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Do you plan on leaving the fold of your broker/dealer or from under the wings of someone else’s investment advisory firm to your own RIA?  From a compliance perspective, there can be dire consequences if you take one step before the proper step.

Your very first step is to develop your marketing and business plan.  Is the investment advisory business going to be a viable enterprise?  Make sure you plan well in advance of making a move — 6 months or a year is ideal.  (Although some advisors have made very quick moves in adverse conditions.)  Get your regulatory ducks in a row before you jump into the water.

If you will be leaving the nest of an existing RIA, leaving the broker/dealer commission side of the business to go fee-only, or leaving any job to go independent in financial services, you want to have your timing precise.  The assumption is that your old firm does not know you will be starting a new firm and that you want to be in control of when you give notice.

If you leave the old company before your new firm is established, you suffer loss of income.

If you start soliciting business and engaging in an outside business activity while still employed by another financial services firm, you could be in contravention of your firm’s policies and/or securities laws.  This may result in legal disciplinary actions and legal fines.

If you work for an independent broker/dealer, and they approve your outside business activity as an independent RIA, then you will have more flexibility to make the transition.  You will not be leaving one firm; you will not be operating in secrecy, you can continue with business as usual until your new firm is established.

If you are already self-employed or between careers, the tendency is to find a client or two first, and then decide to get into the business and get registered.  Warning!  Securities laws require registration before solicitation or business activation.  Some states require that you submit an affidavit of no prior activity when you submit your application.  You don’t want to be caught lying under oath, but a truthful response could cause disciplinary action and/or a denial of your registration before you even enter the business.

Privacy Rules (under Regulation S-P) have created a Catch-22 for making a smooth transition from one firm to another.  Although the independent contractor nature of a portion of the financial services industry has many industry participants believing that the client belongs to the individual financial advisor (or registered rep), for purposes of Regulation S-P, the regulators are of the staunch belief that the client belongs to the firm. 

Therefore, when a financial advisor changes firms (transfers to a new broker/dealer or RIA), the advisor and the new firm can find that they may have inadvertently violated Regulation S-P by sharing non-public personal information for account transfer purposes, if done so prior to obtaining client consent for the transfer.

The assumption of this article is that you will be starting your own firm, and therefore not sharing the private information with anyone other than yourself.  But you are still cautioned about sharing this information with your partners or staff before obtaining customer consent.  And the carrying of the information with you to the new firm needs client consent.

Another concern is taking old client data under any non-compete or confidentiality agreements with your old firm.

Here are some steps to smooth out your transition:
· Have business cards, letterhead, and PR brochure (and your Announcement Letter described below) ready to go for Day 1. But do not hand these out before your registration is approved and before resigning from your old firm.

· Resign from your old firm. 

· Do it in writing and do it professionally.  Just a short letter stating your resignation and thanking the firm for the opportunity to work with them.

· Tickler your calendar to follow up with the firm to get a copy of your Form U5 (termination notice).  You have a right to get your personal copy (and confirm the reason the firm wrote for your termination).

· Consider resigning late on Friday to give you the opportunity to mail your Announcement Letter and call your clients before the old firm has a chance to contact your clients. 

· Send a letter to clients on Day 1 announcing your new business venture. This Announcement Letter should express how you will be able to better serve your clients with your new structure. It will also contain your Form ADV II full disclosure document and the Advisory Agreement for clients to sign.

· While the Announcement Letter is in the mail, start calling all your clients so that they hear the good news from you before they get your letter. Invite them to your office to answer any questions they may have about the change and to complete the new account paperwork.

· Send a press release to your local newspaper and to your association/networking publications.  Include your photo with the press release.

· Follow up with clients timely to get them to mail back new account forms and the Agreement, or to visit your office to take care of the paperwork.  You will not be able to manage their portfolio until the paperwork is in place. 
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