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What You Don’t Know Can Hurt Your Clients 
What You Think Can Be Private Is Not 
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Executive Summary 
 
I help stockbrokers and investment advisors protect their reputations, their careers, and their 
ability to continue working in their chosen field. 
 
To the unschooled eye, my work may appear to be limited to investigations and actions, general 
compliance counseling and industry-related arbitration.  But, what I am really doing is saving the 
lifestyles of my clients by protecting their reputations and their right to earn a living.  I have also 
been able to help save the reputations of some of my fellow lawyers who practice in areas 
outside of this unique niche, because what they didn’t know about the unique nuances of the 
financial field could have hurt their clients, and themselves as well! 
 
Non-securities lawyers make many mistakes when trying to represent financial services 
professionals in regulatory investigations and actions, general compliance counseling or 
industry-related arbitration matters.  But, that is not what this article is about.   
 
Instead, my goals are to help non-securities lawyers: 

• Spot the common ways in which regulatory issues creep-into other seemingly unrelated 
areas of representation 

• Identify the telltale signs when it is time to call a securities lawyer for a second opinion 
when representing financial services professionals.2  

• Protect brokers’ reputations and those of lawyers as well.   
 
To Disclose or Not To Disclose? That is the Question  
 
Individuals involved in the financial industry can run afoul of regulations pertaining to disclosure 
in a variety of ways, even when they are dealing with matters that seem unrelated to the 
securities world and do not involve industry sales practice issues.  A significant number of these 
problems stem from failing to make mandated disclosure of reportable events.   
 
You might expect that brokers and advisors would understand their own disclosure obligations.  
But, many do not, or are confused about the practical application of the rules.  Many non-
securities lawyers discover too late that trusting their clients to know their professional 
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obligations is expecting too much.  For many financial professionals, there seem to be too many 
rules and regulations.  That is when their lawyers need to call people like me. 
 
Disclosure is King.  The cornerstone of securities regulation – that is the regulation of the 
investment products and the folks engaged in the sale of such items – is disclosure.  Disclosure 
about the nature and type of the investment, along with its features, risks, and other material 
information must be provided pursuant to a series of rules and regulations. Disclosure as to the 
personal information of brokers is also required, and many of these disclosures become public 
record and readily distributed to the public by national and state regulators.  For these reasons, 
determining whether disclosure is required, and how it should be made, are very important to 
help protect the reputation and careers of those involved in the industry.   
 
When a broker first enters the industry, he or she completes a Uniform Application for Securities 
Industry Registration or Transfer, referred to as a Form U4.3  The Form U4 contains all the basic 
identifying information about the broker including addresses, date of birth, employment history, 
professional designations and certifications, as well as information about certain criminal history, 
civil litigation, personal financial information, and regulatory actions, among other things.  Even 
after initially registering, the broker must continue to keep the Form U4 current, by way of 
timely amendments.  Generally, amendments are timely if made within 30 days.  This disclosure 
deadline should be added to the checklist for any lawyer representing a financial services 
professional in their practice area.  Disclosure obligations could be triggered, for example, in 
situations as innocuous as real estate lawyers helping a broker buy or sell a home, family law 
attorneys who may negotiate when a financial services professional will or will not reside in the 
family home, or bankruptcy lawyers helping a broker file for bankruptcy or settle claims with 
creditors. 
 
When material information is not disclosed on the initial Form U4, or when it is not amended to 
disclose a new event, significant problems can develop that can effectively cost the broker his or 
her career.  If you have a client who is found to have willfully failed to disclose material 
information on the Form U4, then he or she is statutorily disqualified from being associated with 
a broker-dealer or a registered investment adviser4, meaning that they are out of work.  At the 
very least, even if your client is cleared this can be a costly, embarrassing, expensive and nerve-
wracking experience. Forget about the “reasonableness” standards you may rely upon in many 
other arenas.   In the context of these Form U4 disclosures, willfulness, under current statutes 
and SEC and FINRA decisions, can be found to exist in most situations, and does not have to 
relate to an actual intent to fail to disclose or conceal the information.5  Because of this, it is 
nearly always necessary to consult a securities regulation practitioner whenever you believe your 
client might have a disclosure issue. 
 
Some of the more common disclosure issues I have observed over the years are below, broken 
down into different practice areas.  This is not an exhaustive list and certainly not a full 
discussion of all of the related issues, but this will give non-securities lawyers a primer on some 
of the basic disclosure issues that can arise in their practice areas.   
 
Criminal Matters: When a broker is charged or convicted of certain crimes, significant 
problems can arise. Brokers are required to disclose whenever they are charged6 with any felony, 
and whenever they are convicted of any felony, as well as whenever they plead guilty or nolo 
contendere to such charge.  Also disclosure must be made whenever they are charged with 
misdemeanors involving investments or an investment-related business or any misdemeanor 
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charge involving fraud, false statements or omissions, wrongful taking of property, bribery, 
perjury, forgery, counterfeiting, extortion, or a conspiracy to commit any of these offenses, and 
must also disclose whenever they are convicted of any such charge, or have plead guilty or nolo 
contendere.7  A significant practice point is that whenever one of these professionals are charged 
with any felony, or a misdemeanor involving conduct on the list above, or have been convicted 
or sentenced under any statute (including deferred adjudication and first offender-type statutes) 
careful attention must be made to make any reportable disclosures.  Further, care must be taken 
to resolve the charges as favorable as possible to avoid a statutory disqualification as discussed 
below.  This may mean seeking a plea to a lesser charge or to an alternative charge that won’t 
trigger a statutory disqualification.  

A broker will be statutorily disqualified from being associated with a broker-dealer or investment 
adviser for a period of ten years if convicted of any felony or of one of the specified 
misdemeanors (or other misdemeanors that involve conduct on the list above).8  Importantly, 
with respect to stockbrokers, FINRA often takes the position that the broker is convicted for the 
purposes of the securities laws when the broker is completing a sentence pursuant to a deferred 
adjudication or first offender type statutory scheme even where the court does not enter a 
conviction on the record.9  This is certainly state-specific and the position of the regulators can 
change based on the specific language in the particular deferred adjudication statute and on the 
language of any actual orders entered by the court. Obviously these types of resolutions may be 
advantageous from a criminal law perspective but can be problematic with respect to the broker’s 
career.  As such, it is always best to consult a securities practitioner to understand how a possible 
plea arrangement might affect the broker or adviser’s career and ability to work following entry 
of a plea and sentence.  A “win” in the criminal courtroom might have a devastating affect on the 
broker’s career if disclosure and disqualification issues are not thoroughly addressed before the 
case is resolved. 

Final thoughts on criminal matters:  (1) the criminal history disclosure questions use the word 
“ever” even though other questions on the Form U4 have much shorter time periods; (2) 
disclosure obligations also apply to organizations under the control of the broker if such 
organization is charged with a felony or a misdemeanor involving certain conduct, convicted of 
such crime, or has plead guilty or nolo contendere to such charge;10 and (3) anything above a 
simple traffic matter, including something as simple or routine as bad check or shoplifting 
charges, can have a significant affect on a broker’s career and needs to be handled extremely 
carefully. 

Bankruptcy and Compromises with Creditors:  A broker does not become disqualified 
because he or she files for bankruptcy, but, the broker has an obligation to promptly report the 
bankruptcy filing on the Form U411, and the disclosure will be publicly available through 
FINRA’s BrokerCheck or the SEC’s IARD systems as well as through disclosure reports offered 
by certain state regulators. This can create reputational problems for the broker and can also be 
an obstacle to overcome in dealing with prospective clients who see the disclosure.  In addition 
to disclosure of personal bankruptcy, brokers have an obligation to disclose bankruptcy matters 
relating to organizations/entities under their control.12  Brokers get into trouble with respect to 
bankruptcy issues when they fail to timely disclose – or fail to disclose at all – the bankruptcy 
filing.  If a willful violation is found, then the broker is statutorily disqualified from being 
associated with a firm, even though there would not have been a disqualification merely for 
filing the bankruptcy. 
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For brokers in financial straits trying to avoid bankruptcy and instead seeking to compromise 
claims with creditors, disclosure is also required.  The Form U4 requires disclosure whenever the 
broker has made a compromise with creditors.13 Guidance on the definition of a “compromise 
with creditors” is not plentiful, but one FINRA case has noted that “creditors” is used in the 
plural form on the U4, and a single compromise with a single creditor does not trigger the 
disclosure obligation.  There seems to be no doubt, however, from this decision that disclosure 
could be required when a broker compromises claims with multiple creditors in a fashion similar 
to a “workout” so as to avoid a bankruptcy filing.14  Accordingly, when dealing with these 
situations, securities counsel should be consulted.   
 
Civil Litigation: Civil litigation in which brokers are involved is not necessarily reportable.  
Typically, the only litigation that requires disclosure pursuant to federal rules are where the 
litigation is investment-related and consumer-initiated and where the matter was settled for 
$15,000 or more or there was an award or judgment against any named party for any amount.  In 
addition, disclosure may be required where there are allegations of sales practice violations and 
damages are alleged to be more than $5,000 or there are allegations of conversion or misuse of 
funds, or forgery or theft.15 Arbitration and civil litigation among industry members, but not 
retail or institutional investors, is typically not required to be disclosed absent some other factor.  
In the context of litigation against the broker, the brokerage firm is typically named as a 
defendant or respondent in addition to, or in lieu of the broker, and the firm should determine 
whether U4 disclosure is required in these situations, but a wise broker will focus on the 
disclosure issue as well, since it is his or her registration on the line.  Particular attention is 
necessary when the broker is named in the litigation and his firm, or former firm, is not.  While a 
non-investment related civil litigation may not be reportable, unsatisfied liens and judgments are, 
as discussed below.  Regardless the type of litigation, it is always wise to evaluate whether the 
matter is reportable, and if so, then determine how best to disclose the matter and to do so timely 
to avoid consequences for an untimely disclosure. 
 
One final point in civil litigation: disclosure is required whenever a court enjoins a broker in 
connection with any investment-related activity or makes a finding that the broker violated any 
investment-related statute or regulation.16  And, brokers must also disclose pending matters that 
might subsequently result in the broker having to disclose one of these matters in the future. 
 
Liens and Judgments: Closely connected to the topic of civil litigation is the existence of 
unsatisfied liens and judgments.  Whatever the cause of the lien or judgment, if they are 
unsatisfied, brokers must disclose them on their Form U4.17  I have often seen disciplinary issues 
against brokers who had failed to report the existence of tax liens against them by the IRS or 
their state taxing authority.  The liens themselves do not disqualify the brokers from being 
registered, but the failure to disclose can have devastating consequences to the broker’s career. 
 
Business Matters: Stockbrokers have a duty under FINRA rules to disclose to their broker-
dealer any outside business activities in which they participate.  An outside activity includes 
employment where compensation is paid, and it also includes ownership interests in companies, 
service as an officer or director for other entities, and the like, even when there is no 
compensation that flows to the broker, and even when the business is not investment-related.  
These disclosures are required for advisors on the Form U4 in response to Question 13, and also 
are typically required on internal disclosure forms for the broker’s employing firm. 
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Along these lines, a broker must be careful about involvement with business transactions, 
especially whenever a securities transaction occurs.  FINRA registered brokers are prohibited 
from participating in any manner in any securities transaction away from their broker-dealer, 
absent providing prior notice and receiving approval.  The penalties for being involved in 
“selling away” can be very significant.  This includes situations where a broker is not 
compensated, or acts merely as a finder for investors, etc.  The selling away rules and analysis of 
whether the transaction involves a security can be complex; to manage risk and avoid regulatory 
troubles, careful attention must be focused on these disclosure and approval issues before the 
broker gets involved in the transaction in any manner.  
 
Administrative Law / Regulatory Actions / Professional Licensing: The final areas to cover 
relating to major disclosure areas are administrative and regulatory actions, as well as 
professional licensing issues.  Brokers have an obligation to disclose regulatory action against 
them by federal or state regulatory agencies that are not related to the securities industry where 
there has been a finding made, among other things, that the broker made a false statement or 
omission, was involved in a violation of the agency’s regulations or statutes, imposed a civil 
monetary penalty or ordered the broker to cease and desist from any activity, or denied, 
suspended or revoked a registration or license.18  Also, brokers must disclose if their 
authorization to act as a lawyer, accountant or a federal contractor was suspended or revoked.19  
And, of course, brokers must disclose securities industry-related enforcement actions whether 
taken by the SEC, CFTC, FINRA, other SROs, or a state agency.   
 
Conclusion: A broker’s career may be significantly affected or derailed due to failure to disclose 
material events under securities industry rules and regulations for issues that seemingly have no 
bearing or relation to the securities industry.  Whenever you deal with a stockbroker or 
investment advisor, be especially sensitive to disclosure issues to help protect your client’s 
livelihood.  Likewise, damage to a lawyer’s reputation can easily occur when the lawyer fails to 
identify and address these basic disclosure issues of their broker clients.  The stakes for both the 
broker, and the lawyer, are simply too high for the disclosure matters to be ignored. 
                                                
1 Joel R. Beck is a securities regulation lawyer in Lawrenceville, Georgia and is the founder of 
The Beck Law Firm, LLC (www.thebeckfirm.com). A former securities regulator, his practice 
focuses on broker-dealer and investment adviser regulation and compliance matters.  Joel 
authors a blog on legal and compliance issues that can be found online at www.bdlawblog.com.  
This article is for general informational purposes only and is not legal advice for any 
particular situation.   
2 There are two regulatory schemes that govern stockbrokers and investment advisers.  
Stockbrokers, who are registered (licensed) with securities broker-dealers, are governed by the 
Securities Exchange Act of 1934 on the federal level, as well as various other industry rules and 
regulations on both a national and state level.  Investment adviser representatives, often called 
investment advisors, on the other hand are registered (licensed) with registered investment 
adviser firms that are registered with either the SEC or the states and are regulated by the 
Investment Advisers Act of 1940, among other things.  These two types of registrations are 
different and allow for different methods in which to conduct a financial services business.  
Some folks work and are regulated in both systems, and others are involved in only one.  The 
nitty-gritty of the differences and nuances of these two registration schemes is far beyond the 
scope of this brief article, though many of the disclosure obligations apply equally to brokers and 
advisors.  To keep it somewhat simple in this article, I’ll refer to these folks as “brokers.” 
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3 The current Form U4 is as of May 2009.  A sample can be found here:  
http://www.finra.org/web/groups/industry/@ip/@comp/@regis/documents/appsupportdocs/p015
112.pdf  
4 For disqualification definitions for broker-dealers, see Sections 3(a)(39) and 15(b)(4)(B) of the 
Securities Exchange Act of 1934.  As to investment adviser representatives, see Section 203 of 
the Investment Advisers Act of 1940. 
5 “A willful violation under the federal securities laws simply means “that the person charged 
with the duty knows what he is doing.” It is not necessary to additionally find that Tucker "was 
aware of the rule he violated or that he acted with a culpable state of mind." A failure to disclose 
is willful under Exchange Act 3(a)(39)(F) if the respondent of his own volition provides false 
answers on his Form U4.”  In the Matter of Robert D. Tucker, Sec. Exch. Act Rel. No. 34-68210 
(November 9, 2012) citations omitted.   
6 Charged is a defined word for purposes of the Form U4, and generally means whenever a 
formal charge is made in a court of law such as through an indictment or a prosecutor’s filing of 
information to initiate a criminal case in court.  Being charged in this context is different from 
merely being arrested by a law enforcement officer.   
7 The criminal history disclosure questions are contained in Questions 14A(1) and 14B(1) of the 
Form U4.  These questions use defined terms and it is critical to review the questions together 
with the instructions for the Form U4 (that contain the definitions) to answer them correctly.   
8 For a more exhaustive list of disqualifying misdemeanors for investment adviser 
representatives, see Section 203 of the Investment Advisers Act of 1940. 
9 This is especially true under deferred adjudication statutes in which the judge makes a finding 
of guilt but defers further action in the case pending completion of the deferred adjudication or 
first-offender type program/sentence. 
10 See Form U4, Questions 14A(2) and 14B(2). 
11 See Form U4, Question 14K. 
12 See Form U4, Question 14K (2) and (3). 
13 See Form U4, Question 14K(1). 
14 Department of Enforcement v. Richard G. Cody, Disc. Proc. No. 2005003188901, Hearing 
Panel Decision 1/29/09.  Although the broker won this issue in this case, Enforcement took the 
position that any compromise with a creditor required disclosure.   
15 See Form U4, Question 14I  (4) and (5). 
16 See Form U4, Question 14H(1). 
17 See Form U4, Question 14M. 
18 See Form U4, Question 14D. 
19 See Form U4, Question 14F. 


