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Impact of the Dodd-Frank Act on CPA Financial Planners
By Wesley G. Nissen, CPA
CPA financial planners can expect more than a few changes from the Dodd-Frank Wall Street Reform and Consumer Protection
Act (Dodd-Frank Act), signed into law by President Obama on July 21, 2010.
CPAs are exempt from direct oversight by the new Bureau of Consumer Financial Protection (bureau), created by the Dodd-Frank
Act and set up to promote consistent regulatory treatment of consumer, financial, and investment products and services. Substantial
financial reforms included in the Dodd-Frank Act include the following:
■■

Increasing the power of the Federal Reserve, the SEC, and the Commodity Futures Trade Commission

■■

Creating the new bureau to monitor consumer-lending rules

■■

Creating a new Financial Stability Oversight Council

■■

Granting the government the power to break up failing companies

■■

Increasing federal regulations on derivative instruments, the
insurance industry, and other financial products and services

Thanks, in part, to education efforts by the AICPA Congressional Affairs
team about the role CPAs play and the regulations they are already subject
to, CPAs providing “customary and usual” accounting services are not
subject to oversight by the new bureau. This includes accounting, tax,
advisory, other services that are subject to the regulatory authority of a
state board of accountancy or a federal authority, or other services that
are incidental to these customary and usual accounting activities. This
exemption also generally includes CPA firms and anyone employed by, or a
partner in, a CPA firm.
Here is a summary of the most important pieces of the Dodd-Frank Act
potentially affecting CPA financial planners.

Registration of Investment Advisers

What’s Inside
5. Using Psychometrics to Assess
Risk Tolerance
One way to know more about a client’s
risk tolerance is to measure risk through
psychometrics. Author Geoff Davey
provides his insight and observations for
improvement.  

7. Five Things You Must Do Now to
Grow Your CPA Wealth Advisory
Practice
The key to survival in the new economy
is based on developing mutually beneficial
relationships designed to increase
referrals. John J. Bowen Jr. examines five
ways to take relationship marketing to a
higher level.  

Financial planners will want to know that the Dodd-Frank Act does not,
in any manner, change the definition of an investment adviser, and it does
not change certain existing historical exemptions, including the “solely
incidental” exemption.
According to the Investment Advisers Act of 1940, an investment adviser
is subject to regulation by the securities regulator in the appropriate state
where it maintains a place of business, or where, during the preceding 12
months, it had more than 5 clients. Advisers generally must register with
the applicable state(s) unless a state-based exemption from registration
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is available. If, however, an adviser has at least $25 million in assets under management
(AUM), the adviser currently may choose to register with the SEC. Advisers with $30
million or more AUM were required to register with the SEC unless an exemption was
available.
Although certain rules under the Investment Advisers Act of 1940 likely will need to be
revised to reconcile those rules with the changes mandated by the Dodd-Frank Act, it would
seem that the Dodd-Frank Act effectively substitutes a $100 million threshold for the $30
million threshold. Accordingly, advisers managing $100 million or more will be required to
register with the SEC.
Advisers managing less than $100 million, but more than $25 million, generally will be
prohibited from registering with the SEC unless the investment adviser is an adviser to a
registered investment company or otherwise would be required to register with 15 or more
states. Advisers who are not required to be registered as an investment adviser with the
securities commissioner of the state in which the adviser maintains its principal office—or,
if registered, would not be subject to examination as an investment adviser by any such
commission—also may be permitted, but not required, to register with the SEC. Advisers
who will need to transition from SEC to state registration as a result of the Dodd-Frank Act
will need to do so within one year of enactment of the Act.
The Dodd-Frank Act also provides some additional clarity regarding the SEC’s rulemaking
authority and will eliminate the “Private Adviser Exemption” from investment adviser
registration with the SEC. The U.S. Comptroller General, for example, will be required to
study and evaluate the effectiveness of regulations to protect investors from persons who
misleadingly hold themselves out as financial planners, as well as the oversight structure and
regulations for financial planners, and legal or regulatory gaps regarding financial planners.

Exemptions From Registration
The Investment Advisers Act of 1940 provides an exemption from SEC registration for
advisers with fewer than 15 clients and who neither held themselves out generally to
the public as an investment adviser, nor acted as an adviser to a registered investment
company. Many advisers were able to rely upon the private adviser exemption due to
a 2006 U.S. Court of Appeals decision, which ruled that certain funds could each be
counted as a single client and that the adviser of such funds did not need to count the
fund’s underlying investors as clients.
The Dodd-Frank Act essentially replaces the private adviser exemption with a number
of more limited exemptions, including relatively narrow exemptions for foreign private
advisers and private fund advisers. In the latter exemption, advisers who act solely as
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advisers to private funds and have AUM in the United States of less than $150 million
also are exempt from SEC registration. However, exempt private fund investors will
be required to maintain records and provide reports to the SEC that an agency deems
necessary or appropriate in the public interest or for the protection of investors.
Also exempt from SEC investment advisers’ registration under the Dodd-Frank Act are
advisers to venture capital funds and advisers who are a family office. The term venture
capital fund must be defined by the SEC prior to July 21, 2011. However, no time period
is specified by which the SEC must define family office.

Investor Suitability Standards

Dodd-Frank Internet
Seminar
Wesley G. Nissen presented, “The
Dodd-Frank Wall Street Reform and
Consumer Protection Act: What CPA
Financial Planners Need to Know,”
on Aug. 12, 2010, to PFP Section
members. Visit the CPE and Events
archive for a full set of all materials.

The Dodd-Frank Act also amends the “accredited investor” suitability standard as defined in
the Securities Act of 1933 by excluding the value of a person’s primary residence from the
net worth threshold (currently set at $1 million, either individually or jointly with the person’s
spouse). The Dodd-Frank Act also directs the SEC to maintain the current net worth
threshold of $1 million as modified by the exclusion of the primary residence for four years
after enactment and directs the SEC to review the definition at least once every four years.
Although the Investment Advisers Act of 1940 generally prohibits registered investment
advisers from charging performance fees, it does provide an exemption that enables
registered advisers to charge such fees to qualified clients, defined as persons or
companies with at least $750,000 in AUM with the adviser immediately after entering
into the advisory relationship, or persons with a net worth exceeding $1.5 million
(including assets held jointly with a spouse). The Dodd-Frank Act also will adjust for
inflation the $750,000 AUM and $1.5 million net worth thresholds in multiples of
$100,000 one year after its enactment and every five years thereafter.

Obligations of Brokers, Dealers, and Investment Advisers
By no later than January 21, 2011, the Dodd-Frank Act requires the SEC to study,
evaluate, and report the effectiveness of existing standards of care for brokers, dealers,
investment advisers, and persons associated with investment advisers when providing
investment advice and recommendations about securities to retail customers. The
SEC also must examine whether there are legal or regulatory gaps, shortcomings, or
overlaps in the protection of retail customers. In conducting the study, the SEC will
have to consider whether retail customers understand that there are currently different
standards of care applicable to brokers, dealers, and investment advisers in the provision
of investment advice about securities to retail customers. The AICPA PFP Executive
Committee is in favor of a fiduciary standard for those providing investment advice. The
result of this study will not impact the standard for CPA financial planners given that they
are held to a standard of care at least as strong as the fiduciary standard via the AICPA
Code of Professional Conduct.

Data, Reports, Exams, and Disclosures
The Dodd-Frank Act authorizes the SEC to require SEC-registered advisers to private
funds to maintain records of, and file with, the SEC reports regarding such funds as are
“necessary and appropriate in the public interest and for the protection of investors,” or
to provide the Financial Stability Oversight Council with the data necessary to assess and
monitor systemic risk.
Records and reports must include the amount of AUM, use of leverage (including offbalance sheet leverage), counterparty credit risk exposures, trading and investment
positions, valuation policies and practices of the fund, types of assets held, side
arrangements or side letters, trading practices, and other information the SEC determines
PFP Planner
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necessary. Confidentiality applies to information obtained by the SEC, and restrictions
apply to the SEC’s ability to make public proprietary information of an investment adviser
obtained from any filed report (subject to certain exceptions) such as what may be
necessary for purposes of assessing potential systemic risk. The Investment Advisers Act
of 1940 also is amended to provide the SEC with somewhat greater authority to require
advisers to disclose the identity, investments, or affairs of any clients to assess systemic risk.

Reports Required on Planners’ Roles and Exams
The Comptroller General of the United States, who must submit a report to Congress
within 180 days of July 21, 2010 (the date of the Dodd-Frank Act’s enactment), will have
to consider the role of financial planners in providing advice, whether current regulations
provide adequate standards for planners, risks to investors, investors’ understanding of
licensing requirements, and possible benefits to investors of oversight of financial planners,
among other considerations. The Dodd-Frank Act also would require certain studies
about whether financial planners should be subject to increased oversight and whether a
fiduciary status should be imposed on broker-dealers who render investment advice.
As it relates to the study on regulation of financial planning, the AICPA Congressional
Affairs and PFP Division staff have met with the GAO to explain the role of CPA financial
planners and the oversight they are subject to. AICPA believes:
◆◆

Additional oversight of financial planning would be duplicative since the bureau
has oversight over financial planning that is not currently regulated, thereby
eliminating any gaps in regulation.

◆◆

Because CPAs are subject to regulation by their state boards of accountancy in
any advice that they provide and further, by the SEC or states when providing
investment advice, additional regulation of the profession of financial planning is
duplicative for CPA financial planners. The goal, first and foremost, is to protect
the public’s best interest, while also recognizing the regulatory framework that
currently exists for CPAs.  

◆◆

All financial planners should be held to a minimum standard of care, which
includes acting with integrity, objectivity, due care, competence, providing full
disclosure of any conflicts of interest, attaining client consent if a conflict exists,
maintaining the confidentiality of all client information, disclosing to the client of
any commission or referral fees, and serving the public interest when providing
any of these financial services.

Adviser examinations also will be studied. The SEC will have to bear in mind the number
and frequency of advisers’ exams over the five years preceding enactment; the extent
to which Congress authorizes the SEC to designate one or more supplemental, selfregulatory organizations, such as the Financial Industry Regulatory Authority and current
and potential approaches to examining the advisory activities of dually registered brokerdealers and investment advisers.
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Using Psychometrics to Assess Risk
Tolerance
By Geoff Davey
Financial planners have a professional, ethical, and legal obligation to assess their clients’
risk tolerance; yet, when we seek advice on how to measure risk tolerance, the answers
are almost always drawn from finance and economics instead of psychology.

About the Author
Geoff Davey is co-founder of FinaMetrica,
a company focusing on the psychological
factors relevant to financial decision-making in
terms that are meaningful to individuals and
their advisers. Contact him at geoff.davey@
finametrica.com.

Psychologists have investigated risk tolerance for more than 50 years. Based on a large
body of knowledge and many studies, psychology tells us that risk tolerance is an aspect
of personality. It is a psychological trait, or a relatively enduring way one person differs
from another.
An individual’s risk tolerance influences the amount of risk he or she wants to take,
something CPA financial planners need to know to guide and counsel their clients.
However, assessing a psychological trait such as risk tolerance is not easy. Fortunately, a
scientific discipline known as “psychometrics” can help us do this.

Psychometrics and Trials
Psychometrics, a blend of psychology and statistics, provides a discipline for developing valid
and reliable tests and standards against which the bona fides of a test can be evaluated.
To meet psychometric standards, a test must go through rigorous development. In
usability trials, questions are created and tested on representative samples of the intended
population to see if the audience can understand and answer the questions.
Industry-standard risk questionnaires typically include questions that would fail usability
trials. For example, in questions about rates of return, the more informed will want to
know if the rates are before or after inflation, and any mention of “after inflation” in a
returns’ question is too difficult for most respondents.
The goal is to have a valid questionnaire. Having questions with high usability means the
planner does not need to be involved in explaining the questions. The questionnaire also
can be completed at the client’s convenience. In fact, the planner should not be involved
at all in explaining questions in order to avoid biasing the results.
Next, in norming trials, the questions are tested on further representative samples using
statistical criteria. The results are examined to determine if the statistical characteristics
of the questions and the scoring algorithm make sense. Questions that, at first, appear
insightful are often revealed to have little or no statistical value in differentiating one
respondent from another. Typically, question development requires multiple loops
through both trial processes.

Tests Must Be Valid and Reliable
In psychometric terms, a valid test measures what it claims to measure and a reliable test
measures consistently with known accuracy. The critical aspects of validity are content
validity and criterion-related validity.
If a test’s content is valid, the questions are seen to be very relevant by those with
expertise in the field. In a risk tolerance test, the questions address attitudes, values,
preferences, and decisions involving financial risk. In addition to questions that would
fail usability trials, industry-standard risk questionnaires also include irrelevant questions
relating to time horizon, stage of life, investment experience, and other areas. Although
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these are matters a planner should explore, they are not germane to risk tolerance and
including them in a risk tolerance questionnaire will cause an invalid result.
For criterion-related validity, respondents’ behavior must be consistent with the strength of
the psychological trait. With risk tolerance, the criterion would be actual behavior reflecting
risk-taking propensity, for example, the percentage of stocks owned within a portfolio. If
the criterion is collected at the same time the test is administered, it is called concurrent
validity. If it does not materialize until some later time, it is called predictive validity.
Let’s now look at reliability. The score on any test consists of two parts, a true score and
an error (test score = true score ± error of measurement). All tests have some margin
of error, so it is a matter of degree. Reliability can be considered as the correlation of
the true score to the test score. In other words, reliability tells us what percentage of the
test is nonerror.
If the error component is large, then the test is unreliable and will fail to give consistent
results from one testing to the next, even if the client’s risk tolerance has not changed.
The error generally comes from sources in the test itself, such as ambiguous wording.
With everything else being equal, the more questions asked, the more reliable the test
becomes. For satisfactory reliability, the correlation should be .8 or greater. For industrystandard risk questionnaires, the correlation is typically ~.4, which leads to gross errors.
Psychologists divide behavior into cognitive (intellectual) and affective (emotional) domains.
Risk tolerance falls into the affective domain. Years of research shows it takes typically more
than 20 questions to reliably assess affective traits than cognitive ones.

What Will Clients Think?
Although clients need no persuading that it is important for planners to have an accurate
understanding of their risk tolerance, they may need some encouragement:
●●

Surveys of respondents show they consider it a worthwhile exercise, which leads
to a better understanding of themselves (and, in couples, to one another) in
relation to financial risk.

●●

A valid, reliable, 20-question psychometrically designed test will really only take
about 15 minutes to complete.

●●

A psychometric risk tolerance test should be a bright spot in the otherwise
somewhat burdensome initial fact-finding experience.

“Know the client” has always been a cornerstone of financial planning. Knowing the
client’s risk tolerance is an essential component of that obligation, and even more so in
a fiduciary environment. Although it might seem unconventional, a psychometric test
ensures that a valid, reliable, and accurate assessment is made, allowing the planner to
provide more informed advice and service.
In the next article in this series, the shortcomings of industry-standard approaches to
assessing risk tolerance will be examined. For the present, independent studies show
planners who use an industry-standard approach make disturbingly inaccurate estimates
of their clients’ risk tolerance. The errors are so large that planners would be more
accurate if they made no attempt at all to assess a client’s risk tolerance and simply
assumed everyone was average.
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Five Things You Must Do Now to Grow
Your CPA Wealth Advisory Practice

PFP Center Website Log In
Instructions: pfp.aicpa.org
1. Visit aicpa.org/pfp.

By John J. Bowen Jr.
We are living through a time of almost unprecedented market volatility and disruption.
Many financial advisers are content with simply waiting out the storm, believing they will
do well to just survive. These advisers couldn’t be more wrong.
Today, our clients need us more than ever. Financial advisers who do not communicate
in a meaningful way to address client concerns will find those clients looking elsewhere
for what they need. In fact, according to a survey conducted by Prince and Associates,
Inc., four out of five affluent investors plan to take assets away from their current
advisers due to dissatisfaction with inadequate advisor service.

2. Click on “sign in” at the top of the
page.
3. You’ll be prompted for your username
& password. If you have forgotten
either one, there are links for you
to reset. A “remember me” button
prevents you from having to log in
each time you visit the site.

As a client-centered wealth adviser, you have a once-in-a-lifetime opportunity to capture
a share of those dissatisfied clients by working in an extremely systematic way. Empirical
research on adviser best practices conducted by CEG Worldwide, LLC, with elite wealth
managers identified five steps you can take right now to substantially grow your business
through this volatile period.

1. Maintain a Positive Focus
Maintaining a positive focus is about being successful and focusing on exactly the right
things that will make a significant difference for your practice and clients.
Your overarching aim should be to build a simple wealth advisory business in which you,
as an elite adviser to affluent individuals, become indispensible to your clients. You want
your practice to run smoothly and provide a world-class experience to your clients. As
a result, you will be recognized as an expert at serving your target market, making it far
easier to attract new clients from that market.
Don’t confuse activity with effectiveness. Think of yourself as an entrepreneur. This will
force you to focus solely on the actions that directly contribute to building your business.

2. Conduct Rediscovery Meetings to Get Immediate
Results
During these times of market turmoil, some financial advisers avoid contacting
their clients. Advisers don’t want to face uncomfortable questions about portfolio
performance.
You should do the exact opposite.
Now is the time to reach out to your clients to reconnect and schedule rediscovery
meetings. At these meetings, work with each client to create a “total client profile,”
one page that provides key details in seven important areas of the client’s life and
finances:
●●

Values. What is important to the client about money?

●●

Goals. What are the client’s most important goals and dreams?

●●

Relationships. Who does the client care about?

●●

Assets. What are the client’s assets?

●●

Advisers. Who are the client’s other professional advisers?

PFP Planner
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●●

Process. How does the client like to work with his or her advisers?

●●

Interests. What does the client enjoy doing?

More than likely, this rediscovery will uncover new ways in which you can assist
your clients. This process will reassure your clients that you fully understand them as
people and are addressing their financial lives, which is just as important during this
uncertain period.

3. Provide a Second Opinion Service
Let your clients know you will provide any of their business associates, friends, and
family members with a complimentary second opinion on their finances. Ask for those
individuals’ names and contact information, and then follow up directly with them to
schedule an introductory discovery meeting.
This service is not magic, but it is one of the most effective ways we know for bringing
in qualified clients. Even though many clients today are dissatisfied with their financial
advisers, they don’t always know where to go for a second opinion. When these
individuals receive your advice, they get the opportunity to experience your discovery
process and client-centered approach. CEG Worldwide, LLC, research indicates this type
of experience is something most affluent investors have never experienced. As a result,
this approach makes it very comfortable for prospects to transfer assets to you.
Many financial advisers hesitate to ask clients for referrals. Advisers think they are
somehow asking clients for something the clients would rather not give. Actually, just the
opposite is true! Just as you like sharing with friends the names of books or movies you
enjoyed, your clients will want to share with their friends the top-notch wealth advisory
experience they are receiving from you.
However, you need to position this correctly. You are not requesting referrals, but
rather providing a valuable service that will help their friends and colleagues ensure they
are making smart financial decisions in today’s climate.

4. Create New Opportunities Through Centers of Influence
Interviews
If you want to move up market to serve more affluent clients, reaching out in a
systematic way to key individuals in your target market is one of the best methods.
Identify 10 individuals who have a high degree of influence in the target market—
the movers and shakers who know all the key people and whom others look to for
leadership. If your practice focuses on executives in high tech industries, for example,
centers of influence might include industry association leaders, CEOs of the leading
companies, and editors of industry publications.
Set up meetings with these individuals to interview them. Ask about the top concerns
and challenges of their communities and opportunities to address them. These interviews
will give you insights on your target market you never had before. This information will
help you to devise new marketing approaches, identify new organizations, and gain new
access to highly qualified prospects.
Many financial advisers waver on taking this step because they wrongly assume the
centers of influence are unwilling to spend their time talking with them. However, make
your goal clear to the center of influence. You want to gather key information about their
community that will allow you to assist members of that community. Once understood,
we find that most centers of influence are more than willing to help.
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5. Develop Powerful Strategic Alliances
According to CEG Worldwide, LLC, research, more than 50% of referrals for affluent
individuals—those with more than $1 million in investable assets—come from other
professionals. This makes building strategic relationships with other professional advisers
one of the most effective actions you can take to grow your business.
These strategic alliances can be with any professional adviser who serves your target market,
including estate planning attorneys, high end insurance specialists, or business brokers.
Within your own accounting firm, leverage the relationships you have to better serve
the firm’s clients. You want the key accounting partners to fully embrace what you do
to send qualified clients your way. By far, the best way to do this is to get these partners
to go through your wealth advisory process themselves so they experience your service
first hand.
Assuming both you and the managing partner agree that a strategic alliance would
support your common goals, meet with all the key partners for a brainstorming meeting
to obtain their buy-in and create a strategic action plan to work on together. Try these
three steps:
1. Conduct a pilot program in which the accounting partners refer 10 qualified
clients to your service.
2. Create a campaign to offer your second opinion service to tax clients during tax
season.
3. Conduct a series of exclusive educational client events where you and other
experts in your target market make presentations on the financial challenges of
greatest concern to clients.
Through these five actions, you not only will enjoy a significant boost in practice growth,
you will further ensure your clients are getting the assistance they need right now to
have financial peace of mind.
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