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Bob Casey Trends In Family- & Multi-Family Offices April 23

4 Problems Plaguing Advisors & Their Solutions

Duane Thompson Financial Services Reform Update May 7

Larry Baker

Deeper Connections With Clients Through The

Scott Farnsworth Power Of Story
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 This Week’s Blog Posts

Spending: An Important Factor In Client Planning (Kristen Jankowski)
Fiduciary Hierarchy Continued (Charles Epstein)

Incentive Compensation (Sheryl Rowling)

Your ldeal Client (George Tamer)

What Does Healthcare Reform Mean For Retirees (Kristen Jankowski)
PIMCO Bearish, BlackRock Bullish On Treasuries (Mary Rowland)
Client Service In Flatland: The View from Level One (Scott Farnsworth)
Do Variable Annuity Owners Have Bragging Rights? (Glenn Daily)

The iPad For Financial Advisors And Wealth Managers (Bill Winterberg)
Trends In Tweeting By Five Advisors (Blane Warrene)

Independent Advisors To Wall Street: Drop Dead (Andrew Gluck)

* 30 Hours Of CFP CE Credit On Webinar Replays

Managing Portfolio Risk With Stock Collars
Secure Solutions To Protect Client Data And Comply With New Privacy Laws
How To Talk To Clients In A Post-Crisis World

Roth IRA Conversion Techniques

Free membership email should arrive by 7 p.m.
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“A4A cut my research time in half”

Kathleen lola
lola Financial Group

Aggregating Advisor News Daily
2,000 advisors rely on A4A’'s Daily Digest

* We assemble your reading list from across the Web

 Mary Rowland, Bob Casey, Andy Gluck scan 60
sites daily




A4A Rewards:

1. We email you link with free membership to A4A*
2. Signin, rate one of your apps, fill in profile

3. Click on Rewards tab in your profile

Email admin@advisors4advisors.com for free trial
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1. We email you link with free membership to A4A*
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3. Click on Rewards tab in your profile

Email admin@advisors4advisors.com for free trial

Fiduciary Report Card
and 401(k) First Meeting
Questions

* Key questions to ask a
prospective 401(k) client

* ldentify issues most
Important to a plan
sponsor

* Plan sponsor checklist
» Great first meeting tool
* Show depth of services

o Offer value-added services
rather than products
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A4A Rewards:

1. We email you link with free membership to A4A*
2. Signin, rate one of your apps, fill in profile
3. Click on Rewards tab in your profile

Email admin@advisors4advisors.com for free trial

Portfolio Reporting
Workflow Worksheet

* Template process

* Input into your CRM

Assign tasks to staff

Track reporting process

Staff accountable
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Keebler Roth
Conversion Handout

¢ Questions to ask clients

¢ Conversion decision tree

10 Reasons To Convert

Keebler’s Tips

CPA, FA, & Lawyer Checklist
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e Co-Founder of AdvisorAssist™

Supports start-up and growth of IA firms
* Turn-key RIA Registration
e Compliance Program Design & Independent Assessments
e Qutsourcing Compliance and Operations
e Technology Selection and Implementation

e 17 years of industry experience

Co-Founder MainStay Consulting Group, LLC

Chief Compliance Officer, Open Investing, Inc. and
Advisor Now, Inc. and other RIAs

Associate Director of Investment Management
Consulting of Navigant Consulting, Inc.

Vice President, Product Management, Evergreen
Investments (Wachovia Securities)

Vice President, Business Operations, Evergreen
Investments (Wachovia Securities)

Assistant vice President, Mutual Fund Administration,
Evergreen Investments (Wachovia Securities)
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ADVISOR COMPLIANCE
UPDATE

Chris Winn, AdvisorAssist.com


http://advisorassist.com/

Are you clear on the direction?

There have been many new
Interpretations and proposed rule
changed that will affect how you
run your business.

We'll dig into many of the recent
and proposed changes to help you
navigate the maze and filter the
noise.
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Today’s Topics

 Recent Regulatory Changes
— Custody Rule
— Privacy Laws

* Proposed Regulations
— Overview of proposals
— Expected outcomes
— Effect on your business

e Questions and Answers

— Explore your business
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The Custody Rule

Rule 206-4(2) of the Investment Advisers Act of 1940

On December 16, 2009, the Securities and Exchange
Commission (the "SEC") adopted amendments to
Rule 206(4)-2 (the "Custody Rule") under the
Investment Advisers Act 0f1940, as amended (the
"Advisers Act")?!

e Effective Date — March 12, 2010
 Are you complying? Are you sure?

e Do you have:

e Held away accounts?

* Account aggregation processes?

e Facilitate bill payments and drawn downs?
* Access to usernames and passwords?

1 Custody of Funds or Securities of Clients by Investment Advisers, Advisers Act Release No. 2968 (December 30, 2009) (the "Release").
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The Custody Rule - continued

Background

The SEC’s objective in amending the Custody Rule was to seek increased
protections for investors that entrust their funds and securities to
Registered Investment Advisors.

Impact Areas:

e  “Due Inquiry” of “Qualified Custodians”

* Independent Verification — “Surprise Exams”
e Delivery of Account Statements

e Policies and Procedures

e QOperational Independence - Exemption

e Additional Disclosures

* Frequent Questions
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The Custody Rule - continued

Definition of Custody

A Registered Investment Advisor is deemed to have custody if they hold,
either directly or indirectly any security or funds belonging to a client,
including:

- Physical possession of client securities or funds

- Power of Attorney or authorization that allows the Advisor to withdraw
securities or funds from a client’s account with direct instruction to the
custodian

- Serve as the Trustee to a Trust that have possession or authority

- General Partner to a Limited Partnership that gives the Advisor authority
to access securities or funds.
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The Custody Rule - continued

The Approved Amendments

1. The definition of "custody" has been expanded to provide that an
adviser has custody of client assets that are directly or indirectly held by
an adviser's "related person" (i.e., any person controlling, controlled by
or under common control with the adviser).

Affected activities:
1. Serving as the Trustee for client accounts
2. Access to friends and family accounts

Actions:

1. Avoid custody-related situations, unless completely necessary
2. Enlisted third party administrators
3. Require dual signatures, including client

T ———



The Custody Rule - continued

The Approved Amendments — Due Inquiry

e Advisor firms that deduct their fees from client accounts requires that
the firm needs to conduct a “due inquiry” in order to establish a basis
that the qualified custodian sends account statements to each client no
less frequently than quarterly.

 To accomplish the “due inquiry” requirement, firms can either request
receipt of account statements sent to each of their clients; or, the
advisor may request a receipt of a written confirmation from the
custodian that the account statement was sent to each client.

e Advisors need to be aware that accessing the custodian’s account
statements on their website will not satisfy the “due inquiry”
requirement because it does not confirm the account statement was
actually delivered to the client.
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The Custody Rule - continued

The Approved Amendments — Fee Deductions

Advisors that have technical custody solely due to the deduction of their
fees from the client account at the custodian were granted a reprieve.
The Final rule DOES NOT require an Advisor to obtain annual surprise
examinations if the activities are limited to fee deductions.

That said...
Virtually all states require at a minimum that an advisor must:
1. Have an agreement with the client authorizing the fee deduction

2. Providing an invoice to the custodian that details the fees to be
deducted

3. Validates that the custodian is sending a statement at least quarterly

4. Send the client a communication that identifies the fees deducted, the
assets in which the fee was based, the period of time and the
methodology.
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The Custody Rule - continued

The Approved Amendments — Surprise Exams

If an Advisor is deemed to have custody, the Advisor will need to undergo
an annual surprise examination for all client assets in which the Advisor

has access or custody.

Requirements:

1. First exam must take place by December 31, 2010, unless the Advisor
became subject to the Rule after March 12, 2010 (then it is the latter of
six months or December 31, 2010)

2. Must have a written agreement with a PCAOB-Registered accounting
firm

3. Will require physical inspection of funds and all securities, including
privately offered securities

T ———



The Custody Rule - continued

The Approved Amendments — Policies and Procedures
Advisors policies and procedures will need to be amended!!

e Periodic testing on a sample basis of fee calculations for client accounts
to determine their accuracy of the calculation

e Testing of the overall reasonableness of the amount of fees deducted
from all client accounts for a period of time based on the Advisor’s
aggregate assets under management

e Segregating duties between the Advisor’s personnel responsible for
processing billing invoices and those personnel responsible for reviewing
the invoices for accuracy, as well as employees responsible for
reconciling those invoices with deposits of advisory fees by the
custodian into the Advisor’s account.

e Procedures for conducting “due inquiry” of the Custodian(s)
* Policies for the receipt or access to Client accounts.

T ———



The Custody Rule - continued

SEC vs. State Advisors

A common question posed by Advisors is whether a state Advisor is subject
to the amendments to the Custody Rule?

The answer is not cut and dry.

* Many states have previously enacted or are in the process of developing
similar rules on the safeguarding of investors.

e Some states have enacted rules that are more concise and restrictive of
Advisors, especially relating to the deduction of fees.

e When a particular state regulation does not specifically address a
regulatory area, it is good practice to default to the Investment Advisers
Act of 1940 or other applicable regulations.

e Additional regulatory reform will likely result alignment of rules.
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The Custody Rule - continued

Amendments to Form ADV

Regardless of where you fall in the wake of the custody rules, now is the
time to review your Form ADV 1, Il and Schedule F.

e ADV 1, Item9 - Custody

e ADV 1, Item 7 —do you have a related person performing any activities?
e Form ADV Part Il

e Schedule F—describe all relevant business practices

e Schedule F —disclose any potential conflicts of interest

e Part 1B — State Advisors — Are you really sending your clients statements
with the methodology you used to calculate?




The Custody Rule - continued

Common Issues and Concerns
Some of the common questions that Advisors have been asking include:

* | have access to log into a clients’ held away account to get balances.
That can’t be custody, right?

e My custodian has always sent the client a statement, do | really need to
inform them of how | calculated the fee?

e | assist my clients with bill payment from their brokerage accounts. For
instance, this week | wired funds to the CPA on their behalf. Any issues?

e My client needs regular distributions from her account to cover RMD
and living expenses. | generally liquidate and transfer funds to her joint
account at her bank. | assume this is OK, because | received limited
authorization initiate these transactions and the custodian has no issue?

 |am the manager to a limited partnership and have been responsible for
bill payment. Can | continue this without an administrator?

T ———



New Rules to consider

There is more to come, so be prepared!

The regulators, politicians and trade groups have been hard at work trying
to get form the controls of the coming years. We have seen some of
these items affect our firms already.

* Privacy

* Data Security

e Redefining advertising in the connected world
e Electronic signatures

e Books and Records

e Defining oversight entities

Where will it all end up? As it may be too early to say where and when
change will come, it is reasonable to expect change in the coming year.
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New Rules - continued

Shift from SEC to State for Advisors under $100 million

The potential shift of oversight from SEC to State oversight for Advisors with
Assets under Management up to $100 million. If there is a shift from SEC
to States, what can Advisors expect?

e A more thorough front-end review
* Increased registration fees

* Routine examination fees

e Registration delays

So, is this good or bad for Advisors?




New Rules - continued

Privacy Rules
Consumer protection on private data is not going away.

e Do you do business in a state that has evolving rules?

Do you collect a combination of social security numbers and other
personally identifiable information?

Do you perform routine testing and due diligence of your service
providers?

e How do you store and deliver client documents?

Privacy law changes in connection with technology changes really do
require a formal self-assessment for your firm.

T ———



New Rules - continued

Social Media and Communications

The regulators are struggling to keep pace with the growth of social media
channels

e Doyou “Tweet”?

e How many people recommend you on LinkedIn?

e How are you documenting these advertisements?

* Are your posts contributions or “advice”?

* How do you protect your clients from your network?
e How do you protect yourself from your personal life?

e Regulators, Compliance Officer, FBI, and others are getting plugged in.
Expect regulation, expect costs for technology and guidance to protect
your firm.
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New Rules - continued

How to prepare?

Regulatory change may take time, but so will adopting change. Be
prepared!

* Find trusted resources to keep you current
Do not be afraid to call the SEC or the State(s) with questions
Do not cover up mistakes — fix them, prevent reoccurrence and move on

e Start building a plan for your business
— What changes will you need to make
— Prioritize the risk areas
— What changes can | start to make now

e Make sure ADV and Compliance Program are always up to date

T ———



Tuning Your Compliance Program

The recent rules changes and pending regulatory changes are just the

beginning. You must have a compliance program that enables the

Advisor to prevent, detect, correct and adapt to changes in the

relevant securities laws.

Minimum requirements include:

Written Supervisory Procedures
Code of Ethics
Privacy Policy
Business Continuity Plan
Books and Records Retention Plan
Email monitoring and retention
Client Agreements and Investment Policy Statements
Annual testing and assessment plan
A cookie-cutter program won’t hold up to scrutiny by regulators.
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Questions

If you have questions that do not get answered during this
session, please feel free to contact me at:

Chris Winn

Co-Founder and Managing Principal
AdvisorAssist

617-532-0925
cwinn@AdvisorAssist.com
www.AdvisorAssist.com
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