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Dealing with Vulnerable Clients  
in the Securities Industry

As retail clients’ age and laws evolve, their financial advisors 
face unprecedented risks that require rigorous internal controls. 
As a result of changing demographics and new legislation, the 
greatest risk to the stability of the securities industry today is the 
financial exploitation of vulnerable elderly retail clients. 

Vulnerable clients include, but are not limited to, those who are 
ill, elderly or retired. In particular, they are a subset of the adult 
population that is most susceptible to abuse and exploitation. 
Advanced age is an important benchmark inasmuch as it is 
associated with mental challenges, such as Alzheimer’s disease 
and dementia.1 For example, one of the early symptoms of 
Alzheimer’s is the inability to make sound financial decisions. 
Even ordinary skills, such as identifying and counting money, 
understanding debt and loans, conducting cash transactions, and 
paying bills may be compromised before mental impairment is 
diagnosed.2 

The decline in financial capacity among those with Alzheimer’s 
means that more American households will face difficulties 
making financial decisions3 and will be more susceptible to 
financial exploitation4. Currently, 5.4 million Americans are living 
with Alzheimer’s.5 By 2050, that number is expected to rise to 16 
million.6 

At the same time, the modes for retirement savings have shifted 
from employer sponsored retirement plans to privately managed 
investments.7 This shift has resulted in greater participation in 
the securities industry across all demographics, especially older 
Americans. The increased participation of older individuals 
highlights trends in financial exploitation. For example, the 
significant loss of savings by ordinary retail clients during the 
financial crisis left many without sufficient resources to fund their 
retirement.8 Now, many of those clients, especially the “baby 
boomer” generation are exposing themselves to heightened 
risk, i.e. by seeking higher yields and falling prey to “too good 
to be true” investment scams, hoping to recoup their losses 
and enhance their retirement nest eggs. Investors’ appetite 
for heightened risk poses suitability concerns because these 
investments, while fully disclosed, are often not necessarily 
understood.9 This dichotomy creates an opportunistic climate 
for financial exploitation of “baby boomers.” State lawmakers 

are trying to combat this phenomenon with legislation aimed 
at reducing acts of financial exploitation, specifically targeting 
individuals with close relationships to their victims.10

The financial exploitation of vulnerable retail clients poses 
significant risks to the securities industry and results in negative 
ramifications that are difficult to absorb. Most notably, those who 
financially exploit vulnerable clients may be subject to civil and 
criminal penalties. In addition, securities industry professionals 
also may be sanctioned through the imposition of civil or criminal 
penalties if they fail to report financial exploitation. Beyond the 
penalties levied by state statutes, clients who are exploited are 
unlikely to trust the securities industry in the future, and their 
savings will become financially unproductive.11 The securities 
industry, as well as its clients thus lose the opportunity to 
maximize their investment returns.

In the traditional sense, the buying and selling of securities 
requires that securities industry professionals follow the client’s 
directions.12 The securities industry professional’s narrow duty 
is to fulfill the request with the correct product, price and 
volume. When the securities industry professional recommends 
securities transactions, including a recommendation to hold an 
investment, the suitability rule applies. Therefore, professionals 
must ascertain, through reasonable diligence, the clients’ 
investment profile and any other information the client may 
disclose in relation to the recommendation.13 When working with 
senior citizens, FINRA guidance provides that the investment 
profile and financial situation include the client’s life stage, 
income and expense needs,14 and the client’s healthcare needs15. 
The suitability requirement presents a tightrope that securities 
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industry professionals must walk. They must balance their duty to 
advise clients for marketplace success with their duty to protect 
against investments that are too risky in view of the client’s profile 
and goals. Achieving both goals will ensure that clients are 
satisfied with their securities industry professionals. 

If a securities industry professional fails to identify signs of 
impairment, serious implications will arise. On the other hand, 
a securities professional may risk losing an otherwise healthy 
client relationship if he or she prematurely files reports for 
potential mental or cognitive impairment where the client was 
simply experiencing a stressful day or was temporarily confused 
by a complex financial idea. The tension between failing to 
report mental or cognitive impairment and potentially losing 
a client through overzealous reporting is difficult to navigate. 
Nevertheless, securities industry professionals must remember 
that the client who lacks financial capacity and cannot provide 
informed consent for a transaction may present a case for 
financial exploitation. The reason is simple: while vulnerable 
clients have suffered financially as a result of their inability to 
understand the transaction, the securities industry professional 
has somehow benefited, i.e. through receipt of a commission 
or other compensation. To minimize potential liability, securities 
industry professionals must ensure that they have adequate 
information and knowledge about their clients, including 
their financial capacity and their ability to make an informed 
investment decision. 

There are many strategies that securities industry professionals 
can use to improve the manner in which they balance their role as 
advisors and their duty to protect their vulnerable clients. 

Create a NTM 07-43 Questionnaire 
Prepare a questionnaire for new clients tracking NTM 07-43 
requesting information about investment goals, income, health 
status, assets, etc.

Seek Client Updates on an  
Annual/Bi-Annual Basis 
Keep up to date with your client’s goals and financial situation by 
requesting updated account documents regularly.

Strengthen Vulnerable Client Guidelines 
Prepare guidelines to aid financial securities professionals 
to serve vulnerable clients with an emphasis on appropriate 
securities and concentration levels to protect investors.

Create Action Plans for Life Events
Consult with clients about their financial plans for changes in life 
events such as declining health, unforeseen expenses or change 
in marital status.

Document the Potentially Unsuitable 
Investment 
In the event that your client requests an unsuitable investment, 
document the request and any advice you provide regarding 
the security. In the event of a lawsuit or regulatory event, 
documentation will demonstrate that the client made a decision 
despite advice that the investment was unsuitable.

Supervise Client Accounts for Signs  
of Exploitation
Monitor client accounts for exploitation from third parties and 
focus on large or irregular withdrawals as well as unsuitable 
purchase or sale of securities.

Train Personnel to Work with Vulnerable 
Clients 
Invest in training for representatives and other financial securities 
professionals on working with vulnerable clients with emphasis on 
suitability as well as skills to engage with ill or elderly clients who 
may experience physical or mental deficiencies.

Guidelines for Escalation Action Plan
Prepare action plans to escalate supervision of accounts if signs 
of diminished capacity present themselves.

Develop a Senior Docket 
Maintain a list of civil and regulatory actions against financial 
professionals involving senior and vulnerable clients.

FINRA has recently recognized that clients that are being 
financially exploited often direct securities industry professionals 
to fulfill transactions that contribute to their exploitation. When 
a client requests that a securities industry professional complete 
a transaction, the financial professional is typically required to 
follow the client’s directives. NTM 15-3716 and proposed rule 
2165 seek to solve the tension between acting in the client’s 
best interests and the duty to follow the client’s directions. Rule 
2165 would permit “qualified persons”, including broker dealers, 
who believed that financial exploitation is occurring to place a 
temporary hold on disbursements of funds or securities from 
the accounts of individuals 65 years or older or individuals 18 
years or older with mental or physical impairments that render 
him or her to protect their interests. If a securities industry 
professional places a hold on an account, they would be required 
to immediately initiate an internal review and provide notice to 
all parties with authority over the account as well as a trusted 
contact person, if available. The rule would also provide a safe 
harbor for holding transactions against a client’s orders. In this 
way, FINRA would allow the securities industry professional to 
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investigate the situation and inform parties with authority and/or 
influence over the account of suspected exploitation without the 
fear of potential liability. 

In conclusion, the demographics of the American population are 
changing, and the laws are evolving with the aging population. 
It is, therefore, critical for securities industry professionals to 
identify the protections afforded to vulnerable clients and remain 
abreast of the new legislation establishing these protections. The 
securities industry should consider developing and implementing 
internal controls to full the requirements associated with the 
new protections. The proposed strategies and guidelines 
expressed in this article are set forth as a potential roadmap 
to assist the securities industry in decreasing the prevalence of 
financial exploitation of vulnerable clients and to mitigate their 
professional liability exposure when such situations arise. Read 
more on how Professional Liability coverage can help protect 
your firm, your reputation and your bottom line from any number 
of liability risks. 
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