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ADOUL. US

= [nvestment Advisors & Investment Advisor Rep.
= Broker — Dealers and their agents -

= Other responsibilities
= Enforcement of the Maine UniformrSecurities Act

ﬂxaminaﬂons /'Investigations
' Secunties Registration:

] J or'lAs and BDs
= |[nvestor Education




- [hisiseminar and the accompanying materials are
presented as an educational experience, covering
some of the changes mandated by the Dodd-Frank
Wall Street Reform and Consumer Protection Act.

You may be subject to all relevantlaws, regulations,

rules and orders whether or not they are included in
isypresentation. The views expressed are those ofi
ﬂla'e present 1e.Mai ice of Securities”

0 change Its position., Presenters

Wv&
elieve all information Is truthtul'and accurate;
however, mistakes can occur.
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Under the Dodd-Frank Wall Street and .
Consumer Protection Act, state
securities regulators will' have greater

vestment advisers. __



Dodd-Frank Section 410

- = Mid-sized investment advisor
= AUM of $25-$100 million.

= Principal office and place of business in a
state where IA Is required to be registered

,If registered, is subject to examination.
O registerin
Oor more states can register with the SEC.
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— Current buffer.

- $25 million -$30 million eliminated.
— New buffer.

- $90 million -$110 million.

— An adviser may register with the SEC once It reaches
AUM of $100 million. An adviser must register with the
SEC if its AUM is $110 million or more.

ﬂnce registered with the SEC, a mid-sized advi —

remain regi ' gasits AUMIs a

Mr#eﬁm%ﬁd-sized adviser
currently registered with the SEC may remain registered

with the SEC if the adviser's AUM is at least $90 million.




Important Dates
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=S uy 21, 20— —
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= Mid-sized advisers registered with SEC as of this
date remained SEC registered until 1/1/12. —

= New mid-sized advisers could have registered with
the SEC or State prior to this date.

B

- Jew MICESTZEA aaVISEIFWENE TE U|red (0] reglster with

the state after this date.




Important Dates
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— Janﬂarv 1, 261%—I\/Iar{:h 30, 2012 (the '
~ "Switch)

= Mid-sized advisers required to register with the State
can submit their application beginning December 1,
2011.

= | ast day to submit an applicationT;3/30/12.




Important Dates

= June 28, 201 " ————

= Mid-sized advisers no longer eligible for SEC
registration must file ADV-W by 6/28/12... : —

= =

= Advisers should be licensed in all states required to
licensed prior to submitting A




Important Dates-Recap
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= ﬂu‘ly'-?¥ 1, 2011-New mi @I&Jzed adwsers Were requwed to

_E_r.eglstemlh_approprlate states after this date.

= December 1, 2011-Advisers “Switching” to state licensure
can begin submitting their applications.

= January 1, 2012-Applications begin to be processed.

130, 2012-Last day an applic

registration. e



- Surprlse Aud1tMa|ne only requwes it Adviser
~ has custody and sends statements to
clients.

= Direct Fee Deduction-Maine reguires .
Adviser to send Invoice to custedian and
client.

ﬂd’e of Eiiéﬁﬁ-Mame doeﬁg.requm

= See Rule 515 for additional requirements.
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Licensing Process

=« Submit ADV via the IARD.

£_-.=

= The Office will be notified by FINRA of your
Form ADV filing and payment of the fees.

e Office.wi d.you ai aj.lﬁqueamgi-'
Uments reqguired.for

registration. .




Licensing Process

S Wiatrwilifpe reguested? e

—— j—
e———

~ =Net Worth Statement (custody or discretion)

1

-Fingerprint Cards on File with the Office

-Seminar Attendance




— Desk Audlt—'—" -
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= Review of Form ADV, Contract(s), website,
evidence of net-worth, and secretary of state
filing.

= Review all investment adviser

sentatives U-4s. --___

= Consistency, Consistency, Consistency.




_ Application Review

e —

— -_- - - — — e —
~ = Peficiency Letter'sent via email.

#_

= Response requested within 30 days.

= Additional information/changes may be
uested.based on response.

S

proval letter sent via email. -



_.—=—i-— ' T ————
= A‘d\ﬂsers reqUTrﬁd*—tﬁ—be Ilcensed in four or

...=——'-—
more jurisdictions can reguest a coordinated

review.
= Request period: 12/1/11 though 3/30/12
= Contact Chris Caruso

e




Form ADV

— Form ADV Part—l—-:used todetermlne ellglblllty to remain
- SECregistered or switch to state registration. (electronic
sulbmission)

= Form ADV Part 2 — New and current IAs are required to
use the new ADV Part 2 and upload to the IARD. -

= Form ADV Part 2A — Firm Brochure — 19 ltems
= Form ADV Part 2A Appendix 1 — Wrap Fee Program — 10

ltems

% Form ADV. Part

0 J|joer\/JJerJ FETSONNE
direct client contact.

S



Key pomt of Form ADV Part 2

EI in English — no more “check the box”

= Describes business practices & investment
Strategies

= Provides meaningful disclosure regarding
material or potential conflicts of interest

= Describes und of

-~

‘adviserysss




Wrap Fee Program Brochure

IO TSt deTver o ap-Fee Program Brochure?

i.-_——.-

= |f'you sponsor a wrap fee program, you must
deliver a wrap fee program brochure to each client
of the program -

= |[f a wrap fee program has multiple;sponsors and
another sponsor creates and delivers a brochure
ur client, then you don’t have to create and

.
VEI a SE dle one. TTTER—

Jf your advisery firm
chure required by Form ADV Part 2A




——m "YUU_must prep"a’re=a"brechure supplement for the
~ followi Ing IARS —

= Any representative that formulates investment advice for a client
and has direct client contact and,

= Any representative who has discretionary authority over a
client’'s assets, even if the representative has no direct client

contamedln Part 2B Is already included inrPart 2A.



= SEC amendments to Form ADV.
_"__-E__—__.

-See Rules Implementing

Amendments to the Investment

Advisers Act of 1940. Release.lA-3221 =
on the SEC’s website.

\RD ' EForm ADV amendments.
h@m&ﬁ







wWhat to EXPE ‘on

State Examlnatlons .

= S —

= — T m—

= _The —xammatleﬂ ‘? ule__ ———

~ = Newlnvestment Advisors iIncluding “Switch” Advisors — 12 months
= All'other advisors — 3-5 years

—i

= Two types of exams ——
= Routine
= For cause

Ty Ty e - =

Iners, but ...

ay to one week on site




vhat 10 EXDE "on

State Exami_na_tions

s — —
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= The Examination Process

= Pre exam

= On-site — -
= Post exam

= Exam report




S Pre Exam —
= Review of ADV Part 1
= Cross reference with ADV Pairt 2.
= Consistency!!

= Review prior exam file

‘I'Rev‘éw licensing flleF

-Web search
= Contact |IA & B&R Request




nsite Exam
.ﬂ_-*
= |ntroduction and purpose of the visit

= |dentify contact person for the examiner -

= [nitial Interview

= Tour of the office
"W’HEFE'ar-e your records’?

= |A Interviews — Questions about your bractice



D _————e—

B‘ﬁks and RFC@THS——

.=—_'-—
= [fFannounced, a list of B&R will be emailed or faxed

= Business Practices
= Financials -
= [nvestment Activities

SRComplaint & Advertising Elle




N
~ = Conflicts of Interest

:ﬁ-_
= Adeguate Supervision

= Custody
= Client Files
= E-malils & general correspondence




State Exammatlons

— e ee——

~ Post Exam —

£—_

= Once the examiners have left the office, the
examination IS not over.

= Most of the exam Is done at the regulator’s office and
frequently additional documents and information is

equired — . =
everal weeks, dependingjon several

factors -



. Exam Report — .

= Once post exam work Is complete, a deficiency
letter will be sent to you

= |Licensee must respond to the deficiency:letter in
writing, usually within a set amount of time

= Once all deficiencies have been satistactorily

%mssed a notification Is Sent to you_ang.mh

m IS C

may be reterred to the Principal
Attorney for further consideration






2011 COORDINATED
INVESTMENT ADVISER EXAMS

North American Securltles
“Administrators '
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- 155 advisers-(18.8%) were affiliated with a BD

75 advisers (9.1%) used or acted as solicitors
71 advisers (8.6%) managed pooled investments -
98 advisers (11.9%) had financial only planning clients

Isers (72%) had one IAR 0




Who Conducted the

Exams’?
— Securltles examlners Trom 45 Jurlsdlctlons
Including British Columbia, Ontario, Nova
Scotia, Quebec, and Saskatchewan, Canada

-

What Was Found?
543 total deficiencies in




Books ancd Recorcs

- = Registration —
DV, U4, Firm, IARs, ADV =
Delivery

= [ees -

= Advertising

— Ads, Websites, Business
Cards, Seminars,

= Privacy

Supervisory/Compliance

Upervisory Procedures,
ompliance ProcedUrES;

——

estment Activities

— Adherence to Investment
Policy, Fairness, Conflicts

~Flnancials 4

= Solicitors

Pooled Investment
Vehicles (Hedge Fund)

Unethical Business

Practices

— 21 from NASAA Model
Rule . 120(a)(4)-1

= Unsuitable
Recommendations

= Contracts
Ao
Xxcessive Fees
Borrowing from client

- i




aYaYala VO Vi aYdal -
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S— Financial Planners Oﬁl_y
£_-.=

Solicitors Only

New Advisers

Averages do not include Canadian Provinces due
to no maximum Assets Under Management

Assets Under Accounts
Management
(millions)



59.9%
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70%

Comparison of Independent IA and BD

30% -

——————— i

D Ind ependent 1A (6_70)

(1BD Affiliated (155)




Comparing Advisers with 1 IAR to

1>1 IAR (231)
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Comparing Hedge Fund Advisers to
Non-Hedge Fund Advisers

. 50% - — O Hedge Fund Only (40
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Best Practices for Investment AAVISErS

Haviaw and revise Forrm ADV ardl rhs losure grochnure
A

arinLielly io rerle Urregi el elccurziis oo,
= ReView ane cleiieh OILIACLS 3 S T —

—

E Prepare and malrrtarn—aHTequwed records, including financial
. fecords. -Back-uprelectronic data and protect records. Document
checks forwarded.

= Prepare and maintain client profiles.

= Prepare a written compliance and supervisory procedures manual
relevant to the type of business to include business,centinuity.
plan.

= Prepare and distribute a privacy policy initially and annually.

Keep accurate financials. File timely with the jurisdiction.
Arsurety bond ifi required

e T —

et
I ——————

accordance with —

eVIew all advertlsements Including website'and perfermance
advertising, for accuracy.

= |Implement appropriate custody safeguards, if applicable.
= Review solicitor agreements, disclosure, and delivery procedures.
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_Advisers
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| Prlvate Fund Investment Advisers Reglstratlon Act of
— 2010 (Title IV of Dodd-Frank)

*sEliminates the “private adviser exemption” at 203
WIE) -
**Requires SEC reqistration for advisers to “private
funds” with AUM of at least $150 million

=

‘%R‘equires SEC reporting for: |
(1) adV| SIS pRvatefundsHwitasABIVI of less than 5158 -

(2) advisers to “venture capital funds”

s»Defines “foreign private adviser’” and exempts from
SEC registration




Private Fund Defined

—— e ————

= R ——

__Private Fund: ——
.-E——"*- :
An issuer that would be an investment

company under the Investment Company.
Act, but for an exclusion provided from that

definition for securities offered pursuant to

£40n5-3(£)(1) or 3(c)(7).of that Act :-di”

i




Section 3(c)(1)

o e

fu‘nTl Whose—S‘eTfﬁTTﬂes are:

_=——-“
*» not publically offered

oto owned by not more than 100 persons

»» typically offered pursuant te:Reg D, Rule
506




Sectlon 3(c)(7)

~ A fund whose‘S'GT:ﬂTitles are:

r—r

*snot publically offered

“*generally not owned by more than 499
persons

ssInvestors must be “qualified purchasers” .
‘-’indivi'a“ with investme; 5-r=m11mm_

with investments of $25 million




A Model Rule for States

] Nln DecembeT 201@ NASAA (North —

~ American Securities Administrators
Association) published for comment, a
proposed “Model Rule on Private Fund .
Adviser Registration and Exemption”

- 'cted'!a‘t-the_
N Including only
an exemptlon {o] 3((:)(7) funds




A Model Rule for States (con’t)

e

NNASAA revrsed its model rule to cover an
— A,

exemption; for advisers to venture capital
funds

*NASAA agreed with commentators that
there are legitimate reasons to include some

= B)(c)(1) € eﬁﬁﬁilons mclumgg,nee'd%‘r-_
| * nation and

economic development at local level




A Model Rule for States (con’t)

e NASAA stoppedvshmt of mcludmg exemptlon for

~ 2l 3(c)(1) funds, however, based on concerns for
the level of investor protection provided by that
section. -

*NASAA agreed to exempt advisers to 3(c)(1)
-fm ds, but“nly If those funds are

ndrd adopted by the SEC.



A Model Rule for States (con’t)

— e e

5* OﬂSeptem efq%%ﬂlal the dollar amount
-=—[1‘ITEShU1ds-m-the AUM and Net Worth tests in SEC
rule 205-3’s definition of “qualified client”

Increased.

s A “gualified client” now requires:
illion, AUM (up from $750k)

ow excludes value of the primary residence



A Model Rule for States (con't)

- **NASAA haS‘JHS“H:Tegun dlscussmns on thls |

...=——'-—
propesed model rule

R

s»a vote of NASAA'’s full membership on the
model rule may happen as early as

gmb@r—or the beginniﬁﬁlﬁf 20,;;._4



Maine and Private Fund Advisers

% Maine requwes-adwsers o prlvate funds to be
- licensed as-investment advisers

*» There are limited situations where a reqguest for an. ..
exemption may be granted.

-ordersgrantlng exemptlons hay

e Imposed
adwse”._

the Administrator.



\y € v v
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(con’t)

NWﬁen the I\/Iodelﬂuie IS acted upon by NASAA .
-“‘-ﬂTe_OfﬁCE‘Uf‘SECUI‘I'[IeS will carefully review the
final language and determine whether and how
Maine should implement any part or all of the rule.

> Until then, If you are working with private funds
and have guestlons regardlng where you fall within







— Form ADV P’éfrﬁ

ﬁ—_--
= [tem 5 — Inconsistent with Part 2, contract and

websites (if applicable)

" [tem 6&7 — Answer from the Firm’s perspective, -
unless you are a sole prop.

= Part 1A, Iltem 8 - Inconsistent with Part 2, contract
nd websites (if applicable)

—
»



s -Foﬁrm ADV Part2 ——

= Be as thorough and detailed as possible. Review to
ensure all items have been adequately addressed.

= Must respond to each item and present the
iInformation in the proper order

= |f item Is not applicable, you must include the
heading and an explanation that the information Is
otiapplicable.

Changes



O ADV Parti—

..:—_"‘—f .
= [tem 5 — Indicate whether fees are negotiable.

= [tem 5 — All fees and expenses should be listed,
(trading commissions, out-of-pocket and mutual fund ..
expenses, maintenance fees)

= [tem 5 — List what the fee will be

‘-ltem 5~ State whether fees in arrears or advance.
| ) — sjieliein]e [ et ' I*...




Deﬂmenmes

_;.-- -':.—'_.__

Ff)Tr_n ADV Part2B

_E—_ . .
= Any |AR that formulates investment advice

for a client and has direct client contact; and
any IAR who has discretionary authority. over
a client’s assets, even if the AR has no direct
client contact must file a Part 2B

E
~ ——4




Deflmen(:les

:——'l.-'_ _—

= T‘rTFContract'mﬁst—disclose in substance:
— Service to be provided

= Term of contract

= Fees

= Formula for computing fee

= Amount of pre-paid refund

= Discretionary authority

——

change of membership within a reasonable time -



Deﬂmencnes

I —— — i

e ———

= The I'A shali‘ﬁot include any term 0 that binds
—_—
a client to waive compliance with any
provisions of our Act, Chapter 515, or any
other rule,

= or provide for compensation to the |A on the

whasisofiaishare of capital gains or cagltal
“appreciatieniefit Hﬁdm portion o

neclient’s funds.




Common Exam Deficiencies

S

——

e —

e

" = |naccurate, incomplete or inconsistent Form
e — ey
ADV Part 1 and Part 2
= |[ncomplete, iInaccurate or no client contracts
= Failing to maintain suitability. information

= Non-compliance with privacy requirements

Lo =
ery or

compliance procedures




Common Exam Defumenmes

= Non compllanceW|th advertlsmg rules —
.-=___'h

= Failing to maintain applicable books and
records

= Actual business practice and ADV.
description materially different in'scope

= t fee deduction / invoice deficiencies ..
= No advertising / complaint files' |




Common Website Deficiencies

C_T_Tfent not‘CﬁT’rS‘lSTeﬂt W|th Form ADV. Part
1 and 2

= Content not consistent with contract
= Social Media (advertising) .
= |A/BD — applicable discloesure

i




Resources

= Maine Office of Securities
— WWW.INvestors.maine.gov -

American Securities Administrators

.Nasaa.org



http://www.investors.maine.gov/
http://www.nasaa.org/

For more information, contact:

Maine Office of Securities
/6 Northern Avenue

s . Gardiner, ME, 04345 =‘
WWW.Investors.maine.gov

-y
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