HOW INVESTORS CAN PROTECT THEMSELVES AND

INCREASE THE CHANCES OF REACHING THEIR FINANCIAL GOALS

The following list describes 10 easy things that you can do to ensure that you have selected the right broker for you and to make sure that your broker does his or her job to protect your financial interests.  Your broker should always provide you with information so that you can stay involved in the process and you should regularly ask your broker questions about your account and contact your broker’s boss, the branch manager to get answers and action if you are not satisfied with the broker’s response.  


1)
Know Your Broker - If your life savings, college funds for your children, and a secure retirement are important to you, don’t give your money to a broker that you don’t know.  Check him out carefully!  With a new broker, ask friends, get referrals, and also look the broker up on the NASD website, at www.NASD.com, under “NASD Broker Check.”  Under the NASD’s Broker Check, you will learn whether the broker has had a number of customer complaints, suits, or been disciplined.  The vast majority of brokers have never had any type of customer complaint or lawsuit filed against them.  If the broker you are researching does, maybe it’s a good idea to invest your money elsewhere.  Remember the time you spent researching your new car, computer, digital camera or TV?  Isn’t you financial security worth at least the same effort?  


2)
Get a Second Opinion - If you have concerns about your account or just don’t know whether you are doing well or not, get a second opinion.  Some brokers have additional training and are Certified Financial Planners (CFPs).  CFPs should be able to look at all your accounts, your other assets, including your life insurance, disability and long-term care policies, real estate holdings, tax returns, annual income and retirement plans and tell you whether or not you are on track.  In order to locate a CFP, go to the following websites:  Financial Planning Association, www.fpanet.org, American Institute of Certified Public Accountants/Personal Financial Planning Division, www.aicpa.org.  The Certified Financial Planner Board of Standards website, www.pueblo.gsa.gov/cic-text/money/financial-planner/10questions, also provides specific questions to ask when interviewing financial planners.


3)
Ask for Copies of Your Account Opening Document - Documents were completed when your account was opened that state your investment objectives and risk tolerance.  Most clients are not given these documents and most monthly statements do not contain this information.  These documents limit the types of investments your broker can recommend to you.  The broker is required to invest your money according to your stated investment objectives and risk tolerance.  Get these documents and ask your broker if the investments match your objectives and risk tolerance.  If they don’t, tell the broker to make changes.  


4)
Is Your Stated Risk Tolerance Correct? - Once you get your initial account opening documents you can see whether those documents accurately set forth your risk tolerance.  Far too often, something gets lost in the translation when an investor opens a new account and provides his or her information to the broker.  Many investors believe they’re conservative, but the account documents state that they are “moderate” or even “aggressive,” and in all likelihood that’s how the account is being invested.  Risk tolerance is an individual’s willingness to suffer losses in order to, hopefully, get gains.  If you can’t stomach large swings in your retirement savings, let your broker know and get your paperwork changed so the broker can’t recommend that you buy volatile investments beyond your risk tolerance.  


5)
Are Your Stated Investment Objectives Correct? - Just like risk tolerance, the broker must recommend to you only investments which are consistent or suitable for your stated investment objectives.  Are you interested in growth, aggressive growth, or even speculation?  How about preserving your principal, or earning income?  Maybe you would like a combination of some of these objectives.  Make sure the broker understands what your objectives are and records them properly so that he can only recommend investments consistent with your individual and personal objectives.  This will also help to ensure that his supervisors can make certain that he invests your funds appropriately for you.


6)
Have There Been Any Changes in Your Life Which Require Your Risk Tolerance and Investment Objectives to be Adjusted?  - Assuming your risk tolerance and investment objectives were correct when you opened the account, they may not be years later.  Have you retired and no longer have any income?  Have you become disabled?  Do you now have kids and need to think about college tuitions?  Discuss significant life changes with your broker and ask your broker if those changes require an adjustment to your portfolio.


7)
Is Your Account Properly Balanced Between Stocks, Bonds and Cash? - Dividing your portfolio between stocks, bonds and cash is a way to reduce risk.  When bonds go up, stocks generally go down.  As a rough rule of thumb, bonds are less risky than stocks, but over a longer period of time stocks generally have better returns than bonds.  Some financial advisors suggest that as you grow older, the percentage of bonds in your account should increase and be calculated as a percentage of your portfolio to your age.  This is generally referred to as "asset allocation".  For example, a 50-year old might have 50% in bonds, whereas a 70-year old might have 70% in bonds.  Some monthly account statements have pie charts which set forth the percentage in stocks, bonds and cash in a clear and easy manner to read.  Most account statements do give a breakdown of asset allocation in some fashion.  Look at your statements and figure it out or ask your broker to do it for you and tell you whether the asset allocation is proper for you.


8)
Is Your Account Over-concentrated in a Particular Industry or Sector? - Why did so many investors lose so much money in their accounts from 2000 to 2002?  In addition to not having a proper asset allocation, many accounts had the stock portion of the portfolio over-concentrated in technology and telecommunications.  This exposed the account to a much higher level of risk and violated the common sense rule of “not putting all your eggs in one basket.”  Ask your broker to explain why he or she increased the concentration in one or more sectors in your account beyond that which was indicated by the brokerage firm itself.  If it seems that there is an over-concentration in one or more sectors in your account, ask your broker to explain why that was done.  


9)
Don’t Assume Your Broker is Watching Your Account on a Regular Basis - Do you assume that even when your broker is not recommending you buy or sell a security, the broker is regularly watching your account to protect you?  If so, you may be sadly mistaken.  When they’re sued over account losses, the brokers and brokerage firms traditionally argue that they have absolutely no duty to monitor your account on a regular basis, but have only a limited duty when recommending purchases and sales of securities.  Not surprisingly, brokerage firms and brokers don’t advertise that particular piece of information.  That is why you must look at your account statements and regularly call your broker and force your broker to go over your holdings and your returns.  In that way, you can be sure the broker is looking at your account.  


10)
If You Have Any Concerns, Call the Branch Manager - Your broker is supposed to be supervised by his or her boss, the branch manager.  The branch manager is obligated under specific regulations to review each of your broker’s trades on a timely basis, and to review your entire account at least once a year.  If you went to a department store and were not satisfied with the service provided by the salesman, wouldn’t you ask to see the store manager?  Do the same when it comes to your financial security.  If you have any questions about risk tolerance, investment objectives, asset allocation, or potentially over-concentrated positions in a sector or industry, call the branch manager and get an answer.  


For other helpful resources for Pennsylvania investors go to the Pennsylvania Securities Commission website at www.psc.state.pa.us.  Look under the investor education section, “brochures.”  Some of the more useful sections are “10 Dos and Don’ts for Investors,” “Fraud Aimed at Older Americans,” “Unsuitable Investments,” and “Fraud and Abuse in Financial Planning.”


For New Jersey investors go to the New Jersey Bureau of Securities, www.state.nj.us/lps/ca/bos.htm and look under “Information for Investors” and “Investor Protection Topics.”

For more information, please contact Joel D. Feldman, Esquire at (866) 735-2792.

