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Introduction
In this day and age of increased regulatory scrutiny over the securities industry, including an unfortunately 
long line of major enforcement cases levied by the SEC and referred to the U.S. Department of Justice, 
proper registration of a firm’s associated persons may not be at the top of many compliance watch lists. 
However, although relatively non-technical and a required aspect of every compliance program, keeping 
track of rep-registration status at a large broker-dealer or dually-registered investment adviser can be both 
an arduous and tedious assignment – and therefore potentially under-appreciated and under-resourced.

Recent enforcement actions have confirmed that firms who fail to maintain appropriate rep-registrations 
at SEC, FINRA or state levels can face severe consequences, including paying fines and back-registration 
fees, returning commissions and/or advisory fees collected while acting unregistered, permanent 
disciplinary disclosures on Forms BD, ADV and U4, interruptions in providing service to clients, and even 
criminal liability. This seemingly low-profile, routine and innocuous area of compliance packs a serious 
punch if violations occur.
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SEC & State Registration Requirements
Broker-dealers and their representatives are required to register with FINRA if either (or both) meets 
the definition of “broker” or “dealer” under the Securities and Exchange Act of 1934. In addition to the 
federal registration requirement, states may also subject a broker-dealer and its representatives to 
registration in each state where the firm conducts its securities business. If a registration requirement 
is triggered for a representative, certain securities license examinations must be taken and passed (e.g. 
Series 7 and 63) and a Form U-4 must be filed with FINRA’s CRD system. Of particular note, continuing 
education requirements for each registered representative (“RR”) must be tracked (i.e. the Regulatory 
Element), and the states where each RR is required to be registered must rigorously be kept up-to-date; 
failure to do the first will result in suspended securities licenses, and failure to do either opens the door 
for potential unregistered activity and an increase in the firm’s risk profile in the eyes of FINRA.

For dually-registered firms under Section 203 of the Investment Advisers Act of 1940, investment 
adviser representatives (“IARs”) are regulated by the individual state securities divisions. While the IAR 
registration procedure for both SEC and state registered firms is identical, the method for determining 
if registration is required in the first place is different. Individuals representing SEC registered advisers 
must register with the state(s) in which they have a place of business if they meet the federal definition 
of “investment adviser representative,” which counts the numbers and types of clients a representative 
advises, but excludes certain high net worth clients from the count (SEC advisers must be careful, 
however, of states that require a representative to make a notice filing even when registration is not 
required). Associated persons of state-registered advisers must register with the state(s) in which they 
meet the state’s definition of “investment adviser representative.” Since the place of business of a 
representative or number of clients are not factors built into the states’ definitions of investment adviser 
representatives, individuals representing state registered advisers are often registered in multiple states. 
It is for these reasons that both SEC and state registered advisers must be vigilant in maintaining 
accurate client lists for each IAR that include the clients’ current state of residence and identifies each 
as a high net worth client or not. Again, failure to accurately track the states in which each IAR should 
be registered, or their particular qualification requirements (i.e. Series 7 & 63 or Series 65), may lead to 
illegal unregistered activities.
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Enforcement Actions
For large broker-dealers or dually-registered firms with significant numbers of RRs and/or IARs, it is a 
compliance imperative to diligently monitor (i) which associated persons of the firm are required to be 
registered, (ii) with which states, if any, and (iii) what on-going requirements must be satisfied to ensure the 
appropriate securities licenses remain in good standing. Recent enforcement actions show that failure to 
consistently follow strong registration policies and procedures typically results in substantial fines. In several 
of the cases noted below, the representatives were associated with dually-registered firms or affiliated 
broker-dealers and investment advisers. In addition to the monetary fines paid, firms involved in cases like 
these may be required to offer their clients trade rescissions, suffer from reputation damage, are subject to 
increased scrutiny in future regulatory exams and must pay significant legal fees.

State Case

Throughout 2013, after a multi-state investigation of possible unregistered activity of certain employees, a 
large broker-dealer entered into consent orders with various states and paid (or will pay) up to $2.8M in 
combined back-licensing fines to the states. The investigation surrounded the activity of certain employees 
that were hired as Client Associates (“CAs”) and assigned to the firm’s vast number of RRs. The activity of 
the CAs in question included accepting unsolicited orders from clients without benefit of registration (i.e., 
crossing the administrative/clerical line). This oversight in supervision and failure to properly register the 
CAs in the same states as their corresponding RRs spanned several years and was a violation of various 
states’ securities acts. Significantly, the multi-state task force orchestrating the investigation stated that 
certain states would continue investigations into similar misconduct by other firms. 

FINRA Case

In March of 2011, a New York-based FINRA Member Firm was officially censured, fined $40,000, and 
ordered to complete a comprehensive review of its compliance program within 60 days for failure to register 
certain RRs as General Securities Principals. During a five-year period from 2005 to 2010, the Member 
Firm allowed several RRs to function in a supervisory principal capacity without being properly registered as 
principals, one of which was the result of a lapsed securities license. FINRA specifically cited the firm’s lack 
of supervisory systems to track the registration status of the firm’s RRs. 

SEC Activity

In 2013, the SEC Division of Enforcement has begun to crack down on the unregistered broker-dealer 
activity of “Finders” in the capital-raising process of private fund advisers. Of particular note, the investment 
advisers involved in the underlying transactions are not excluded from culpability, each case citing the 
responsibility of the adviser’s compliance department to understand that the underlying transactions need 
to be placed through registered broker-dealers. In addition to the “Finder” cases, the SEC will often include 
a charge of unregistered broker-dealer activity within a larger enforcement action for fraud, which was 
evidenced in several high-profile cases in recent years.
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Technology Solutions
To avoid the scenarios outlined above, all broker-dealers and dually-registered firms, especially larger 
firms with more than 100 representatives, should continually verify that their RRs or IARs are properly 
registered, developing strong procedures for doing so into their compliance programs. The greater the 
volume of initial filings and amendments, the more likely the firm will benefit from a technology solution 
to adequately track the status and on-going registration requirements for its representatives. 

As of today, technology is currently on the market to assist compliance programs in this specific 
area, including the maintenance of Form U4, the license exam process, and continuing education 
requirements. More advanced solutions incorporate registration maintenance as one component of 
a comprehensive compliance management system that begins with data collection and facilitates 
workflow, communications, alerts, approval, reporting and record-keeping for common compliance tasks. 
Firms with numerous reps and multiple branch offices find these systems invaluable to manage their 
registration-related processes and data by routing requests and approvals seamlessly throughout their 
organizational hierarchy.

Once a system is implemented, ensuring that the firm’s records match those of the regulators is critically 
important. To facilitate synchronization, the available tools can communicate with FINRA’s CRD system 
through its WebEFT interface that allows electronic filing of registration documents and a download of 
up-to-date information regarding approvals, examination results, continuing education status and other 
important regulatory information. 

Registration management systems can also communicate with other firm business systems that rely on 
accurate registration information or can be the source of updated information. The two most commonly 
connected systems are trading systems that validate a trade against the representative’s registrations to 
confirm compliance and human resources systems that can deliver name and address changes to the 
registration system.

Finally, the rules governing registration requirements, especially for IARs, are always subject to change 
at the state-level, making it a constant challenge for both large and small firms to monitor, adapt and 
comply with these changes. The best registration systems embed regulation-based business rules into 
their functionality and their vendors have access to regulatory expertise to keep things up-to-date. 
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Conclusion
Although not flashy, rep-registration is an integral part of any compliance program, and the penalties for 
unregistered broker-dealer or investment adviser activities are both real and enduring. Although technology 
cannot make up for a lack of strong procedures or a diligent compliance department when it comes 
to monitoring the activities of broker-dealer representative activities that would trigger a registration 
requirement, it can be of significant help, especially for firms experiencing the symptoms associated with 
the challenge of manually managing the high volume of data associated with registration management.  

A technology solution, on its own, cannot overcome a poorly designed compliance program, but the tools 
available today can make the task of maintaining registrations much less daunting by providing workflow 
and process management, regulatory expertise and advanced communications in one integrated platform.

About NRS
National Regulatory Services (NRS) is the nation’s leader in compliance and registration products and 
services for investment advisers, broker-dealers, hedge funds, investment companies and insurance 
institutions. NRS has the practical expertise, proven capability and unparalleled reach to deliver 
integrated and effective compliance solutions to a wide range of users within the financial services 
industry. NRS delivers these solutions through three interrelated offerings —comprehensive education, 
best-in-class technology and expert consulting services—enabling our clients to meet their regulatory 
requirements and minimize risk.

For more information, visit www.NRS-inc.com or call 1-860-435-0200.
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