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Introduction 

 Topics to be discussed in this presentation: 

 Strategic objectives of acquiring or establishing a broker-dealer 

 Importance of an Integration Action Plan and potential consequences of regulatory missteps 

 Designing an Integration Action Plan 

 Common regulation-driven integration challenges: 

 Considerations before acquiring a broker-dealer 

 Considerations around outsourcing, including to affiliates 

 Supervision 

 Systems considerations, including around aggregated reporting 

 Inter-affiliate transactions 
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Strategic Objectives and Likely Degree of Integration 
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Private equity firm 

 Hold as portfolio investment  

 Facilitate sales of sponsored funds 
 

 Capture investment banking fees 

Foreign banking institution 

 Use as an entry point to service U.S. 
investors 

 

 Use as an entry point for foreign 
customers seeking to invest in U.S. 
market 

Domestic banking institution 

 Acquire as part of a larger transaction 
(e.g., another bank) 

 

 Expand capabilities into the broker-
dealer space 

 

Other broker-dealers 

 Expand services, technology, or other 
capabilities 

 

 Expand market share (i.e., client base) 
for comparable services 

 

Acquiring Group Strategic Objectives Likely Degree of Integration 

High Medium Low 



Examples of Transactions 

Acquiring Group 

Private Equity Firm 
(Portfolio Investment) 

Banking Institution 

Broker-Dealer 

Example 
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Consequences of Regulatory Missteps   

 Broker-dealers are subject to a plethora of regulatory requirements, some that require 
coordination with affiliates to achieve compliance.  Regulatory missteps during integration 
can lead to various negative outcomes.   
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Fines 

Reputational 
Damage 

Hostile 
Examinations 

Private 
Litigation 

Criminal 
Penalties 

Restrictions 
on Business 

Activities 

Remediation 
Exercises 

Potential 
Consequences 
of Regulatory 

Missteps 



 As a result of Bank of America Corporation’s acquisition of 
Merrill Lynch in 2009, many individuals became associated 
with Merrill Lynch in an unregistered capacity.  

 FINRA alleged that Merrill Lynch failed to create a system to 
properly identify these individuals, resulting in various 
regulatory violations. 

Potential Integration Issues 
EXAMPLE 1: FINRA ENFORCEMENT ACTION AGAINST MERRILL LYNCH 
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Background 

Violations 

Sanctions imposed: 
Fine in the amount of  
$1,250,000 
and remediation 

 Failure to identify non-registered associated persons who 
required fingerprinting 

 Failure to adequately screen 4,500 non-registered associated 
persons to ensure they were not subject to a statutory 
disqualification  

 Supervisory failures 



 Deutsche Bank acquired two broker-dealers in 1997 and 
1998 as part of larger transactions.    

 Inconsistencies in systems and software for reporting 
short positions across affiliated entities were not 
adequately addressed during the integration process, 
resulting in various regulatory violations.   

Potential Integration Issues 
EXAMPLE 2: NYSE ENFORCEMENT ACTION AGAINST DB SECURITIES 
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Violations 

Sanctions imposed: 
Fine in the amount of  
$725,000 
and remediation 

 Failure to accurately report short interest positions  
 Failure to establish proper supervisory responsibilities and 

reporting lines  

Background 



 Following JPM Securities’ merger with Bear Stearns, the 
technology systems of both firms were not fully integrated.  

 Many trades were reported by multiple systems, which 
caused advertised trade volume figures to be inflated and 
misleading. 

Potential Integration Issues 
EXAMPLE 3: FINRA ENFORCEMENT ACTION AGAINST JPM SECURITIES 
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Violations 

Sanctions imposed: 
Fine in the amount of  
$50,000 

 Published trade volumes reports on transactions that were not 
bona fide purchases or sales of securities 

 Charged with failure to observe high standards of commercial 
honor and just and equitable principles of trade 

Background 



 Design workstreams with representatives from business, 
operations, IT, Legal, Compliance and any others 
responsible for establishing the requisite processes, 
systems and infrastructure of the broker-dealer to comply 
with requirements. 

Practical Tip: Workstreams should be formed as early as possible. 

Processes,  
systems and  
infrastructure 

How to Avoid Pitfalls When Integrating a Broker-Dealer 
DESIGNING AN INTEGRATION ACTION PLAN 

 Key regulatory components of an integration action plan:  

 Define the chosen post-acquisition business strategy and 
target operating model. 

 Identify regulatory issues and delegate them to separate 
workstreams. 

Business strategy  
and operating  

model 

 Establish governance and organizational structures to 
support the strategic goals of the acquisition. 

Governance and  
Organizational  

Structure 
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How to Avoid Pitfalls When Integrating a Broker-Dealer 
KEY CONSIDERATIONS 

 Each implementation ‘Initiative’ should be detailed with tasks, timing and resources, as well as risks 
and dependencies 

Roadmap and 
Timeline 

Development 

 Clear accountabilities should be set for execution, review and approval of each initiative and task Setting 
Accountabilities 

 The change management process must to be strategically designed: 
 Committees should be clearly defined and centrally coordinated by a Program Management 

Office (PMO) 

Project and 
Change 

Management 

 Cultural integration is a core driver of the integration process as it is necessary to stabilize and 
accelerate the operational integration 

 Cultural attributes should be identified at an early stage to focus integration efforts on alignment 
Culture Alignment 

 Communication plan should focus on key stakeholder concerns and managing expectations 
 Communications should not only be directed internally but also externally, especially towards 

regulators from a compliance and legal perspective 
Communications 
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Considerations Before Acquiring a Broker-Dealer 
 

 Common regulatory issues and requirements that must be addressed before an acquisition 
of a broker-dealer can be completed: 
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FINRA prior notice, and, ultimately, approval is required 
for most transactions. 

 

Need to create a detailed systems migration plan. 

Regulatory Approval 

Systems and Technology 

 

Assess impact of acquisition and acquisition-related 
changes on financial and operational status, including the 
broker-dealer’s net capital 

Financial and Operational Impact 

 

If the transaction involves migrating customer accounts 
to another broker-dealer, consider how to effect customer 
account transfers and provide required disclosures. 

Customer Account Transfer 

 

Regulatory filings and fingerprint cards must be 
submitted to transfer a broker-dealer’s registered 
representatives and principals.  

Transfer Representatives 

 

Review processes for retaining and retrieving required 
books and records.  

Books and Records Retention 

 Consider incorporating integration considerations into pre-acquisition due diligence plan. 



Considerations Before Acquiring a Broker-Dealer 
RESTRICTED PERSONS CANNOT PARTICIPATE IN IPOS 

 FINRA Rule 5130 prohibits the sale 
of IPO shares by a broker-dealer to 
any account in which “restricted 
persons” have a beneficial interest 
of 10% or moer, unless an 
exemption applies.    

 This could limit the ability of a 
broker-dealer’s new parent and 
affiliates to buy IPO shares unless 
an exemption applies.   
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“Restricted 
Person” 

Owners of 
Broker-Dealers 

Officer, director, 
general partner, 

associated 
person or 

employee of a 
broker-dealer 

Other Broker-
Dealers 

Portfolio 
Managers 

Finders and 
Fiduciaries 



Considerations Before Acquiring a Broker-Dealer 
LIABILITY OF CONTROLLING PERSONS 

 Broker-dealer rules do not apply directly to 
a parent or affiliates, but they can impact 
them. 

 If the broker-dealer violates the Securities 
Exchange Act, then its controlling persons 
will be jointly and severally liable, unless 
certain conditions are met. 

 SEC may also sanction persons who “aid 
and abet” or “cause” securities law 
violations by a broker-dealer. 

 The broker-dealer’s new parent and any 
other entities in its chain of ownership 
should consider how to mitigate potential 
“control person liability.” 
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Broker Dealer 

Top-Tier Parent Co. 

Intermediate 
Holding Company 

Controlling Persons 

Directors and Senior 
Officers 



 

 Activities that do not support a specific 
broker-dealer function or regulatory 
obligation 

 For example, utility services, printing and 
photocopying services, or food vendor 
services 

 

 Broker-dealer support functions, such as 
email review, record storage 

 Service providers must be properly 
supervised 

 Core functions like order taking 

 Specified operational roles 

 Supervision 

Considerations Around Use of Service Providers, Including Affiliates 
REGISTRATION ISSUES 

 The broker-dealer should review and structure “outsourcing” arrangements, including use of 
centralized corporate functions, such as human resources, finance and technology, to avoid 
broker-dealer registration issues for the service provider. 
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Can Be Outsourced  
Under Supervision Cannot be Outsourced 

Can Be Outsourced  
Without Supervision 

Reminder: Outsourcing arrangements should 
give the broker-dealer an ability to conduct due 
diligence, ongoing monitoring and supervision, 
and capability to maintain books and records 

Services 



Considerations Around Use of Service Providers, Including Affiliates 
EXAMPLE: PAYROLL PROCESSING SERVICES 
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Fees may not be based on a percentage of employees’ 
payroll or on brokerage commissions. 

No discretion concerning the amount of the salary, 
commission or bonus payments 

Broker-dealer must have discretion and control over the daily 
professional activities of all of their employees 

1 

2 

3 

Conditions 
for No 
Action 
Relief 

 A broker-dealer is permitted to outsource the provision of payroll processing services and 
employee benefit services. 

 According to a series of SEC staff no-action letters, outsourcing arrangements that do not 
follow the conditions below can trigger broker-dealer registration issues. 



Supervision of Dual-Hatted Personnel 

 Associated persons of a broker-dealer must be properly screened, licensed and supervised.  
These requirements apply to dual-hatted personnel whose functions must be conducted by 
associated persons of a broker-dealer. 

 Pre-employment vetting, fingerprinting; ongoing review and supervision; monitoring the 
outside business activities, private securities transactions and personal trading of its 
associated persons. 
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All persons engaged in the 
investment banking or 
securities business of a 
broker-dealer and who are to 
function as representatives or 
principals must be registered 
with FINRA and appropriately 
licensed. 

Practical Tip: Anyone with regular access to the keeping, handling or 
processing of securities, money or original books and records relating to 
securities or money must be fingerprinted. 

 Job responsibilities and reporting lines should be clearly 
delineated and reviewed periodically, including for any dual-
hatted personnel. 

 Policies and procedures should be implemented, including a 
system of supervisory controls. 



Systems Capabilities 

 A broker-dealer must implement systems to gather necessary 
information from its parent and/or certain of its affiliates: 

 Disclosure of potential conflicts to customers, including 
those that arise due to the business of affiliates; 

 Reporting obligations triggered by events affecting or 
involving the broker-dealer and its affiliates; 

 Reporting requirements on significant positions for certain 
financial instruments; 

 These requirements sometimes apply to affiliated 
groups on an aggregate basis; and 

 Affiliate transaction issues. 

 Incorporating the new entity into systems for tracking and 
reporting is a central integration task. 
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 Volcker Rule “backstop provisions” for 
bank holding companies 
 FINRA research rules 
Municipal advisor rules 

 Form BD update requirements 
 Statutory disqualification issues 
 Large trader registration and reporting 

 23A/23B issues 
 Investment Advisers Act limits on 

principal transactions or agency cross 
trading with their advisory clients 
 Net capital 

 Aggregation of interests in a class of 
registered equity securities of an issuer 
 Option position limits 
 U.S. Treasury auction bid limits 

Examples 



Systems Capabilities 
AGGREGATED INFORMATION ON ENTIRE AFFILIATE GROUP AND OTHER REPORTING EVENTS 
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 Advance involvement of the broker-dealer’s and central corporate’s legal and compliance 
teams is critical for compliance. 

 A broker-dealer or its associated person could 
become statutorily disqualified as a result of 
disciplinary, criminal or other adverse actions 

 

 The broker-dealer must amend the form BD 
promptly if the broker-dealer has new parents or 
affiliates, if it has experienced a change in control 
or if a “control affiliate” becomes subject to 
disciplinary, criminal or other adverse actions. 

Form BD Updates 

Statutory Disqualification Reminder: If the broker-dealer or 
an associated person is statutorily 
disqualified, the broker-dealer must 
apply to FINRA for continued 
membership or continued 
association with the associated 
person.  
Certain disciplinary events may 
require the firm to seek waivers 
from the SEC or other regulators. 

Practical Tip: The broker-dealer 
should develop systems for 
centralized information gathering, 
and implement policies and 
procedures, including to conduct 
review of its new affiliates and 
associated persons for disclosable 
events. 

 
 The broker-dealer must promptly report certain 

adverse actions against the broker-dealer or its 
associated persons, including if they are involved in 
securities transactions with anyone that is 
statutorily disqualified. 

Reporting Events 

Regulatory Reporting 

 A broker-dealer has 
various reporting 
obligations that may be 
triggered by events 
affecting or involving its 
affiliated entities. 

 Some regimes (e.g., large 
trader registration) require 
reporting of the affiliation 
with new regulated entities. 



Structuring Inter-Affiliate Transactions 
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 Under SEC net capital rules, inter-affiliate transactions can have significant consequences. Inter-affiliate 
transactions should thus be reviewed and structured so as to mitigate or avoid unfavorable outcomes.  

The U.S. Swap Dealer becomes subject to an insolvency 
proceeding (direct default). 

Borrower 

Lender Broker-dealer 

Guarantees 1 

Lender requests that the borrower’s obligations be 
guaranteed by all affiliates, including the broker-dealer. 
The broker-dealer must consolidate the guaranteed entity. 

Capital Withdrawals 2 

Certain transactions between a broker-dealer and its 
affiliates will be considered a capital withdrawal. 

Practical Tip: Broker-dealer’s control functions should pre-approve 
guarantees by the broker-dealer of the affiliates’ obligations. 

Notice to FINRA  
may be required 

Credit 
Agreement 

General 
Guarantee Affiliate Broker-dealer 

Unsecured 
Loan 

Top-Tier Parent 
Company 

Will count as capital withdrawal  
for purposes of the net capital rule 
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