and people early in their

working careers have rarely saved up millions of dollars.

This lockout of the unwealthy happened so gradually that it's hard to remember back in the
day when the founding members of the financial planning profession started their
businesses by taking on, as clients, their unwealthy peers. One of the great untold stories of
the profession is that these lucky initial clients, who followed their planner's advice, became
wealthy — so wealthy, in fact, that planning firms all over the country gradually raised their
minimums to conform to the increasing wealth of these initial clients — $500,000, then $1

million, and in many cases more. Now it's time to open up your doors again

Before you do, there's one other thing to understand about millennials: the ones that I've
talked to are skeptical about any professional's ability to beat the market. That means that
the traditional value proposition of an experienced planner no longer impresses your next
cohort of potential clients. Planners will have to shift their value proposition from asset
management to financial planning and providing their experience and wisdom. That's

healthy for the profession but potentially painful for many advisers.

Quote 3. REVENUE MODELS
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investments to unsophisticated investors, for speculative trading in customer accounts,
. . . . 10. A Strange Computer Promises Great Speed A
and, in a few cases, for outright stealing from clients.

“LPL is on our radar screen more than any other firm,” said Lynne Egan, who oversees
securities regulation in Montana. Last fall, Ms. Egan brought a case against LPL, accusing

Go to Complete List » Show My Recommendations

it of failing to supervise a broker. She said her office is preparing to bring another case
against the company, involving multiple brokers.

In the last year and a half, state regulators in Illinois, Massachusetts, Montana, Oregon and

Pennsylvania have penalized LPL for failing to oversee its brokers properly. Brokers at the
company have faced the most common industry reprimand more frequently than brokers sharesuitoer. o
at its large competitors since the beginning of 2012, according to a review of data from the
Financial Industry Regulatory Authority, or Finra, the industry’s self-regulator.

he New fJork Times |

Executives for the firm declined to comment for this article, but a spokeswoman, Betsy

l H The NYTimes app for iPad”™

Download Now »

‘Weinberger, said in a statement that LPL had taken “steps to enhance our overall platform,
including investing in our compliance process and oversight capabilities to support our

growth. We remain steadfast in our commitment to serving investors and doing the right

thing.”

Ms. Weinberger said the company increased its risk and compliance budget 5 percent last
Find a Pre-Screened

year and 11 percent this year.
Financial Advisor
LPL was created in 1989 through a merger of two older brokerage firms, Linsco, of Boston,
and Private Ledger, of San Diego. It grew to national prominence after 2005, when two
large private investment firms, TPG Capital and Hellman & Friedman, bought LPL and

financed a number of acquisitions from California to New York. LPL went public in 2010,
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and its stock has been up slightly since then. WISERADVISOR COM
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LPL’s rapid growth, and the problems that came with it, reflect forces that are changing the
way millions of ordinary Americans interact with Wall Street. Since the financial erisis hit

in 2008, prominent firms like Merrill, which long catered to individual investors, have lost Ads by Google
brokers and customers.

Banking Compliance System

Manage Financial Regulations Via
employees of the industry giants, LPL brokers are essentially contractors. They get LPL Risk Analysis & Reporting. Call Us.

e-mail addresses and come under LPL compliance but pay for office space and staff.

Many investors have turned instead to independent brokerage firms like LPL. Unlike

www.Freeborders.com/GRC

Advertise on NYTimes.com

what's this?

For LPL and its brokers, it is a lucrative arrangement. With overhead costs relatively low,
the company can pass a large percentage of commissions and fees — upward of 80 percent
— back to its brokers. LPL has said that such a model is also an advantage for investors
because the company does not have its own investment products, like the mutual funds
created by the big banks, that it wants to push onto its customers.

But analysts say that the high commissions leave LPL less money for compliance and can
attract brokers interested in skirting the rules. Brad Hintz, an analyst at Sanford C.
Bernstein, said that LPL’s management had done a good job expanding the company and
improving its compliance technology, allowing brokers with high standards to do well. But
he said the scattered nature of its offices was an Achilles’ heel that exposed the company to
lawsuits and regulatory risks.

“If the Indians run off the reservations, you have no one guarding the borders,” he said.
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LPL’s promise, and peril, are evident in Montana. Over the last five A
years, the company’s 31 brokers there have been the subject of eight
complaints to the state securities regulators, according to state data.
Merrill Lynch, which has 42 representatives in Montana, has not
faced any complaints. Two brokers at Edward Jones, a large regional

brokerage firm with 9o brokers in Montana, have been the subject of
complaints in that period.

Enlarge This Image  Ms. Egan, the Montana securities regulator, said the

™. problems at LPL reflected its unusual approach to
oversight. Nearly half LPL’s brokers in the state are
registered as their own supervisor, while other firms put
brokers under a separate manager.

LPL’s most serious case in Montana was resolved in 2009,

when Donald Chouinard, an LPL broker in Kalispell, was
Eliza Wiley for The New York Times N . . 7

“LPL is on our radar screen more than  Sentenced to 10 years in prison for operating a Ponzi

any other firm.” said Lynne Egan, who  scheme. LPL paid Mr. Chouinard’s clients $1.3 million, and
oversees securities regulation in B

Montana. Ms. Egan’s office a $150,000 fine.

Since then, Ms. Egan said, little has changed in LPL’s
Multimedia compliance culture, letting what she called “egregious
problems” go unchecked. The case she is preparing to bring

involves brokers who she said improperly sold complicated
real estate investment trusts, or non-traded REITs, to o
unsophisticated investors.

48 AM
o U 01





image91.png
a‘ @ http://wwwnytimes.com/2013/03/22 /business/as-lp|-finandial-expands-scrutiny-of-its-practices-intensifies htmi?pagewanted=28:google_editors_picks=trueg. r=0

File Edit View Favorites Tools Help

9.000 / unsophisticated investors. A

Lul Graphic William F. Galvin, the Massachusetts secretary of the

commonwealth, came to a $2.5 million settlement with LPL
in February for selling the same product to investors in his
state. Mr. Galvin said LPL had failed to properly examine
who the products were being sold to, and had pushed the
investments without mentioning that they provided big commissions to LPL and its

Growing Fast, but Stumbling Along
the Way

brokers.
“What we really saw was a complete lack of supervision,” Mr. Galvin said.

In Washington State last year, authorities brought a case against a LPL broker who had
sold nontraded REITs to dozens of older clients. Richard Bender, one of 36 clients
pursuing an arbitration case against LPL with the lawyer David Gaba, said that he had
trusted the broker because of the LPL name on his business cards. Mr. Bender, who said he
lost about half his retirement savings, is trying to renew his Teamsters membership so he
can drive trucks again.

“I can’t enjoy my golden years,” he said.

At LPL, business continues to boom. In the latest quarterly results, executives said they
had added 182 brokers and increased revenue 14 percent from a year earlier. Because of a
decline in profits, though, they said that they were looking at laying off employees in the
main office, and outsourcing some of the firm’s compliance work.

The chief executive, Mark Casady, told investors that executives were striving for long-term
success by “continually challenging ourselves to do things better, faster, and at a lower

» v
cost.
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in February for selling the same product to investors in his

state. Mr. Galvin said LPL had failed to properly examine

who the products were being sold to, and had pushed the
investments without mentioning that they provided big commissions to LPL and its
brokers.

“What we really saw was a complete lack of supervision,” Mr. Galvin said.

In Washington State last year, authorities brought a case against a LPL broker who had
sold nontraded REITs to dozens of older clients. Richard Bender, one of 36 clients
pursuing an arbitration case against LPL with the lawyer David Gaba, said that he had
trusted the broker because of the LPL name on his business cards. Mr. Bender, who said he
lost about half his retirement savings, is trying to renew his Teamsters membership so he
can drive trucks again.

“I can’t enjoy my golden years,” he said.

At LPL, business continues to boom. In the latest quarterly results, executives said they
had added 182 brokers and increased revenue 14 percent from a year earlier. Because of a
decline in profits, though, they said that they were looking at laying off employees in the
main office, and outsourcing some of the firm’s compliance work.

The chief executive, Mark Casady, told investors that executives were striving for long-term v
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Despite a rally in the equity markets, February proved to be a lackluster month for
Raymond James Financial. AdvisorTV

Securities commission and fee revenues declined 9.2% from January, which had two more business days, the

company reported, falling to $243 million from $268 million.

Fixed income trading profits “remain depressed and

commission volume is down from the preceding month,
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Capltal Lmk CIosed-End (g according to a Raymond James statement accompanying

Funds & Global ETFs Forum
Wednesday, April 24, 2013

the release of its February operating data. Fixed income “is
currently underperforming our expectations,” the company
said. “As we have previously reported, we are continuing to

The Metropolitan Club, New York City evaluate and adjust our cost structure to improve margins PRACTICE MANAGEMENT
in the future.” Raymond James Unve
IN COOPERATION WITH LEAD SPONSOR Pricing

Capital markets results at Raymond James have also been

‘ EJJFSQBNEXT, A Aberdeen disappointing.

» Click here to register and to view forum overview Although equity underwriting activity has been “reasonably
good," the company reported, “merger and acquisition fees

have been lackluster so far this quarter due in part due to the past acceleration of transactions into the December

quarter in anticipation of tax law changes.” Guides &

Supplements
BRIGHT SPOT IN AUM





image95.png
@ @ http://www finandal-planning.com/news/Raymond-James-Reports-blah-February-Performance-2683936-1 html
File Edit View Favorites Tools Help

BRIGHT SPOT IN AUM

Aided by the rising equity markets and net inflows, assets under Related Content
management was a bright spot for Raymond James, rising to
$49.5 billion last month from $38.5 billion in February 2012 and
from $48.9 billion in January.

Advisors Cheer Raymond James
Compensation Change

. . . LPL Nominates former Xerox Chairwoman
The Private Client Group made “modest progress” in February, to Board
0 Boar
and the company’s domestic operations are now all on one
Sign up to ¢

latform following a successful conversion of the Morgan . .
P 9 ¢ Financial PI

Keegan accounts to the Raymond James system in mid-February.

LAYOFFS AHEAD?

) . o ) ) ) Current Issue
The company also hinted at upcoming layoffs. “Our next priority is to adjust to the appropriate support levels for this

segment, which will engender expense reduction primarily through a decline in headcount over the next several " . The Ma
months,” the company said. Jr °8  SUBSCR

VIEW DI

“We are pleased with our competitive position and the success of the Morgan Keegan integration to date,” Raymond

Login | My Account | Advertise | Podcasts | Contact Us
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The company also hinted at upcoming layoffs. “Our next priority is to adjust to the appropriate support levels for this

segment, which will engender expense reduction primarily through a decline in headcount over the next several
months,” the company said.

“We are pleased with our competitive position and the success of the Morgan Keegan integration to date,” Raymond
James chief executive Paul Reilly said in a statement. “We now need to complete the remaining task to right size our o

cost structure post integration. We anticipate that most of this work will be completed by the end of the June quarter PLANNING
with the balance completed by the end of this fiscal year. Fundamentally, we are focused now on expense reduction to

improve margins, as well as growth drivers for our various businesses.”
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« At Raymond James, Big Shift in Advisor Compensation the Women Advisq|
» Advisors Cheer Raymond James Payout Shift
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