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In case you haven’t noticed, we are living in an environment where regulators are keen to address advisor
relationship practices that jeopardize retail investors. Historically, the U.S. Securities and Exchange
Commission (SEC) and the Financial Industry Regulatory Authority (FINRA) have been (and, of course, still are)
very focused on client abuse.

Last year, the SEC levied $3.9 billion in fines. Globally, there is also a trend towards more rules. For instance,
in 2020, the U.K. Financial Conduct Authority (FCA) fined Charles Schwab UK £8.96 million for failing to
protect client assets. More recently, the FCA has introduced the Consumer Duty regulation, which is designed
to increase consumer protections in the retail financial services market. Rules are advancing in other regions
as well.

Rogue Behavior is Abundant
The subject of misconduct has had a folklore quality to it. Hollywood certainly embraces it by making movies
like "Boiler Room" and glamorizing Jordan Belfort’s crimes in "The Wolf of Wall Street." Meanwhile, there are a
range of advisor misconduct practices that almost seem subtle in comparison but are of course very serious.

It is more likely than not that most of us have experienced advisor misconduct or know someone who has. To
date there are four types of prevalent misconduct impacting investors: wine & dine, friends and family
targeting, elderly targeting, and generational wealth transfer. Perhaps unsurprisingly, all of them rely on a
trust factor and a client's relationship with their advisor.
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Firms Need to Do More
Unfortunately, not all advisors have a super hero complex and want to uphold their clients’ best interests.
Firms need to do more, as elderly targeting is set to be a top form of abuse for years to come because of the
way generations evolve.

Compliance officers can arm themselves with technology to safeguard against advisor misconduct and other
problems. Both technology and regulations will continue to evolve. Firms and compliance personnel need to
have their ducks in a row in areas such as know your client (KYC) and know your product (KYP) guidelines.

The variety of communications that need to be captured is key and has grown to include email, phone
conversations, video conferencing and many varieties of texting and chats. Compliance teams must have the
capability to collect and monitor data points to be sure a firm is compliant and its reputation is being upheld.
Tools must be flexible enough to tackle a Regulation Best Interest, or Reg BI, world that’s established a best
interest standard of conduct for broker-dealers when they make a recommendation to a retail investor.

Additionally, the machinery and delivery of information-– which is evolving away from a tabular world-–
includes more tools like data visualization to help compliance professionals achieve best practices. The
advisor world is “there” in terms of mirroring the iPhone’s success with its dashboard containing icons and
applications. Having an easily accessible dashboard with the proper alerts and measures give firms what they



need as regulations will continue to come down the pipeline and firms will continue to have to adapt and
make adjustments to analytics to meet these demands and help clients to meet them as well.

Sign of the Times
Reputational risks are at all-time high levels. This has translated into a call to action for firms to overhaul their
surveillance technology and processes. One of the more challenging features compliance officers need to
consider is the new work from home and hybrid models that have fostered the use of many more
communication channels.

The SEC has recently levied massive fines against financial institutions, including one case in which the
financial institution allowed employees to circumvent recordkeeping rules by conducting business on apps like
WhatsApp. One of the firm's key executives noted, “As technology changes it is even more important that
registrants ensure that communications are appropriately recorded and not conducted outside of official
channels.” This is a sign of the times.
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We specialize in providing unique, high-value and actionable information to help our clients improve their
business performance.

Our suite of analytics and insights encompass all key performance metrics and drivers: market share, revenue
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drivers, and industry evolution.
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Disclaimer and Copyright

This Document is prepared by Coalition Greenwich, which is a part of CRISIL Ltd, an S&P Global company. All
rights reserved. This Document may contain analysis of commercial data relating to revenues, productivity
and headcount of financial services organisations (together with any other commercial information set out in
the Document). The Document may also include statements, estimates and projections with respect to the
anticipated future performance of certain companies and as to the market for those companies’ products and
services.

The Document does not constitute (or purport to constitute) an accurate or complete representation of past or
future activities of the businesses or companies considered in it but rather is designed to only highlight the
trends. This Document is not (and does not purport to be) a comprehensive Document on the financial state
of any business or company. The Document represents the views of Coalition Greenwich as on the date of the
Document and Coalition Greenwich has no obligation to update or change it in the light of new or additional
information or changed circumstances after submission of the Document.

This Document is not (and does not purport to be) a credit assessment or investment advice and should not
form basis of any lending, investment or credit decision. This Document does not constitute nor form part of
an offer or invitation to subscribe for, underwrite or purchase securities in any company. Nor should this
Document, or any part of it, form the basis to be relied upon in any way in connection with any contract
relating to any securities. The Document is not an investment analysis or research and is not subject to
regulatory or legal obligations on the production of, or content of, investment analysis or research.

The data in this Document may reflect the views reported to Coalition Greenwich by the research participants.
Interviewees may be asked about their use of and demand for financial products and services and about
investment practices in relevant financial markets. Coalition Greenwich compiles the data received, conducts
statistical analysis and reviews for presentation purposes to produce the final results.

THE DOCUMENT IS COMPILED FROM SOURCES COALITION GREENWICH BELIEVES TO BE RELIABLE. COALITION
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MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE ARISING OUT OF THE USE OF ALL OR ANY OF
THIS DOCUMENT. COALITION GREENWICH ACCEPTS NO LIABILITY WHATSOEVER FOR ANY DIRECT, INDIRECT
OR CONSEQUENTIAL LOSS OR DAMAGE OF ANY KIND ARISING OUT OF THE USE OF ALL OR ANY OF THIS
DOCUMENT.
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