A. DUTIES OWED TO CLIENTS, 5. DISCLOSE AND MANAGE CONFLICTS OF INTEREST:

3: THE DUTY TO DISCLOSE MATERIAL CONFLICTS OF INTEREST
WHEN RECOMMENDING A PRODUCT ISSUED BY AN AFFILIATE
Olivia, a CFP® professional, identifies three single premium annuities that will best meet the needs of her Client, Michael.
One of the three annuities Olivia identified is issued by a life insurance company (DEF Mutual, Inc.) that is affiliated with
Olivia’s firm (DEF Advisers, Inc.). While Olivia will receive the same compensation if Michael purchases any of the three
annuities, her firm and her firm’s affiliate will receive an additional economic benefit if Michael purchases the DEF Mutual
annuity.

QUESTION:
How should Olivia proceed?

RESPONSE OPTIONS:
A. Olivia should disclose to Michael that one of the insurance companies is affiliated with her firm and that if Michael
purchases an annuity from that insurance company, Olivia’s firm and an affiliate of Olivia’s firm will receive an
additional economic benefit on that transaction.
B.

Olivia should assume that, because the insurance company and Olivia’s firm have the same name, Michael recognizes
that they are affiliated and that Olivia’s firm or the affiliate will receive an additional economic benefit, with the result
that no further disclosure is required.

C.

Olivia should avoid recommending annuity contracts that are issued by the affiliated company.

Best Response: Response A is the best response. This case involves the Duty to Disclose and Manage Conflicts of Interest
(Standard A.5.) and the definitions of Conflict of Interest and Material (Glossary).
A CFP® professional must make full disclosure of all Material Conflicts of Interest with the CFP® professional’s Client
that could affect the professional relationship. The Duty to Disclose a Conflict of Interest requires the CFP® professional
to provide the Client with sufficiently specific facts so that a reasonable Client would be able to understand the CFP®
professional’s Material Conflicts of Interest and the business practices that give rise to the conflicts, and either give
informed consent to such conflicts or reject them. One way in which a Conflict of Interest occurs is when a CFP®
professional’s interests (including the interests of the CFP® Professional’s Firm) are adverse to the CFP® professional’s duties
to a Client. Information is Material when a reasonable Client or prospective Client would consider the information important
in making a decision.
In this case, the affiliation between Olivia’s firm and the insurance company that issued the annuity, and the fact that Olivia’s
firm and an affiliate of Olivia’s firm will receive an additional economic benefit if Michael purchases an annuity from that
insurance company, are Material Conflicts of Interest. As a result, Olivia must make full disclosure of the potential additional
economic benefit that will result if Michael purchases the annuity from the affiliate and obtain Michael’s informed consent to
the Material Conflict of Interest before or when recommending the annuity issued by the affiliate.
Response B is not the best response because it is not reasonable to assume that Michael understands the conflict solely
from the fact that the names of the firm and the affiliate are similar.
Response C is not the best response because if DEF Advisers’ affiliation with DEF Mutual, and the additional economic
benefit, are fully disclosed and informed consent is obtained, Olivia may manage the conflict through business practices
reasonably designed to prevent the Material Conflict of Interest from compromising her ability to act in the Client’s best
interests. Here, for example, Olivia has analyzed the annuities that are available to Michael, and she may recommend the
annuity issued by DEF Mutual if she concludes that the annuity is in Michael’s best interests.
Relevant Standards and Definitions: Disclose and Manage Conflicts of Interest (Standard A.5.); definitions of Conflict of
Interest and Material (Glossary).
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