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Some advisors rely on the custodial broker’s new account form.  However, the custodians may not need to know all the details that you do, and their forms may not be sufficient for your needs.  It is a good idea to create your own one-page data gathering form to ensure consistency and quality of the information you gather, especially if you utilize various custodians or funds.

You want a form that can capture critical data on both spouses (employment, citizenship, social security number, and birth date).  In addition to name, address and phone, are you gathering: ages/sex of dependents, affiliation to financial services companies (if any), status as insider of publicly traded company (if applicable), investment objectives, risk tolerance, income, tax bracket, and net worth, among other financial data?  The client should also certify to you that the information is true, complete, and correct.

Along with the new account form, you may need to deliver certain disclosures or notices at account opening.  One such form is your Form ADV Part II – soon to be Form ADV Part 2 (full disclosure brochure).  Another is the Privacy Notice.  Persons affiliated with broker/dealers may have a number of other forms required under FINRA rules.

Investment Policy Statement
As an advisor, you have an investment philosophy.  It may be “buy and hold,” quarterly asset reallocation, aggressive market timing, or other methodology.  Your Form ADV provides the client with full disclosure about you, your services, and fees.  Despite your best professional advice, you are still obligated to manage your clients portfolios based on their individual needs.

Securities law does not require (or even make reference to) an Investment Policy Statement (“IPS”).  However, as a fiduciary, an advisor must invest in the best interest of its clients.  Each client’s account must be managed on the basis of the client’s financial situation and investment objectives, and in accordance with any reasonable restrictions imposed by the client on the management of the account.

A classic new account form may only contain basic suitability information.  Advisors are finding a need to capture more detail and establish a more formal process when working with clients.

An IPS got its start from the Employee Retirement Income Security Act of 1974 (“ERISA”).  Retirement Plan Trust documents often mandated that an IPS be drafted.  The non-retirement market is now focusing on the importance of having an IPS.

The purpose of an IPS is to allow your clients to state expectations and limitation on the management of their portfolio.  An IPS specifies how the client’s investment portfolio will be funded.

· The IPS is the result of the advisor and client working together to establish criteria for selecting investments and measuring performance.

· It is the client’s way of documenting what has been communicated to the advisor.

· It is a document the advisor should refer to whenever making changes in client portfolios.  Even when the advisor uses model portfolios, investment trading may need to be tweaked to comply with the client’s IPS.

· It serves as compliance documentation for the regulators to show that the advisor is managing the portfolio based on the individual needs of each client.

· When each party understand and agree to the IPS, then the client(s) and the advisor will sign.

Avoid technical jargon.  Avoid the temptation to talk about your management style and philosophy.  The IPS is about the client.  Keep the IPS simple to read from the client’s perspective.

Do not confuse the IPS with the Advisory Agreement.  When creating an IPS, one runs the risk of using language that is more appropriate for the terms of the Agreement.  Keep each document on target as to its purpose.  The focus of the IPS is only on investment policy as implied by the name.  A policy statement is not an Agreement.  The terms of an Agreement cannot be broken.  A policy is a plan, approach, course, or method.  Try to avoid overlapping to the Agreement to any extent possible.

You do not need to start from scratch in drafting your new account form and IPS.  The Consortium provides templates that are easy to customize to meet your needs.  For more details go to the Online Store.

Nancy Lininger is Founder/Consultant of The Consortium® in Camarillo, CA. (www.liftburden.com)  The Consortium is a compliance, practice management, and marketing consulting firm for RIAs and BDs.  Nancy is author of “Go To CEO! How to Start Your Independent Investment Advisory Firm” and publishes the monthly CompliancE-News.  
