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SMART INSIGHTS FROM PROFESSIONAL ADVISERS

Know the Di�erence Between a Broker and a
Registered Investment Adviser
Their roles and responsibilities to you as a client are as di�erent as night and day.
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When families are looking for guidance on how they should manage their wealth,
common questions include: Do we need a broker or a registered investment adviser? What
is the di�erence? And why does it matter how he or she is paid?

SEE ALSO:
10 Questions to Ask When Choosing a Financial Adviser

You would think that the roles and responsibilities would be clear and that there would be
a strong line between individuals who call themselves advisers and those who call
themselves brokers. Unfortunately, this is not the case, creating lots of confusion between
the two.

There are some important di�erences you need to be aware of when selecting who you
will trust with some of the most intimate details of your life. Following is a brief summary
of the di�erences to help you make the distinction between an adviser and a broker:

Transactions vs. Advice

Broker (Transactions): The Dictionary.com de�nition says it well: A broker can be
de�ned as “a person who purchases �nancial products on behalf of another for a
commission.” Brokers sell products for a fee, which are sold by the brokerage �rm they
are a�liated with. Each investment decision is a distinct transaction for which the broker
gets paid. Consultation and advice between the broker and client is common, but
essentially it is mostly a transaction-based relationship.

Inherently, this leaves room for con�icting interest, because the commission-generating
products they sell aren’t always the most prudent for the client. Brokers are driven to
maximize pro�ts for the �rm and themselves, which often con�icts with acting in clients’
best interest.

Generally speaking, brokers get paid a commission from the products they sell. Wrap
accounts are becoming more popular and are a way for brokers to select investments and
make trades for clients, while charging them a �at quarterly or annual fee instead of
collecting a commission for each purchase or sale of a security. Although this has, to some
extent, reduced the art of “churning” (frequently buying and selling securities within
client accounts to generate commission dollars), it doesn’t always mean that brokers are
always making the best decisions for their clients.
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Advisers (Advice): Registered Investment Advisers (RIAs) o�er a more comprehensive set
of services, including investment and planning guidance instead of selling �nancial
products. RIAs examine a client's entire �nancial picture, assess the client’s goals and
determine the time horizon for each set of assets to be invested: retirement, college
savings, general investment, etc. After completing this asset allocation function, the
adviser then selects appropriate investment vehicles to achieve speci�c objectives.

Another di�erentiator is that independent advisers often work in coordination with other
professionals (i.e., CPAs, Trust and Estate Attorneys, Philanthropic Planners, etc.) on
behalf of the client to ensure comprehensive planning. Comprehensive wealth advisers
can be thought of as your personal CFO (Chief Financial O�cer).

Some RIAs charge an hourly fee, but most charge a percentage of the assets under their
care. There are two di�erent compensation models: fee-only and fee-based. The
di�erence is important because fee-based advisers do sell products. Fee-based
compensation is popular because advisers can earn compensation from fees paid directly
by clients plus fees they receive in the form of commissions from products they’re
licensed to sell (e.g., insurance). They are not required to inform their clients in detail how
their compensation is accrued. As you might imagine, the fee-based model opens up the
con�ict-of-interest door.

By contrast, fee-only advisers do not sell any �nancial products. They are incented, as a
�duciary, to search for the best options for you. They look for low fees, tax e�ciency and
are not required to use investment vehicles that are favorable to any particular brokerage
house.

If their clients need products, they work with trusted professionals to �nd the right
products based on the client’s objectives. There is no fee splitting or other incentive in the
sale of products, so con�icts of interest are kept to a minimum.

Suitability vs. Fiduciary

Brokers (Suitability): A broker, or “Registered Representative” as they are sometimes
called, is required only to recommend investments that are “suitable” for their clients.
This means that a broker can legally put his or her own interest above yours when
recommending �nancial products for your speci�c situation.
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Advisers (Fiduciary): RIAs are ethically and legally responsible for acting in your best
interests at all times, thanks to the Investment Advisers Act of 1940. They serve as
�duciaries, and one de�nition of a �duciary is “a person who occupies a special trust and
con�dence when working with clients because he/she is legally required to act ethically
and with undivided loyalty to the client.”

The �duciary standard is the single largest di�erence between an adviser and a broker,
because advisers are legally obligated to do what’s right for you. The Act of 1940 precludes
brokers from being considered investment advisers. While advisers must act in your best
interest at all times, brokers are not legally bound by this same requirement.

Disclosure vs Transparency

Brokers (Disclosure): The standard for “disclosure” in the brokerage industry is large
voluminous prospectus booklets, lengthy legal documents printed in small type and
highly formal and hard-to-read language. Understanding the makeup of various
investment vehicles, the associated risk, why they are being recommended to clients, and
their respective costs (often hidden deep within disclosure documents) is the brokerage
industry’s “art of confusion” tactic. What I mean by this is that with lots of hard-to-
understand disclosures, you might feel overwhelmed and intimidated and simply
assuming that your broker has your best interests at heart.

Advisers (Transparency): Advisers adhere to a higher standard of transparency designed
to give you meaningful, relevant and straightforward information. Advisers share details
about all aspects of their services, and how they earn their fees, so that you understand
how your wealth is being cared for and the associated cost for that care. Every RIA is
legally obligated to send to their clients a copy of their Form ADV, which is a �ling
explaining the makeup of their �rm, what services they o�er and what they charge.

Professional Licenses

Brokers: A broker typically holds a Series 63 license, in addition to either a Series 7 or 6
license, in order to sell securities. Many brokers have begun to use the title of “Wealth
Manager,” “Investment Advisor” or “Financial Advisor” without accepting the �duciary
duty of a RIA as described in the Securities Act of 1940. Some brokers have no real
background or training in giving �nancial advice other than the sales training they have
received. Most merely adhere to the “suitability” doctrine. In fact, some very large,
household-name brokerages have lobbied Congress to avoid �duciary level of
accountability being imposed on their brokers.
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Advisers: RIAs are required to receive a Series 65, which quali�es an investment
professional to function as an Investment Adviser Representative. The license covers
topics such as industry laws, regulations, ethics and topics such as retirement planning,
portfolio management strategies and �duciary responsibilities. It is not a product sales
license. Other poplar adviser designations include the CFP (Certi�ed Financial Planner)
and CFA (Chartered Financial Analyst).

When working with an investment professional, it’s important to have a third-party
custodian for your assets. This allows you the ability to reconcile your custodian
statements and the statements you receive from your adviser. Avoid, at all costs, holding
your assets in-house with your adviser.

RIAs believe the best way to earn your trust is through sound advice and an open
relationship. No matter what regulatory standards are decided by our government
institutions, the majority of quality RIAs gladly accept the �duciary responsibility to their
clients. The ethics and values they have for how they serve clients are higher than any
legal standard. At the core of their values is the concept of �duciary duty and their pledge
that they will never compromise those values.

SEE ALSO:
8 Biggest Mistakes Investors Make

Woodring is founding partner of San Francisco Bay area Cypress Partners, a fee-only
wealth consulting practice that provides personalized, comprehensive services that help
retirees and busy professionals to enjoy life free of �nancial concern.

Comments are suppressed in compliance with industry guidelines. Click here to learn more and read
more articles from the author.

This article was written by and presents the views of our contributing adviser,
not the Kiplinger editorial sta�. You can check adviser records with the SEC or
with FINRA.

https://www.kiplinger.com/slideshow/investing/T052-S001-biggest-mistakes-investors-make/index.html
http://www.cypresspart.com/
https://www.kiplinger.com/fronts/archive/bios/index.html?bylineID=242
https://adviserinfo.sec.gov/IAPD/Default.aspx
https://brokercheck.finra.org/


6/4/2018 The Difference Between a Broker and an Adviser

https://www.kiplinger.com/article/investing/T023-C032-S014-the-difference-between-a-broker-and-an-adviser.html 6/6

All Contents © 2018, The Kiplinger Washington Editors

Sponsored Financial Content

This $1.55 Stock Could Blast
Higher Due To Trump
Seven Figure Publishing

Principle #3: Harness the Power
of Dividends and Compounding
J.P. Morgan Funds

Financial advisors: Looking for
low-volatility investing options?
Invesco US

Take advantage of incredible
rewards with these top credit
cards.
Comparecards.com

https://www.dianomi.com/click.epl?pn=21186&offer=6159914&ad=22682&savid=70550&said=2706&adv=4525&unique_id=WxVLmL9MDkjkxldXZR1eAgAAAAY&smartreferer=https%3A%2F%2Fwww%2Ekiplinger%2Ecom%2Farticle%2Finvesting%2FT023%2DC032%2DS014%2Dthe%2Ddifference%2Dbetween%2Da%2Dbroker%2Dand%2Dan%2Dadviser%2Ehtml
https://www.dianomi.com/click.epl?pn=11768&offer=3823437&ad=11601&savid=30319&said=2706&adv=4525&ams=3&unique_id=WxVLmL9MDkjkxldXZR1eAgAAAAY&smartreferer=https%3A%2F%2Fwww%2Ekiplinger%2Ecom%2Farticle%2Finvesting%2FT023%2DC032%2DS014%2Dthe%2Ddifference%2Dbetween%2Da%2Dbroker%2Dand%2Dan%2Dadviser%2Ehtml
https://www.dianomi.com/click.epl?pn=21805&offer=6318685&ad=23422&savid=68994&said=2706&adv=4525&ams=3&unique_id=WxVLmL9MDkjkxldXZR1eAgAAAAY&smartreferer=https%3A%2F%2Fwww%2Ekiplinger%2Ecom%2Farticle%2Finvesting%2FT023%2DC032%2DS014%2Dthe%2Ddifference%2Dbetween%2Da%2Dbroker%2Dand%2Dan%2Dadviser%2Ehtml
https://www.dianomi.com/click.epl?pn=21829&offer=6332716&ad=23448&savid=77660&said=2706&adv=4525&unique_id=WxVLmL9MDkjkxldXZR1eAgAAAAY&smartreferer=https%3A%2F%2Fwww%2Ekiplinger%2Ecom%2Farticle%2Finvesting%2FT023%2DC032%2DS014%2Dthe%2Ddifference%2Dbetween%2Da%2Dbroker%2Dand%2Dan%2Dadviser%2Ehtml
https://www.dianomi.com/whatsthis.pl?id=2706

