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Important Disclosures

Please carefully review the following disclosures and limitations of this course.

Although the sponsor of this course, RIA Compliance Consultants, Inc. (“Sponsor”), is an affiliate
of a law firm and Sponsor may have an individual on its staff that is also licensed as an attorney
providing legal services in a completely separate capacity, Sponsor is not a law firm and does
not provide legal services or legal advice. A consulting relationship with Sponsor does not
provide the same protections as an attorney-client relationship.

This course is offered for educational purposes only and should not be considered an
engagement with Instructor or Sponsor. This presentation should not be considered a
comprehensive review or analysis of the topics discussed today. These educational materials are
not a substitute for consulting with an attorney or compliance consultant in a one-on-one
context whereby all the facts of your situation can be considered in their entirety.

Key Point: Taking this educational course does not create an attorney-client relationship or a compliance
consulting relationship between you and your Instructor or the program Sponsor. If you have questions
about your particular circumstances, we encourage you to discuss them with your compliance

professional and/or your attorney.




Please Read Our Fine Print

Instructor and Sponsor make all reasonable efforts to ensure the educational material is current and
accurate at the time of presentation. Instructor and Sponsor are not be under an obligation to advise
you of any regulatory developments or subsequent changes to educational material presented in this
IAR CE course.

Information provided during this course is provided "as is" without warranty of any kind, either express or
implied, including, without limitation, warranties and merchantability, fitness for a particular purpose, or
non-infringement. Instructor and Sponsor assume no liability or responsibility for any errors or omissions in
the content of the presentation.

There is no guarantee or promise that concepts, opinions and/or recommendations discussed will be
favorably received by any particular court, arbitration panel or securities regulator or result in a certain
outcome.

Key Point: Laws and regulations change over time, and it is impossible to predict how a court, arbitration
panel, or securities regulator will act in the future. After taking this course, you should be alert for future

requlatory developments.




Keep in Mind...

Communication with Instructor is not protected from discovery by third-parties during litigation or
regulatory proceedings. Please keep questions during this course in a hypothetical form.

Reviewing the slides and/or attending this course does not create a consulting engagement
with RIA Compliance Consultants, Inc. A consulting relationship can be established only after the
following two events have been completed: (1) our thorough review with you of all the relevant
facts pertaining to a potential engagement; and (2) the execution of a written engagement
and fee agreement and our advance receipt of any retainer required under such an
agreement. The slides and/or course should not be regarded as a complete analysis of the
subjects discussed. The information on these slides and in the course should not be relied upon
as a substitute for one-on-one compliance advice. Often times, a party needs professional
advice that applies to his or her specific situation. Your investment adviser firm should retain a
compliance professional and/or attorney to provide you with specific guidance regarding your
firm’s situation.

Key Point: Do not disclose confidential or proprietary information during this course. If you have questions
about your particular circumstances, we encourage you to discuss them with your compliance

professional and/or your attorney.




Jurisdictions Requiring IAR CE

Already Effective As Of 1/1/24:
AR; CA; CO; DC; FL; HI; KY; MD; MI; MS;

NV; ND; OK; OR; SC; TN; VT; & WI. ‘
Effective On 1/1/25:
Minnesota; Nebraska; New Jersey;
Rhode Island and U.S. Virgin Islands
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NASAA
Disclosure

NASAA does not endorse
any particular provider of
investment adviser

representative continuing

education courses. The
content of this course and
any views expressed are
our own and do not
necessarily reflect the
views of NASAA or any of
its member jurisdictions.




Course

Requirements

Login - You must be logged in during the presentation
under your email address.

View Entire Presentation — You are required to watch the
entire live presentation the course.

Attendance Codes - As you watch the presentation, you
will receive two attendance codes, each containing three
alphanumeric characters. Save these codes. You will need
to enter the full six-character attendance code prior to
accessing the final quiz.

Login — You will need to login into )
htips://www.CE4Advisers.com and select/purchase this
course.

IAR Acknowledgement - Sign the IAR CE
Acknowledgement & Attestation.

Final Quiz - You must complete each lesson and r
score of 70% on the final quiz to receive IAR CE cr.
(assuming the course has been approved by NA


https://www.ce4advisers.com/

If you have questions about the content of
this course or need technical help, please
contact us via the email address below:

Content

Questions &
Tec h N iCCI | He | p ContEd@ria-compliance-consultants.com



mailto:ContEd@ria-compliance-consultants.com

Bryan Hill, President
RIA Compliance Consultants, Inc.

Bryan has over 30 years of
experience working with
investment advisers, broker-
dealers and investors as a
compliance consultant, attorney
and executive.

bhill@ria-compliance-consultants.com
877-345-4034 x 101



mailto:bhill@ria-compliance-consultants.com

Jarrod James

Senior Vice President of RIA Compliance
Consultants, Inc.

Investment Adviser Certified Compliance
Professional®

Masters of Arts in Management

Jjames@ria-compliance-consultants.com

877-345-4034 x 103




Course
Overview

> Team of Professionals
> Key Laws & Rules

> Types of Transactions

> Due Diligence

> Questions & Answers




Resources

» Section 205 of the Investment Advisers Act of 1940
https://www.law.cornell.edu/uscode/text/15/80b-5

» SEC No-Action Letter: Jennison Assoc. Cap. Corp., 1985 WL 55687
(12/02/1985)

» SEC Enforcement Action: SEC v. Jared D. Eakes et al., Jury Demand

https://www.sec.gov/litigation/complaints/2022/comp25533 .pdf



https://www.law.cornell.edu/uscode/text/15/80b-5
https://www.sec.gov/litigation/complaints/2022/comp25533.pdf

Limitations

This Presentation Is Limited To A Sampling of Compliance Issues

There Are Numerous Compliance, Due Diligence, Legal, Accounting and Valuation
Issues Not Discussed In This Presentation

This Presentation Is Educational and Should Not Be Considered Advice

This Presentation Is Not Substitute From Getting Assistance and Specific Advice From
Professionals Such Lawyer, Accountant, Valuation Expert and Compliance Professional




Each Party Should Retain

Own Team Of Professionals
Experienced In Acquisitions
Need To :
. Of Investment Advisers:
Work With

Team Of
Professionals

e Investment Banker/M&A Consultant
e Business Acquisition Attorney
e Certified Public Accountant

e Appraiser/Business Valuation
Consultant

e Compliance Professional




Licensing & Registration

» Confirm The Professional Is Properly Licensed And Registered.

Conflicts of Interest & Compensation Structures

* Determine Who Is Paying.
D U e * Examine How Compensation May Influence Advice:

* B8 Retainer-based: May Reduce Pressure To Close Quickly But Could
Weaken Incentive To Drive Toward A Result.

D I | I g e n C e e * & Success/Sales-based: Intermediary May Push For Any Closeable Deal
Rather Than Best Deal.

Nl
B O n ke r/M &A * Ask How Potential Buyers Are |dentified.

* Request Expected Number Of Inquiries.

C |-I- -|- » Understand Whether Process Will Include Broad Market Outreach Or Be
O n S U O n Limited To Known Closeable Buyers.

Review Engagement Terms Carefully

* Request Clear Explanation Of Entire Process, From Valuation To Outreach
To Deal Close.

* Review All Documents & Proposals Thoroughly.
* Engage Legal Counsel To Review Engagement Agreement Before Signing.




Involvement

of CCO

Engage Chief Compliance Officer At Earliest
Stages Of Due Diligence — Not After Terms
Are Finalized. CCO Is Essential To

ldentify Compliance Risks,
Evaluate Disclosure Requirements,

Coordinate Client Communication
Strategies, And

Ensure A Smooth Regulatory Transition.




Fiduciary

Duty

Under Federal And State Laws, An Investment
Adviser Must Disclose/Mitigate Conflicts Of Interest &
Act In A Client’'s Best Interest

No Carve Out When Selling Client List,
Recommending Another Investment Adviser Firm Or
Changing Ownership/Confrol

Must Notify Clients About Any Material Changes In
Their Advisory Relationship Including Change Of
Majority Ownership Or Control

Transition Should Be Planned To Minimize Disruptions
To Clients & Ensure Clients Confinue To Receive The
Same Level Of Care During The Transition Period




Privacy

GLBA - Requires Advisers To Safeguard Non-public Personal Information (NPI) Even During A Sale Or
Transfer.

Does Privacy Policy Permit Sharing Client Datae

Enter Info Confidentiality Agreement

Should Partially Redact NPI of Clients

Use Secure Data Room

Post Transaction: Ensure NPI of Clients Destroyed or Returned




SEC Anti-Assignment Rule

Section 205(a)(2) of Investment Advisers Act Prohibits Assignment
Without Consent of Client

Definition of Assignment:

SEC Broadly Defines "Assignment” To Include Any Transfer Of The
Advisory Contract Or Transfer Of A Conftrolling Block Of The
Adviser’s Voting Stock; And

A Transfer Of Stock Or Conftrol, Directly Or Indirectly, Can Be
Considered An Assignment If Results In A Change Of Control Of
The Adviser.

If Term “Written Consent” Or Something Similar Is Used In Agreement,
Cannot Use No-Response Letter.

Obtaining Consent (If “Written” Is Not Required by Agreement):
Affirm In Writing;

No Response Letter: Must Send 15t Letter 60 Days Before Closing
and Then Send 2nd Letter Immediately After Closing Providing
Additional 45 Days To Cancel Without Any Fees Due For Period
After Closing; or

Sign New Agreement with New Owner.




Some States Require Adviser To Nofify
Client Of Any Change In Partners Or LLC
Members Within A Reasonable Time After
Such Change.

State Firms
Navigating

Assignment

Recommend Contacting State Securities
Regulator For Guidance.




Types of
Transactions
&

Compliance

Implications

Asset Purchase (Client List Only):

e Buyer Acquires Specific Assets (Client List &
Good Will) & Excludes Liabilities.

e Practice Tip: Buyer Should Avoid Taking
Seller’s Trade Name — Risk of Successor
Liability Due to Apparent Continuity

e Either (1) Existing Advisory Agreements Are
Assigned To Buyer or (2) New Advisory

Agreements with Buyer Are Executed By
Clients

e If Advisory Agreements Are To Be Assigned,
Must Obtain Client Consent

e Tax Planning Consideration: Goodwill Treated
As Capital Gain & Services Subject To

Restrictive Covenant Treated As Ordinary
Income



Types of
Transactions
&
Compliance
Issues (Cont.)

Equity Purchase (Entire Advisory
Entity):

When Purchasing Entire Entity, Buyer
Assumes Responsibility For Client
Contracts, Liabillities, And Existing
Compliance Programs.

e Requires Extensive Due Diligence of All Aspects
of Business — Not Practical For Small Firms

e Requires Client Consent
e Requires ADV Filing




Types of
Transactions
&

Compliance
Issues (Cont.)

Mergers and Consolidations:

Merger Could Trigger Assignment & Require Client Consent
If

* Person Who Had Control Of Adviser Prior To Merger Does Not Have Control
Of Surviving Entity;

* Person Who Did Not Have Control Of Adviser Prior To Merger Gains Control
Of Surviving Entity; Or

» Adviser Is Merged Out Of Existence As A Result Of Transaction.

May Require Filing of Succession By by Application
Depending Upon Situation.

Combining Compliance Programs of Both Firms Including
Merging Written Supervisory Procedures, Codes Of Ethics,
And Internal Audits To Ensure Regulatory Compliance.



Due Diligence — Critical for Both Parfies

Allows Buyer To Enables Seller To
Verity The Value Evaluate Risks Of
And Risk Profile Of Buyer And Minimize
The Business Being Post-closing

Acquired Disputes




PiLEe
Diligence:

Character
& Culture Fit

Character & Integrity

* Assess Whether Personal And Professional Values Of The Buyer And
Seller Align—especially Around Fiduciary Duty, Ethics & Transparency.

Cultural Alignment

* Explore What Motivates Each Party’s Relationships With Clients, Team
Members & Business Partners. Are Their Service Philosophies And

Leadership Styles Compatible?

* Evaluate What Each Party Is Striving To Accomplish With The Firm Post-
fransaction. Does The Buyer Aim To Grow Aggressively2 Does The Seller
Prefer Stabilitye

== Passion For The Business

* Understand What The Seller Loves Most About Being An Adviser And
Whether That Passion Can Still Be Expressed Or Honored Under New
Ownership.

Leadership & Control Expectations

e Clarify How Much Control Or Influence The Seller Wants Post-closing—
full Exit, Advisory Role, Or Co-leadership—and Whether Buyer Supports
This Vision.




Creditworthy
Considerations

1.  Credit Report & Payment History: Run a credit check to identify
delinquencies, defaults, or negative credit events that could
indicate financial instability.

2. Debt Load & Financial Ratios: Evaluate debt-to-income and
other financial ratios to assess whether the buyer or seller is
overleveraged or at risk of default.

3. Income & Asset Verification: Review balance sheets, income
statements, and prior W-2s/1099s/tax returns. Confirm revenue
through third-party sources (e.g., custodial fee reports).

4.  Bankruptcy & Creditor Issues: Investigate prior bankruptcies,
creditor settlements, and other financial compromises that may
affect creditworthiness or legal standing.

5.  Existing Liens & Encumbrances: Search for UCC liens or other
encumbrances on key assets (e.g., client lists, goodwill, trade
names).




Background Check Of Key Parties

10 years in all counties where the individuol has lived or worked—beyond what's listed in the
IAPD report.

name, address, affiliated business entities, and any tfrade names to uncover reputational
concerns or undisclosed activities.

registrations, name usage, and potential unreported or conflicting entities.

etermine whether the background check reveals arrests, civi
litigation, or regulatory actions that could impact credibility, client trust, or deal viability.




Licensing & Registration

Verify Current Licenses And Registrations: Confirm That Buyer And Seller Are Properly
Registered With SEC Or Appropriate State Securities Regulators As Investment Advisers Or
Investment Adviser Representatives.

Assess State-specific Requirements: Licensing Standards And Definitions Of "Investment
Adviser Representative" Vary By State—Do Not Assume SEC Registration Exempts You From
State Requirements For Individuals Involved.

Review Impact Of Contingent Purchase Price Structures: If Any Portion Of The Seller’s
Compensation Is Contingent On Future Advisory Fees, This May Trigger Post-closing Licensing
Obligations For The Seller Under Certain State Laws.

Consult State Regulators On Grey Areas: Where Payments Resemble Ongoing Revenue
Sharing, Or Where The Seller Stays Involved With Clients Post-closing, Confirm With State
Regulators Whether A License Or Registration Is Required.

Document Licensing Compliance: Maintain Written Evidence To Support Your Firm’s Position
On Whether Licensing Was Required And How It Was Addressed.



Regulatory Due Diligence

» Review Last Regulatory Examination Findings &
Corrective Actions For Last 6 Years

» Review Any Regulatory Orders & Inquiries For Last 6
Years

» Review Any Disciplinary “Yes” Answers on Form ADV
& Form U4 of Current Reps

» Review Annual Compliance Review Report & Any
Internal Audits For Last 6 Years



» List of Customer Complaints During Past
6 Years and Copies of Each Letter of

Due Di|igence; Complaint and Response

» List of All Lawsuits or Arbitrations Filed
CUSTOI’T]?I’ Against Firm and/or Rep During Past 6
Complom’rs & Years, Copy of Pleadings and

Description of Current Status

Litigation

» Copy of Current Errors and Omissions
Professional Liability Insurance Policy




New Conflicts Introduced By Buyer: Doe-er
Have Conflicts Seller’s Clients Have Not
Previously Faced?

Effect On Client Retention: Could Buyer’s
Business Model Jeopardize Client Trust Or

|mpOCT Of Retention?

COﬂﬂiCTS Of Seller’'s Role Post-Closing: Will Seller Accept
Working Within A Model That Includes These

INnterest on Conflicts2

Retention Retention Of Key Staff: Will Seller's Team Be

Comfortable With Buyer's Compensation,
Product Mix, Or Affiliationse

Disclosure And Mitigation Strategy: How Will
New Conflicts Be Disclosed And Managed To
Preserve Client Confidence?¢




Verify Accuracy Of Client List: Confirm That All Listed Clients Are Active,
Paying Clients With Supporting Documentation (Agreements, Custodian
Reports, Fee Records).

° . i Obtain Third-Party Validation Of AUM And Fees: Require Independent
C | | e n'l' I_|S'I' Reports (From Custodian Or Admin Firm) Verifying Assets Under
2 Advisement And Advisory Fees Over The Past 12 Months.

Verification

And Risk
Review

Exclude High-Risk Or Undesirable Clients: Consider Excluding Clients
With Poor-Performing Accounts, Complex Needs No Longer Serviced, Or
Where Transition Risk Is Too High.




Ensure That Buyer Has A
Robust Succession Plan In
Place, Particularly For Adviser

D U e & Key Personnel.
Diligence:

Succession
P | O n n i n g Explore Whether To Require

Buyer To Pay Any Remaining

Amount Owed on Earn Out

Before Selling Firm or Client
List




Post-Sale Client

Recommendations
And Fiduciary Duty

Recommendations Must Reflect Fiduciary Duty

» Any Encouragement To Use Buyer’s Or Third-Party
Adviser’s Services Must Be Consistent With Fiduciary
Obligations To Clients.

Conduct Thorough Due Diligence On Buyer Or Successor
Firm
» Seller Should Not Recommend A Firm Unless Due

Diligence Has Been Completed On The Background And
Capabilities Of That Firm.

> |f Adverse Information Is Discovered, It Must Be Disclosed
To Clients.

Disclose If Due Diligence Has Not Been Performed

> If Seller Has Not Conducted Extensive Due Diligence,
They Must Refrain From Recommending The Buyer’s
Services Or Clearly Disclose Lack Of Review.

Disclose Conflicts Related To Earn-Outs Or Retention-
Based Compensation

> |f The Seller Is Compensated Based On Client Retention,
Or Is Required To Encourage Client Transitions, This Must
Be Disclosed As A Conflict Of Interest.

Avoid Misleading Clients About Ongoing Involvement

> If Seller Is No Longer Involved In Investment Decisions Or
Reviews Post-Sale, Clients Must Be Promptly Informed To
Avoid Misrepresentation.



Questions

Please submit any question online or email with any
questions about the content of this course.

ContEd@ria-compliance-consultants.com



mailto:ContEd@ria-compliance-consultants.com

Thank You
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