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December 31, 2010

 

We are pleased to present this summary of the activities of the Investment Adviser Association.  

2010 was a productive and challenging year for the IAA.  Among its many other activities, the 

Association continued its active involvement in representing the interests of the investment 

advisory profession during the enactment of the Dodd-Frank Act.  

Thanks to the hard work of many IAA volunteers and our dedicated staff, the Association 

provided valuable and quality services in the three primary categories addressed in this annual 

report: advocacy, compliance, and education.  

Going forward, the IAA’s role in representing our interests is critical.  Implementation of the 

Dodd-Frank Act is underway and many important issues that will affect investment advisory 

firms will be determined in the coming weeks and months.  Further legislative and regulatory 

actions may have profound consequences for the investment advisory community.  These and 

other developments underscore the need to support the work of the IAA to ensure that our 

views on relevant issues are heard and understood.  

We truly appreciate your continued support of the Association and look forward to working 

with all members as we strive to build on the IAA’s proud record of serving our membership.  

As always, we welcome your suggestions and invite you to participate in the various activities of 

your organization.

Board of Governors 
Investment Adviser Association
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ADVOCACY 
The Investment Adviser Association plays a critically important role as the 
only organization dedicated to representing the interests of the investment 
advisory profession. The IAA serves as the profession’s spokesperson and 
advocate on issues that affect all investment advisory firms. As the legislative and 
regulatory landscape has become more complicated and dynamic, the IAA has 
been involved in a continuing dialogue with the U.S. Congress, the SEC, the 
Department of Labor, the Department of Treasury, state securities regulators, 
and other industry organizations regarding every major initiative affecting 
the investment advisory profession. In addition, the IAA continues to build 
relationships with regulators and organizations outside the United States as an 
increasing number of our members are involved in global markets. 
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Following is a sampling of initiatives and issues the IAA was actively involved with during 
2010 (please refer to the “Comments and Statements” section of the IAA web site — www.
investmentadviser.org — for a compendium of comment letters, testimony, and other position 
papers authored by the Association):

Legislative Advocacy

Working closely with its members, the IAA played a critical role in representing investment 
advisers’ interests before Congress during its deliberations of the landmark Dodd-Frank Wall 
Street Reform and Consumer Protection Act (Dodd-Frank Act).  In 2010, the IAA worked with 
its members and other organizations as the legislation worked its way through Congress.  The IAA 
favorably affected the outcome of many provisions that affected investment advisers.  The IAA met 
with lawmakers on the Senate Banking Committee and the House Financial Services Committee 
and arranged for its members to meet with their Senators, Representatives, and their staffs during 
its Third Annual Lobbying Day on Capitol Hill program.  On certain issues, the IAA worked 
closely with consumer groups, state securities regulators, and other industry groups.  

As a direct result of these efforts, a provision was enacted into law (Section 913, discussed below) 
that permits the SEC to conduct a rulemaking extending the Advisers Act fiduciary duty to 
broker-dealers when they are providing “personalized investment advice about securities to retail 
customers.”  Further, the IAA supported provisions of the Act requiring advisers to large hedge 
funds and private equity funds to register under the Investment Advisers Act.

The IAA also helped defeat a provision that would have superseded the recently-adopted SEC 
custody rule and imposed new burdens on investment advisers. The IAA spearheaded an effort 
that led to a voice vote on the floor of the House eliminating from the Act a provision that would 
have permitted FINRA — the brokerage industry’s self-regulatory organization — to extend 
its authority over a broad swath of investment advisory firms.  Despite these successful efforts, 
however, the battle regarding FINRA oversight of investment advisers still rages as Section 914 
of the Act (discussed below) requires the SEC to report to Congress early in 2011 regarding “the 
extent to which having Congress authorize the SEC to designate one or more self-regulatory 
organizations to augment the SEC’s efforts in overseeing investment advisers would improve the 
frequency of examinations of investment advisers.”

As detailed below, enactment of the Dodd-Frank Act marks the beginning of a new stage of 
regulatory activity as federal regulatory agencies are now embarked on the monumental task 
of conducting the dozens of studies and writing the hundreds of specific new rules — many of 
which will affect investment advisers — mandated by the legislation.  The IAA’s involvement in 
rulemakings and other activities by the SEC and other regulators will be critical in determining 
the ultimate effect of the legislation on the investment advisory community.  While the details of 
the impact of the legislation is difficult to predict at this time, all advisory firms should expect a 
substantial increase in regulations and oversight in the coming months and years.    
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U.S. Regulatory Advocacy

During 2010, the IAA continued its role in representing the investment advisory profession in 
numerous regulatory proceedings that implicate investment advisers.  

¢ In 2010, the IAA continued its advocacy regarding the amended custody rule, which was 
adopted by the Commission in late 2009.  The rule applies to advisers with custody of client 
funds or securities and, among other things, requires advisers to obtain a surprise exam of 
client assets (with certain significant exceptions such as advisers that have custody solely 
because they have the authority to deduct fees from client accounts), to have a reasonable basis, 
after due inquiry, for believing that the custodian has sent account statements to clients, and to 
obtain an internal control report if they self-custody client assets or have an affiliate that holds 
client assets.  In the months following the adoption of the new rule, the IAA and its members 
discussed numerous issues with SEC staff pertaining to the timetable for implementation of the 
new rule requirements for advisers with omnibus account structures.  The IAA and its members 
also were involved in discussions on interpretive questions pertaining to surprise exams, private 
securities, and the due inquiry and internal control report requirements.  In February, IAA 
staff held a webinar with a member of the SEC’s Investment Management staff to discuss the 
rule requirements and interpretive questions.  In March, the SEC staff issued the first of several 
rounds of frequently asked questions and answers pertaining to the new rule.  That guidance 
responded to the IAA’s advocacy and included temporary relief from the implementation 
requirements for advisers with omnibus account structures.  The IAA continues to work with 
SEC staff to address interpretive issues under the new rule.

¢ In July, the SEC adopted substantial amendments to Form ADV, Part 2, the so-called 
“brochure” that investment advisers provide to their clients.  The IAA had submitted 
substantial comments to the most recently proposed amendments to Form ADV, Part 2 in 
2008, and since that time had been encouraging the SEC to complete work on the proposal.  
The final rule responded to a number of IAA concerns and comments. Under the revised 
rule, advisers are required to provide clients with a narrative brochure written in plain English 
describing the adviser’s business practices and conflicts of interest. Eighteen topics must 
be addressed in the brochure, including fees and compensation, disciplinary information, 
methods of analysis, investment strategies, risk of loss, and brokerage practices.  Advisers are 
also required to deliver brochure supplements to new clients, providing information about 
the specific individuals who will provide services to the clients.  Currently registered advisers 
whose fiscal year ends on or after December 31, 2010 must include a brochure that meets the 
requirements of the amended form in its next annual updating amendment to Form ADV.  
In September, IAA staff held a webinar with a member of the SEC’s Division of Investment 
Management staff to discuss the requirements and interpretive questions pertaining to the final 
rule.  Form ADV, Part 2 also was a key topic of the IAA’s fall compliance workshops.  The IAA 
will continue to discuss interpretive issues with the SEC staff as the advisory profession works 
to implement these significant new requirements.
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¢  In July, the SEC adopted a final “pay to play” rule (under section 206(4)-5 of the Investment 
Advisers Act).  The SEC had proposed the rule in August 2009 and the IAA filed extensive 
comments and had discussions with the SEC to discuss concerns with the proposal.  The new 
rule limits certain political contributions and activities by advisers to state and local public 
pension plans and to certain of their employees, as well as regulating payments to third parties 
for soliciting government entities.  The rule imposes a two-year time-out on advisers’ receipt of 
compensation from state and local public pension plan clients where advisory personnel have 
made a political contribution over a de minimis amount to certain government officials.  The 
IAA submitted substantial comments both on the 2009 proposal and the original proposal by 
the SEC in 1999.  The IAA continues to advocate for clarification under the pay to play rule 
and to provide information about the rule to members.  The IAA is also actively monitoring 
developments related to pay to play prohibitions at the state and local level.  For example, 
the IAA maintains information for members about state laws that could impact advisers’ 
contribution reporting requirements and other restrictions.  In addition, in 2010, the IAA 
submitted a letter to the California Assembly regarding a bill that ultimately passed to require 
placement agents to register as lobbyists in California.  The IAA requested an exemption from 
the definition of placement agent for certain employees of an adviser or its affiliate for advisers 
selected on a competitive basis.  The IAA will continue to play an active role in this evolving area.

 
¢  In August, the IAA submitted a letter to the SEC advocating that all persons providing 

investment advice about securities to clients should be subject to the same high standard 
of care — the fiduciary duty standard under the Investment Advisers Act of 1940.  The SEC is 
currently engaged in a study — required under Section 913 of the Dodd-Frank Act — of “the 
effectiveness of existing legal or regulatory standards of care” for broker-dealers and investment 
advisers “providing personalized investment advice about securities to retail customers” and 
whether there are “legal or regulatory gaps, shortcomings, or overlaps” in those standards.  
Section 913 also authorizes the SEC to conduct a rulemaking to address the legal or regulatory 
standards of care for broker-dealers and investment advisers, taking into account the findings 
of the study which must be submitted to Congress by January 21, 2011.  In its letter, the IAA 
requested that the SEC address the gap in the standard of care of retail investors by imposing 
by rule a fiduciary duty on broker-dealers that provide personalized investment advice that 
would require them to act in the best interest of their clients. IAA staff and members met with 
the SEC task force conducting the study and Commissioners in order to present views on these 
important issues.  It is expected that the SEC will commence a rulemaking under Section 913 
in 2011 and the IAA will continue its involvement as these and other “harmonization” issues 
are discussed and implemented.  

¢  In October, the IAA submitted a letter to the SEC urging the agency to maintain its role as 
the primary and direct regulator of the advisory industry.  The SEC is currently engaged in a 
study — required under Section 914 of the Dodd-Frank Act — of whether it should seek 
Congressional authorization “to designate one or more self-regulatory organizations to 
augment the Commission’s efforts in overseeing investment advisers.”  The SEC is required 
to submit its report to Congress, including recommendations for regulatory or legislative 
action, by January 17, 2011. In the letter, the IAA stressed its strong support for giving the 
Commission the resources it needs to conduct an effective and appropriate examination 

5

2010 ACTIVITY REPORT  |  INVESTMENT ADVISER ASSOCIATION



program for advisers, stating that, “while the introduction of a self-regulatory organization 
might result in a greater number of adviser examinations, we are not persuaded that it would 
result in overall improvements to the effectiveness of the current examination regime or 
enhanced investor protection.”  IAA staff and member firms met with the SEC task force 
conducting the study and Commissioners in order to present our views and concerns on this 
important issue.  The IAA will continue to advocate for the SEC to retain its sole authority to 
examine investment advisers with additional necessary resources and against the imposition of 
an SRO for advisers.

¢ During 2010, the Association continued its advocacy regarding a number of issues pending 
before the Department of Labor.  In May, the IAA submitted comments to the DOL 
regarding a proposed rule related to the provision of investment advice to participants in 
401(k) plans.  The IAA urged the DOL to avoid regulating specific investment decision-
making criteria or investment theories in response to the DOL’s request for comment 
implying that it is considering such regulation.  In August, the IAA submitted comments on 
a DOL interim final rule under ERISA section 408(b)(2) that requires investment advisers 
to retirement plans to provide advance written disclosure concerning their services and 
compensation, both direct and indirect.  The IAA requested that the DOL confirm that Form 
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tireless advocacy efforts on behalf of 
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ADV disclosure would satisfy the new requirements and requested that updates be required 
only for material changes, among other recommendations.  In addition, the IAA is providing 
information to its members regarding the DOL’s rule issued in October that requires enhanced 
disclosure of fees and expenses to participants in 401(k) plans.  The rule will provide plan 
participants with summary information, including fee and expense information, for investment 
options available under their plans.  The IAA is also monitoring the DOL’s proposed changes to 
the definition of fiduciary for purposes of ERISA.

¢ In 2010, the IAA continued proactively to provide input on regulations that affect investment 
advisers as participants in the securities markets.  The IAA submitted comments on the SEC’s 
concept release on equity market structure.  The IAA made a specific recommendation that 
the SEC require greater transparency of the execution capabilities of, and liquidity provided 
by, all trading venues that is carefully tailored to avoid harmful effects to investors seeking to 
execute large orders.  The IAA also submitted comments on the SEC’s proposal to establish 
a large trader reporting system to analyze the effect of large trader activity on the securities 
markets.  In the comment letter, the IAA expressed concerns about whether the large trader 
reporting system as proposed is the most effective means to collect data on trading activity on 
the U.S. securities markets and requested various changes to the proposed rule.  Finally, the IAA 
submitted a comment letter to clarify various issues related to the SEC’s proposal to require 
institutional investment managers subject to 13(f ) of the Securities Exchange Act to disclose 
certain proxy votes on executive compensation and other matters on Form N-PX.  The IAA 
also requested additional time for advisers to comply with this new disclosure requirement.  As 
discussed below, this proxy voting rulemaking is one of more than 100 rulemakings that the 
SEC is required to engage in to implement provisions of the Dodd-Frank Act.  

¢  In 2010, the Association also represented the interests of investment advisers before the 
Financial Crimes Enforcement Network (FinCEN).  The IAA submitted a comment letter 
on a proposed rulemaking by FinCEN to revise the regulations regarding the reports of foreign 
financial accounts.  The IAA sought clarification regarding the text of the proposed exception 
to make individual Foreign Bank and Financial Accounts (FBAR) filings to ensure that 
employees of SEC-registered investment advisers can rely on the exception when they are 
providing advisory services to clients other than a registered investment company.  

¢  During the past year, the IAA continued its advocacy with respect to CFA Institute 
developments, including the GIPS Standards.  For example, in May, the CFA Institute posted 
a question-and-answer that addressed IAA concerns regarding the GIPS Guidance Statement 
on Error Corrections.  IAA staff also serves as an observer on the Institute’s U.S. Investment 
Performance Committee, which meets monthly.

 

7

2010 ACTIVITY REPORT  |  INVESTMENT ADVISER ASSOCIATION



International Regulatory Advocacy

During 2010, the IAA continued its active involvement in the international arena.  

¢ The IAA International Committee marked its second full year in the fall with an in-person 
meeting of the Committee, in which members gathered in Washington, DC to exchange 
information about international developments and a SEC speaker discussed various matters 
affecting the international businesses of member firms.  There are more than 50 members 
on the Committee, and the Committee meets on a quarterly basis to discuss important 
international investing, compliance, and market access issues.  

¢ With the support of the International Committee, the IAA also has become even more 
engaged in international regulatory advocacy efforts and submitted a number of comment 
letters this year to non-US governmental bodies.  First, the IAA submitted comment letters 
regarding the effects of the proposed alternative investment fund managers directive on 
non-EU-based managers.  The IAA submitted letters to the Spanish Presidency and to the 
Economic and Monetary Affairs Committee of the EU Parliament requesting that provisions 
be included in the proposed directive that will permit US managers to provide investment 
management services to non-UCITS funds.  The IAA also submitted a comment letter to 
the EU Commission on its proposal for a pan-European short selling disclosure regime.  In 
the letter, the IAA expressed its continuing concern that if short positions held by market 
participants are made public, there is a significant risk that they could be used to appropriate 
the legitimate intellectual property of investment managers by those hoping to mimic their 
investment strategies.  The IAA also submitted comments to the Financial Services Authority 
on revising the UK’s Remuneration Code.  The IAA sought to extend and clarify the notion 
of proportionality in application of the remuneration rules to asset managers in line with a 
firm’s size, organization, and activities and requested that certain proportionality principles 
be formally included in the Remuneration Code.  The IAA also wrote a letter to the New 
Zealand Securities Commission supporting potential exemptive relief from any requirement 
for advisory personnel who exclusively advising institutional clients to take proficiency 
examinations.  This exemption was ultimately adopted by New Zealand. 

Advocacy in 2011

The IAA expects an unprecedented regulatory agenda in 2011.  The Dodd-Frank Act includes 
over 100 rulemaking provisions applicable to the SEC, many of which require action within one 
year, and requires the SEC to conduct more than twenty studies and create five new offices.  In the 
first half of 2011, among other things, the SEC is planning to propose and/or adopt final rules to: 
(1) revise Form ADV, Part 1 to require advisers to provide additional information; (2) revise the 
“accredited investor” standard, (3) implement reporting obligations on investment advisers related 
to the assessment of systemic risk, and (4) adjust the threshold for “qualified clients.”  The SEC is 
also planning to report to Congress regarding the Section 913 study of the obligations of brokers, 
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dealers and investment advisers and the Section 914 study regarding the need for enhanced 
resources for investment adviser examinations and enforcement, as well as complete the Section 
919 study of ways to improve investor access to information about investment advisers and broker-
dealers.  The SEC is also planning to adopt rules and form changes to implement the transition of 
mid-sized investment advisers from SEC to state regulation.

The IAA will remain fully engaged in serving and protecting the interests of its membership during 
2011, particularly involving any potential recommendations that lead to legislation in Congress 
and rulemaking by the SEC with respect to Sections 913 and 914 of the Dodd-Frank Act.  In 
addition to fiduciary duty, an SRO for advisers, and “harmonization” of the laws governing brokers 
and investment advisers, IAA’s concerns include adequate resources for and structural changes 
within the SEC, custody issues, disclosure and reporting requirements, and market regulation 
issues.  The IAA will continue to build its government relations program and to encourage its 
members to be proactive in educating policy makers about the issues facing the investment 
advisory profession.  The Department of Labor is also expected to continue its focus on initiatives 
affecting investment advisers, including fee and expense disclosure requirements to both plan 
participants and plan sponsors.  Finally, the IAA expects a full international regulatory agenda 
in 2011 as well, including European initiatives on remuneration requirements and Canadian 
registration requirements.
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COMPLIANCE
 
The IAA serves as a unique and valuable resource on legal, regulatory, and 
compliance issues. The compliance environment has become increasingly 
complex with the promulgation of sweeping regulations as well as more 
comprehensive and targeted inspections and aggressive enforcement by the SEC 
and the DOL.  The Dodd-Frank Act will increase the number and complexity 
of regulatory obligations of investment advisers.  The IAA provides a wide range 
of resources and services to help its members deal with these developments. 
In addition to the availability of the IAA legal staff to provide information 
regarding legal, regulatory, and compliance issues to members, the IAA offers 
an expanding array of services and resources designed to assist members in 
addressing compliance issues.
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During the past year, the IAA provided its members with a variety of valuable resources on current 
compliance, legal and regulatory issues, including the following:

¢ During 2010, the IAA legal staff responded to more than 1,100 requests for information 
about legal, regulatory, and compliance issues from IAA member firms.  Many IAA member 
firms contacted the IAA legal staff for up-to-date information about the dynamic legislative 
and regulatory environment, industry practices, and evolving changes in law and regulations.  
The IAA legal staff also provided information to member firms on a wide array of topics 
that included the new SEC custody rule, the Dodd-Frank Act, Form ADV, Part 2, and 
new pay to play requirements, in addition to the nature and scope of SEC inspections, rule 
requirements, and state filing issues.  In addition to responding to individual requests for 
information, the IAA sent more than 40 IAA Alerts addressing late-breaking legislative and 
regulatory developments.  The IAA legal team serves as an invaluable resource for compliance 
professionals, in-house legal staff, and business executives. 

 
¢  The IAA provides members with extensive legal, regulatory, and compliance resources on 

its web site (www.investmentadviser.org).  The IAA continues to enhance its web site to ensure 
that it continues to present clear and concise compliance resources for members, as well as 
current information about the IAA’s advocacy and educational activities.  The Members Only 
Area of the IAA web site contains an expanding library of useful and relevant information. 
Resources include Legal, Regulatory, and Compliance Materials, extensive materials written 
or compiled by the IAA legal staff that cover every major area of adviser compliance issues, 
including custody, privacy, portfolio management, disclosure, and testing, as well as 
compliance policies for specific rules such as codes of ethics and the compliance program 
rule. Each topic area includes: (1) IAA guidance on the subject (including any relevant 
compliance control from the IAA compliance guide), (2) IAA comment letters and statements, 
(3) outlines, articles and memoranda from a variety of sources, and (4) links to selected rules 
and other regulatory guidance. During 2010, the IAA legal staff continued to update and 
expand these compliance materials in order to inform member firms of relevant issues and to 
provide substantive and practical assistance.  IAA resources added in 2010 include frequently 
asked questions regarding the new custody rule and an outline of disclosure items required 
by the revised Form ADV, Part 2.  The IAA also added a new Social Media compliance 
topic area.  Additional resources on the IAA web site include a new section of the web site 
addressing information about the Dodd-Frank Act, including memoranda and outlines 
regarding the application of certain provisions of the Act to investment advisers.  Also included 
on the web site are helpful documents relating to SEC and DOL examinations (including 
sample document request and SEC deficiency letters). The web site also includes archived 
legal and regulatory updates, current and past issues of the monthly IAA Newsletter, and 
reports and brochures, including the Investment Management Compliance Testing Surveys 
and Evolution/Revolution reports, and archived webcasts, some of which are available at no 
charge for members. Collectively, the broad range of IAA compliance resources represents an 
outstanding value for IAA member firms.
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¢ The IAA continues to provide substantial information to assist members in complying with 
new rule requirements.  For example, in March, the IAA issued 69 frequently asked questions 
and answers pertaining to the new custody rule requirements, and made that information 
available on the IAA web site to IAA members.  Since the custody rule was adopted, the IAA 
has responded to hundreds of member questions pertaining to the implementation of the 
rule requirements. In November, the IAA provided members with an outline of disclosure 
requirements set forth in Form ADV, Part 2.  Since the revisions to Form ADV, Part 2 were 
adopted, the IAA has responded to dozens of member questions pertaining to the disclosure 
requirements.  Similarly, the IAA has responded to dozens of member questions regarding 
the new pay to play rule requirements and is preparing frequently asked questions to provide 
additional information to members developing new policies and procedures to address the new 
rule.  In 2010, the IAA also prepared and posted a Compliance Control: Privacy/Safeguarding 
Client Information: Red Flags Rule.  In addition to posting source documents from the 
Federal Trade Commission, the control provides assistance to member firms in analyzing and 
deciding whether the Red Flags Rule relates to the firm and if, so, how to apply the rule to the 
firm’s compliance program.  

¢  In September 2010, the IAA released the results of its fifth annual compliance testing 
survey – the most comprehensive compliance testing survey available.  Jointly conducted 
by the IAA, ACA Compliance Group, and Old Mutual Asset Management, the survey 
included in-depth questions about firms’ compliance testing in the areas of custody, privacy, 
social media, and insider trading, and other current industry “hot topics.”  The results reflect 
responses from an online survey of more than 340 compliance professionals, representing a 
wide range of SEC-registered investment adviser firms.  As in past years, the survey provides 
new, updated, practical testing ideas and benchmarks that can be used by advisers to assess the 
effectiveness of their compliance programs.  The survey revealed that, not surprisingly, 75% 
of CCO respondents wear two or more hats and perform non-CCO functions.  In addition, 
27% of respondents indicated that they are subject to the surprise examination requirement 
as a result of the amended custody rule and 32% of firms reported an increase in compliance 
costs as a result of the amended custody rule.  The survey found that over 60% of respondents 
indicated that they conduct testing to detect insider trading.  43% of firms reported that they 
have adopted written policies and procedures governing employees’ use of social networking 
websites.   Finally, the top areas of compliance concern for 2010 identified by respondents 
included custody, privacy, advertising, valuation, and fraud prevention.  

¢ Educational meetings are an integral part of IAA’s efforts to assist member firms in 
understanding and addressing their legal, regulatory, and compliance obligations.  On February 
25-26, the IAA co-sponsored with ACA Insight the Investment Adviser Compliance Forum in 
Washington, DC.  Attendees participated in two days of presentations by experts in the field, 
including SEC officials, on all major topics facing investment compliance professionals.  In 
the fall of 2010, the IAA also conducted its annual series of compliance workshops in eight 
US cities. Throughout the year, the IAA sponsored educational webinars on various topics 
including changes to Form ADV, Part 2, what advisers should know about the Dodd-Frank 
Act, investment management compliance testing survey results, compliance with the SEC’s 
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new pay to play rule, soft dollar arrangements, issues raised by use of social media, data security 
and privacy regulations, changes to the custody rule, and how advisers can prepare to present 
performance consistent with new GIPS requirements.

¢ In 2010, the IAA staff continued to increase the information available to members regarding 
international issues.  For example, the IAA staff provided members with memoranda on a 
number of international topics and developments, including on the final rules on distribution 
of retail investments by the UK FSA, legislative developments with the alternative investment 
fund managers directive,  establishment of new supervisory authorities in the European Union, 
recommendations by the Committee of European Securities Regulators on the a pan-European 
short selling disclosure regime, UK government’s proposal for restructuring the Financial 
Services Authority, UK government’s draft guidance under the UK Bribery Act, and the 
Canadian Securities Administrators’ proposal to exempt certain non-resident investment fund 
managers from the registration requirements.  In addition, the IAA staff updated information 
available on the member web site about short sale prohibition requirements in selected foreign 
jurisdictions.

¢ Going forward, the IAA expects to be involved in a number of emerging compliance 
issues during 2011.  Examples of these issues include safeguarding client assets, policies and 
procedures related to political contributions, compliance with the requirements of new Form 
ADV, Part 2, various SEC inspection issues, compliance with ERISA disclosure requirements, 
international regulations that affect investment advisers, and fallout from numerous provisions 
of the Dodd-Frank Act affecting advisers.

2010 Investment Management Compliance Testing Survey, published by the Investment Adviser Association, ACA 
Compliance Group, and Old Mutual
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EDUCATION 
The IAA serves as a unique and respected networking resource that facilitates 
and encourages the exchange and development of ideas among industry peers. 
The IAA conducted numerous conferences, webinars, and workshops during 
the past year in an effort to keep our members fully informed about relevant 
issues that affect the investment advisory profession. These meetings covered a 
wide range of business, compliance, and regulatory reform issues. In addition, 
the IAA publishes reports, surveys, and other educational materials that serve 
to inform and benefit all member firms.  As the IAA continues to increase 
its membership and resources, it will be able to offer an expanded range of 
educational benefits to serve an increasingly diverse membership. 
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Following is a sampling of educational initiatives and events the Investment Adviser Association 
sponsored during 2010: 

¢ In April, the IAA held its annual conference in Chicago.  The conference opened with a 
workshop on Social Media, which allowed attendees to design their own social media page and 
discuss compliance issues that affect the medium.  The general sessions featured many notable 
speakers including the Honorable Luis Aguilar from the SEC, Dr. Marvin Zonis, a leading 
expert on Middle Eastern politics, Diane Swonk, Chief Economist at Mesirow Financial on 
the 2010 market recovery, Chip Roame, Tiberon Strategic Advisors on consumer wealth and 
retirement issues, Bill Osborn, former Chairman of Northern Trust Investments, Edward Ladd, 
Chairman Emeritus of Standish Mellon, John Cammack of Cammack Associates, and a panel 
discussion of institutional consultants.   In addition to offering a first-class program, the IAA 
annual conference continues to provide an excellent opportunity for senior executives to meet 
with each other to discuss issues of mutual concern.  For example, the conference features 
breakout sessions during which attendees form smaller groups to discuss various practice 
management issues.  All member firms are encouraged to attend the 2011 annual conference 
that will be held in Boston on April 27-29. 

¢ The IAA Board of Governors met in March (Washington, D.C.), June (New York), September 
(Chicago), and December (San Francisco).  In conjunction with its quarterly meetings, the 
IAA Board generally hosts working luncheons for IAA members, featuring speakers on topics 
of particular interest to member firms. This year’s speakers included New York Times columnist 
Paul J. Sullivan, Ralph Wanger, former president of the Acorn Fund, and James Van Horne, 
A.P. Giannini Professor of Finance, Emeritus, Stanford University.  During the past year, the 
Association’s volunteer Board of Governors focused on specific areas identified in the IAA’s 
strategic plan, including government relations, financial issues, and membership growth and 
retention, to ensure that the organization remains responsive to the needs of its membership in 
accordance with its missions.     

¢ During 2010, the IAA hosted a number of conferences, workshops, webinars, conference 
calls, and other compliance meetings designed to assist member firms in understanding and 
dealing with their legal, regulatory, and compliance obligations. For example, in February 
2010, the IAA and ACA Compliance Group cosponsored the IA Compliance Forum in the 
Washington, DC area, featuring current and comprehensive information about all major topics 
facing investment adviser compliance professionals. More than 190 compliance professionals 
participated in the conference.  All members are encouraged to participate in the IAA 2011 
Compliance Conference to be held on March 9-10 in the Washington, DC area.

¢ In the fall of 2010, the IAA hosted its 13th annual compliance workshops in eight different 
cities. As in past years, the workshops addressed a range of current important regulatory and 
compliance issues facing investment advisory firms, including new SEC rule proposals.  The 
workshops featured expert investment management attorneys and IAA legal staff, as well as 
regional SEC staff from the Office of Compliance Inspections and Examinations (OCIE) who 
addressed the significant changes underway in the examination and inspection program and 
the SEC generally.  In addition, national law firms prepared extensive written materials for IAA 
members.  More than 375 persons participated in the workshops.

15

2010 ACTIVITY REPORT  |  INVESTMENT ADVISER ASSOCIATION



¢ Earlier in the year, the Association sponsored ten educational webinars for compliance 
professionals. These webinars covered new changes in the SEC Custody Rule, GIPS, Privacy, 
Soft Dollar Arrangements, Pay to Play, Succession Planning, Social Media, Alternative Assets, 
the Dodd-Frank Act, and Form ADV, Part 2.  IAA webinars offer a time-efficient and cost-
effective educational medium and will continue to play a useful role in IAA’s educational 
offerings in the future.

¢ Along with ACA Compliance Group and Old Mutual, IAA co-hosted a complimentary 
webinar reviewing the results of its fifth annual investment management compliance testing 
survey.  The webinar provided valuable insight about industry best practices, emerging trends, 
and hot issues.  In addition, it discussed best practice tips for communicating details about 
adviser’s testing program to regulators.

¢ In 2010, IAA continued its co-sponsorship of the Investment Adviser Certified Compliance 
Professional (IACCP) program. In 2004, National Regulatory Services (NRS) announced the 
establishment of the Center for Compliance Professionals and the IACCP program “to advance 
the compliance profession and to acknowledge the heightened role of compliance professionals 
in today’s environment.”  The IACCP is a professional education program that consists of 
five primary requirements: (1) education (in general, requiring the successful completion of 
40 hours of course work); (2) work experience (in general, requiring two years of full-time 
professional work experience); (3) passing the certifying examination; (4) adhering to the 
program’s Code of Ethics; and (5) fulfilling continuing education requirements to maintain 
the IACCP designation. The IAA legal team participates in a variety of activities designed to 
maintain and enhance the quality and visibility of the IACCP program, including moderating 
and speaking at IACCP training sessions.
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“We cannot possibly express in full 
measure the quality and timeliness 
of the service we receive, nor the 

level of professionalism that you and 
your colleagues bring to bear on an 
increasingly difficult environment.”



¢ In October, the IAA and National Regulatory Services published the tenth annual report 
entitled Evolution/ Revolution: A Profile of the U.S. Investment Adviser Profession.  This 
leading report provides a snapshot of the investment advisory profession based on information 
submitted to the SEC by all registered advisory firms and analyzes core characteristics of 
the industry. For example, the 2010 report notes only slight growth in the number of SEC-
registered investment advisers and the resumed growth in total assets under management 
(AUM).  As of April 2010, there were a total of 11,643 investment advisers registered with 
the SEC, representing 3.4% growth above the 11,257 firms registered in 2009.  Total AUM 
reported by all firms increased 13.4% to $38.6 trillion up from the more depressed level of 
$33.99 trillion in 2009.  Consistent with prior years, small firms (those with 50 or fewer 

Number of SEC-Registered Investment Advisers by AUM Category

Source: “Evolution/Revolution: A Profile of the U.S. Investment Advisory Profession.” Investment Adviser Association and National 
Regulatory Services (2010).
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employees), represented 90.8% of all firms and firms with 5 or fewer employees represented 
50.8% of the total.  In contrast, less than one percent (.5%) of all SEC-registered advisers 
reported over $100 billion in AUM.  Collectively that group of large firms reported AUM of 
$18.7 trillion or almost half of total AUM.  It is expected that the universe of SEC-registered 
advisers will experience significant changes as a result of the Dodd-Frank Act.  For example, it 
is anticipated that about 4,000 investment advisers will shift to state registration and regulation 
as a result of provisions of the new law that increase the AUM threshold for SEC registration 
from $25 million to $100 million AUM.  On the other hand, the registration of private fund 
advisers (with AUM of $150 million or more) may result in about 1,000 additional investment 
advisers subject to SEC jurisdiction.

¢ The IAA Newsletter is a key component 
of the Association’s efforts to keep its 
membership fully informed about its 
activities and to highlight significant legal, 
regulatory, and compliance developments 
(any employee of an IAA member firm who 
wishes to be included on the newsletter 
mailing list should simply contact the 
IAA office).  In addition to the monthly 
newsletter, the Association publishes 
conference brochures, educational 
materials, and other resources.  The IAA 
also disseminates electronic Member 
Alerts that to keep members informed of 
significant late-breaking developments and 
the Association’s programs and activities.  
The IAA expects to expand the use of these 
and other educational tools.

¢ The IAA web site (www.investmentadviser.org) is a growing and dynamic resource for all IAA 
member firms and others. The site includes information about the IAA and the benefits of 
membership, an alphabetical and geographic directory of IAA member firms (including links 
to IAA member firm sites), a library of IAA comment letters, testimony, and other statements 
relating to a wide variety of policy issues, an employment listings area, as well as sections on 
investor education and the IAA Standards of Practice.  Going forward, the IAA expects to 
make further enhancements that will permit greater communication among member firms and 
facilitate greater access to IAA services.

¢ The IAA Associate Membership program is approaching the end of its first year.  Associate 
membership is available to firms and persons who are not eligible for regular membership, 
including law firms, consultants, service providers, and others who wish to support the 
activities of the IAA.  The program assists the Association in its primary mission of serving the 
interests of the investment advisory profession.  Associate members receive the IAA Newsletter 
and Member Alerts and are listed on the IAA web site. 

NEWSLETTER

© 2010 IAA All Rights Reserved

The Financial Industry Regulatory Au-
thority (FINRA) made clear in a letter to the
SEC that it is seeking to extend its jurisdic-
tion to registered investment advisers.

In a nine-page letter dated November
2, FINRA CEO Richard Ketchum referred
to an earlier meeting with Commission
staff, stating that “[t]o deal with [the
SEC’s] intractable resource problem, we
recommended that the Commission seek
authority to establish one or more self-
regulatory organizations (SROs) for in-
vestment advisers. Adding an in-
dependent regulatory layer to augment
the government’s efforts in overseeing ad-
visers would help ensure a dramatic in-
crease in the frequency of examinations
and resources devoted to enforcement.”

FINRA’s comment letter was submit-
ted in response to Section 914 of the
Dodd-Frank Wall Street Reform and Con-
sumer Protection Act (Dodd-Frank Act),
which requires the SEC to review and an-
alyze the need for enhanced examination
and enforcement resources for invest-

ment advisers. In conducting its study,
the SEC is required to consider whether it
should seek Congressional authorization
“to designate one or more self-regulatory
organizations to augment the Commis-
sion’s efforts in overseeing investment
advisers.” The SEC must submit a report
to Congress, including recommendations
for regulatory or legislative action, by
January 17, 2011.

In its letter, FINRA emphasized the
disparity in exam frequency, stating that
55 percent of broker-dealers are exam-
ined each year by the SEC and FINRA
while only 9 percent of investment advis-
ers are examined by the SEC. Ketchum
also discussed how FINRA envisions reg-
ulating advisers, stating that it “would
create a separate affiliate, with its own
board of governors, to ensure that the
SRO establishes programs appropriate to
the adviser industry.” The adviser SRO,
he wrote, would also have an independ-
ent staff and enforcement department. In
addition to inspection and enforcement
authority, Ketchum also recommended
that FINRA be granted rulemaking au-
thority under the Advisers Act, with the
SEC determining “the extent of that au-
thority.”

The IAA submitted its initial comment
letter on the Dodd-Frank Section 914
study to the SEC on October 19 and urged

I N V E S T M E N T A D V I S E R A S S O C I A T I O N

December 1, 2010

Issue Number 216

“[W]e recommended that the
Commission seek authority to

establish one or more self-
regulatory organizations
(SROs) for investment

advisers.”

— FINRA CEO Richard Ketchum

Continued on page 18

FINRA Urges SEC to Seek Authority to Establish
Investment Adviser SRO

18

INVESTMENT ADVISER ASSOCIATION  |  2010 ACTIVITY REPORT



¢ The on-line Service Provider Directory is available in the Members’ Only section of the web 
site. The directory is designed to assist members in identifying companies that specialize in 
providing services to investment management firms. Current listings include various legal, 
regulatory, and compliance categories (including law firms, best execution services, proxy 
voting, e-mail retention and archiving solutions, and anti-money laundering), as well as a 
number of operational and business categories, including technology consultants, executive 
recruiting, insurance, portfolio management providers, and client relationship management 
services.   

¢ The Chartered Investment Counselor (CIC) designation, sponsored by the IAA, recognizes 
individuals who have met significant education and experience qualifications in performing 
investment counseling and portfolio management functions. Virtually all states now recognize 
the CIC charter for purposes of waiving examination requirements. Information about the 
CIC charter is available on the IAA web site or by contacting the IAA office.
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