Investors unclear about job of broker

Many clients view broker as financial adviser
even though they re not regulated like one
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SAN FRANCISCO: Is your stock-
broker a salesman or a financial
adviser?

More than half of investors in
a survey released Wednesday
said brokers primarily offer fi-
nancial advice, or that brokers’
advice is as important as their
help with sales transactions.

But brokers are not regulated
the way other advisers are -
they’re not held to have a fidu-
ciary responsibility to clients as
registered investment advisers
are - though brokers are in-
creasingly billing themselves as
“advisers,” according to the
Consumer Federation of Ameri-
ca and the Zero Alpha Group, a
network of advisory firms,
which commissioned the sur-
vey.

“The brokers have pretty
much said ‘OK, we can act like
an investment adviser now,’
even though they’re not regulat-
ed like one,” said Brent Brodes-
ki, managing director of Savant
Capital Management. “What
used to be a fairly clear distinc-
tion between a broker and an
adviser is fuzzy and getting
fuzzier by the day.”

The question of what, exact-
ly, brokers do and how those ac-
tions are regulated is at the crux
of a sizzling debate between the
CFA and the financial-planning
community on one side, and
brokers, in the form of the Secu-
rities Industry Association, on
the other.

For its part, the Securities In-
dustry Association says the rules
governing brokers are different
but equally strict, and that bro-
kers in brokerage firms are vet-

ted more often than independ-
ent financial advisers who often
work in small shops.

In the middle of the argu-
ment is the Securities and Ex-
change Commission, which, af-
ter being sued by the Financial
Planning Association earlier this
year, agreed to decide on a pro-
posed rule by the end of the
year.

The rule, proposed by the
SEC in 1999 and never finalized,
regards brokers’ advisory capac-
ity, and essentially states they
aren’t covered by the stringent
Investment Advisers Act that
governs other financial advisers
as long as the advice offered cli-
ents is “solely incidental” to the
brokerage services offered.

That’s too vague a term for
the Consumer Federation of
America.

“The fact that investors don’t
understand that brokers are
salespeople is a direct result of
two decades’ worth of decisions
by the SEC that have allowed

brokers to remake themselves in
the image of advisers without
requiring them to comply with
the investor protection rules
that govern advisers,” said Bar-
bara Roper, director of investor
protection at CFA.

Twenty-eight percent of in-
vestors surveyed said brokers’
primary service is offering ad-
vice, and another 25 percent said
advice was as important as of-
fering sales-transaction help, ac-
cording to the survey of about
1,000 investors conducted for
the Consumer Federation of
America. The survey has a mar-
gin of error of plus or minus 3
percentage points.

Investors with higher in-
comes had a similar ﬁerspective:
Among those in households
earning $75,000 or more, 29 per-
cent said brokers’ advice was
their key service and 27 percent
said brokers’ advice and sales-
transaction help were equally
important services.

When asked, “If a stockbro-

ker and a financial planner pro-
vide the same kind of invest-
ment advice services, do you
think they both should have to
follow the same investor protec-
tion rules,” 91 percent of re-
spondents said yes.

Of concern to investment ad-
visers is that more brokerage
firms appear to be promising fi-
nancial advice and wealth man-
agement, but are not governed
by laws requiring them to put
their clients’ interest first.

“We believe the SEC had
imagined (brokers offering)
very minimal advice, if any,”
said Brodeski, of Savant Capital
Management.

Investment advisers are, by
law, fiduciaries for their clients,
while brokers are held to what
some argue is a lower standard
of responsibility to clients.

“The relationship between a
broker and their customer is one
where they sell a product . . .
it’s a buyer-beware relation-
ship,” Brodeski said.



