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Item 2. MATERIAL CHANGES

The following is a summary of the material changes made to this Brochure on 
and since the last annual update that we made on March 27, 2015:

•	 �Commonwealth has updated the Advisory Business section to reflect  
the following:

–– �We have updated the number of advisors associated with 
Commonwealth’s broker/dealer to more than 1,900. 

–– �We have updated the number of advisors registered with 
Commonwealth’s Registered Investment Adviser as Investment  
Adviser Representatives to more than 1,800.

–– �We have added variable annuity portfolios within the Preferred Portfolio 
Services® (“PPS”) Select program. 

–– �We have added the PPS Direct Efficient Advisors Model Strategies 
program to Part 2A Appendix 1: The Wrap Fee Program Brochure.

•	 �Commonwealth has updated the Fees and Compensation section to reflect 
the following:

–– �We have modified our Revenue Sharing Arrangements as follows:
n �Commonwealth may enter mutual fund revenue sharing arrangements with 

fund families in which each fund family may pay either a) up to 30 basis 
points (0.30%) of the gross amount of each sale; b) up to 10 basis points 
(0.10%) of the gross amount of each sale, plus up to 10 basis points 
(0.10%) annually of the assets held at the fund family; or c) up to 13 basis 
points (0.13%) annually of the assets held in the fund family.

n �The number of no-load mutual funds offered through National 
Financial Services’ (“NFS”) “No Transaction Fee” program has 
increased to more than 2,600.

n �The following variable insurance companies have been added to the list 
of those variable insurance companies participating in Commonwealth’s 
revenue sharing program:

• Symetra

• Voya
n �Business development companies (“BDCs”) and closed-end funds have 

been added to the list of nonpublicly traded products.
n �Third-party asset manager (“TPAM”) program sponsors may pay 

Commonwealth additional compensation for marketing expenses, 
distribution allowances, due diligence, or other compensation of up to 
10 basis points (0.10%) annually on deposits or assets held at the 
TPAM program sponsor.

•	 �Commonwealth has updated the Types of Clients section to reflect the 
account minimum of $50,000 for the PPS Select DFA program.



You may request a copy of our current Brochure at any time, without charge, by 
calling us at 800.237.0081 or e-mailing us at FormADVPart2@commonwealth.com. 

Additional information about Commonwealth is also available via the SEC’s 
Investment Adviser Public Disclosure website at www.adviserinfo.sec.gov.  
The SEC’s website also provides information about any persons affiliated  
with Commonwealth who are registered, or are required to be registered, as 
investment adviser representatives of Commonwealth.
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Item 4. ADVISORY BUSINESS

A. About Us
Joseph S. Deitch founded Commonwealth, a broker/dealer, in 1979 as an outgrowth of his retail financial 
planning practice under the original name of The Cambridge Group. After the company began to prosper, 
Joe adopted the Commonwealth name in 1981 to reflect the company’s desire to foster the common good of 
our employees and advisors. Commonwealth has more than 1,900 advisors associated with its broker/dealer. 
Of those 1,900 advisors, more than 1,800 are also registered with Commonwealth’s Registered Investment 
Adviser as Investment Adviser Representatives. 

The principal owners of Commonwealth (each owning 25% or more of the firm) are Joseph S. Deitch, Chairman 
of Commonwealth, and the Matthew Fletcher Deitch 2010 Family Gift Trust, Joseph S. Deitch, Trustee.

When Joe founded Commonwealth, his desire was to create an open and supportive environment where 
professionals could be true to themselves and to their clients, follow their dreams, and grow to their hearts’ 
content. Joe structured Commonwealth as an independent contractor financial services firm with the goal of 
providing indispensable service to Commonwealth-affiliated financial advisors so that they, in turn, could 
provide the same level of indispensable service to their clients. To that end, Commonwealth acts as a “back 
office” to our advisors, providing operations; trading; technology; and compliance support, guidance, and 
oversight for both the advisors themselves and their clients. Commonwealth does not manufacture or sell 
proprietary products. Rather, Commonwealth’s advisors have the freedom to evaluate their clients’ individual 
financial objectives, risk tolerance, and investment time horizons and recommend only those products and 
services that they believe will help their clients meet their financial goals. 

B. Description of Services Available
Commonwealth’s suite of investment advisory services is known collectively as Advisor’s Choice. Advisor’s 
Choice is designed to accommodate a wide range of client investment philosophies and objectives. Through 
the Advisor’s Choice program, clients have access to a wide range of securities products, including, but not 
limited to, common and preferred stocks; municipal, corporate, and government fixed income securities; 
limited partnerships; mutual funds; exchange-traded products (“ETPs”); options and derivatives; unit 
investment trusts (“UITs”); and variable insurance products, as well as a wide range of other products and 
services, including a variety of asset allocation services. Commonwealth advisors may also offer advice related 
to direct participation programs, private placements, and other alternative investments, including, but not 
limited to, alternative energy programs, research and development programs, leasing programs, real estate, 
and pooled commodities futures programs.

Advisor’s Choice consists of advisory services programs offered through Commonwealth’s suite of Preferred 
Portfolio Services® programs (“PPS Program”), consulting services, and advisory services programs available 
through unaffiliated third-party asset manager (“TPAM”) programs.

Commonwealth is the sponsor of all of the following PPS programs:

•	 ��PPS Custom: The PPS Custom program enables the Commonwealth advisor to assist the client in 
developing a personalized investment portfolio using a variety of security types, including, but not 
limited to, stocks, bonds, mutual funds, exchange-traded funds (“ETFs”), UITs, and derivatives. The 
advisor typically acts as portfolio manager, with full investment discretion, although clients may also 
select a nondiscretionary PPS Custom account. 

•	 �PPS Select: The PPS Select programs offer a variety of model portfolios with varying levels of risk, 
ranging from primarily fixed income portfolios (e.g., bonds) to equity portfolios (e.g., stocks). The 
various models are created and managed by Commonwealth’s Asset Management team. The client’s 
advisor will help the client determine which PPS Select model(s) is best suited for the client based on  
the client’s risk profile, investment objectives, and preferences and will leave the actual investment 
decisions to Commonwealth’s Asset Management team. PPS Select offers mutual fund and ETF 
portfolios, fixed income portfolios, and variable annuity subaccount portfolios.
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•	 �PPS Direct: The PPS Direct program offers advisors’ clients access to a variety of model portfolios with 
varying levels of risk from which they may choose. They are not managed by Commonwealth; rather, 
they are managed by one or more third-party portfolio managers on a discretionary basis. PPS Direct 
portfolios may consist of mutual funds or ETFs, or they may be made up of individual equities and 
fixed income securities. There are four types of PPS Direct program accounts, which are broadly 
described as:

– �PPS Direct Mutual Fund/ETF: As the name suggests, these types of accounts may be allocated  
among mutual funds or ETFs. 

– �PPS Direct Separately Managed Account (“SMA”): A separate account strategy that invests in 
individual securities (e.g., stocks and bonds). 

– �PPS Direct Third-Party Fund Strategist (“Strategist”): A program that offers asset allocation 
models comprising mutual funds and ETFs provided by third-party money managers.

– �PPS Direct Unified Managed Account (“UMA”): Best described as multiple SMAs in a single account. 

Consulting services available include:

•	 �Wealth Management Consulting: Commonwealth advisors may provide advisory consulting services 
relating to securities and investments on a wide range of topics, including, but not limited to, comprehensive 
financial planning, budgeting and cash flow analysis, major purchases, education planning, retirement 
income/longevity planning, portfolio analysis, estate planning analysis, investment analysis, business 
succession planning, and fringe benefit analysis. Clients may engage Commonwealth advisors for consulting 
services on a negotiated hourly, flat, or fixed-fee basis. Fees may be paid at the time of service, in 
advance of service, or after service has been rendered. If fees are being charged on an hourly basis, they 
may not exceed $500 per hour.

•	 �Retirement Plan Consulting: Commonwealth offers its qualified advisors a fee-for-service consulting 
program whereby advisors may offer one-time or ongoing advisory services to qualified retirement plans. 
Clients may engage Commonwealth advisors for Retirement Plan Consulting services on a negotiated 
hourly, flat, fixed, or asset-based fee basis. The maximum annual account consulting fee, when stated as 
a percentage of assets, is 2% and is negotiable. Fees may be paid at the time of service, in advance of 
service, or after service has been rendered. If fees are being charged on an hourly basis, they may not 
exceed $500 per hour. Through the Retirement Plan Consulting program, qualified advisors may assist 
plan sponsors with their fiduciary duties and provide individualized advice based upon the particular 
needs of the plan and/or plan participants regarding investment management matters, such as:

–– �Investment Policy Statement support

––� Investment selection and monitoring

–– Overall portfolio composition

–– Participant advice programs

Commonwealth also offers advisors’ clients access to certain TPAM programs, which provide access to 
professional third-party money managers that are outside the scope of the PPS umbrella. Similar to Commonwealth’s 
PPS Direct program described above, TPAM programs offers advisors’ clients access to a variety of model 
portfolios with varying levels of risk from which they may choose. TPAM program accounts are not managed 
by Commonwealth; rather, they are managed by one or more third-party portfolio managers on a discretionary 
basis, and they may consist of a variety of different securities types, including stocks, bonds, mutual funds, 
and derivatives. Account minimums for unaffiliated TPAM program accounts generally range between 
$25,000 and $50,000. Commonwealth is not the sponsor of these TPAM programs.

Commonwealth may act in either a “solicitor” or “subadviser” capacity when it offers TPAM programs to 
advisors’ clients, as described below:

•	 �Solicitor: When acting as a solicitor for the TPAM program, neither Commonwealth nor your 
Commonwealth advisor provides advisory services in relation to the TPAM program. Instead, your 
advisor will assist you in selecting one or more TPAM programs believed to be suitable for you based  
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on your stated financial situation, investment objectives, and financial goals. Commonwealth and your 
advisor are compensated for referring you to the TPAM program. This compensation generally takes the 
form of the TPAM sharing a percentage of the advisory fee you pay to the TPAM with Commonwealth 
and your advisor. When we act as a solicitor for a TPAM program, you will receive a written solicitor 
disclosure statement describing the nature of our relationship with the TPAM program, if any; the terms 
of our compensation arrangement with the TPAM program, including a description of the compensation 
that we will receive for referring you to the TPAM program; and the amount, if any, that you will be 
charged in addition to the advisory fee that you will pay to the TPAM as a result of our referral of you 
to the TPAM program.

•	 �Adviser or Subadviser: Under an adviser or subadviser relationship between Commonwealth and the 
sponsor of the TPAM program, Commonwealth and your advisor will fulfill the role of an adviser or 
subadviser to you. We will provide you with portfolio management supervisory services with respect to the 
adviser or subadviser TPAM programs you select. That means that we will monitor the TPAM program’s 
performance, investment selection, and continued suitability for your portfolio and will advise you accordingly. 
Your advisor will help you determine your risk tolerance, investment goals, and other relevant guidelines in 
order to help you choose a TPAM program that appears to satisfy your investment needs.

The specific advisory program selected by the client may cost the client more or less than purchasing program 
services separately. Factors that bear upon the cost of a particular advisory program in relation to the cost of 
the same services purchased separately include, but may not be limited to, the type and size of the account, 
the historical and/or expected size or number of trades for the account, and the number and range of supplementary 
advisory and client-related services provided to the account.

Investment recommendations and advice offered by Commonwealth and its advisors do not constitute legal, 
tax, or accounting advice. Clients should coordinate and discuss the impact of the financial advice they receive 
from Commonwealth advisors with their attorney and accountant. Clients should also inform their advisor 
promptly of any changes in their financial situation, investment goals, or objectives. Failure to notify the 
advisor of any such changes could result in investment advice not meeting the changing needs of the client.

In some cases, an independent investment adviser may engage the investment advisory services of a Commonwealth 
advisor to manage a portion of the investment adviser’s client accounts within the PPS Custom program.

C. Individualized Services and Client-Imposed Restrictions
The investment advisory services provided by Commonwealth advisors depend largely on the personal 
information the client provides to the advisor. For Commonwealth advisors to provide appropriate investment 
advice to, or, in the case of discretionary accounts, make appropriate investment decisions for, the client, it is 
very important that clients provide accurate and complete responses to their advisor’s questions about their 
financial condition, needs and objectives, and any reasonable restrictions they wish to apply to the securities 
or types of securities to be bought, sold, or held in their managed account. It is also important that clients 
inform their Commonwealth advisor of any changes in their financial condition, investment objectives, 
personal circumstances, and reasonable investment restrictions on the account, if any, that may affect the 
client’s overall investment goals and strategies. 

In general, the client’s Commonwealth advisor is responsible for delivering investment advisory services to 
clients, and clients generally deal with matters relating to their accounts by contacting their Commonwealth 
advisor directly. 

D. “Wrap” Program
Most TPAM programs, as well as Commonwealth’s PPS Direct, PPS Select, PPS Custom TIAA-CREF, PPS 
Custom Variable Contract Subaccount Allocation, and Private Wealth Management programs, are considered 
“wrap fee” programs, in which the client pays a specified fee for portfolio management services and trade execution. 
Wrap fee programs differ from other programs in that the fee structure for wrap programs is all-inclusive, 
whereas non-wrap fee programs assess trade execution costs that are in addition to the investment advisory 
fees. For example, Commonwealth’s PPS Custom program is not considered a wrap fee program because 
clients generally pay trade-by-trade transaction costs that are in addition to the asset management fee.
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With the exception of Commonwealth’s PPS Custom TIAA-CREF and PPS Custom Variable Contract 
Subaccount Allocation wrap fee programs, the wrap fee programs available through Commonwealth are 
managed by third-party portfolio managers unaffiliated with Commonwealth, or, in the case of Commonwealth’s 
PPS Select programs, by Commonwealth’s own Asset Management team, rather than by your Commonwealth 
financial advisor. Wrap fee programs are managed in accordance with the investment methodology and 
philosophy used by the respective third-party portfolio manager or Commonwealth’s Asset Management 
team. On the other hand, Commonwealth’s wrap programs, PPS Custom TIAA-CREF and PPS Custom 
Variable Contract Subaccount Allocation, and non-wrap program, PPS Custom, are managed by your 
Commonwealth advisor in accordance with his or her own investment methodology and philosophy.

For the investment advisory services provided to you by Commonwealth and your advisor, Commonwealth 
and your advisor receive a portion of the investment advisory fee you pay when you participate in any 
managed account program through Commonwealth. Commonwealth receives a higher portion of the advisory 
fee you pay when you participate in Commonwealth’s PPS Select programs to compensate for Commonwealth’s 
portfolio management services provided by the Commonwealth Asset Management team. 

E. Assets Under Management
As of December 31, 2015, Commonwealth had $52,072,831,793.35 in assets under management (“AUM”), 
of which $51,342,577,251.81 was managed on a discretionary basis and $730,254,541.54 was managed on a 
nondiscretionary basis.

F. Program Choice Conflicts of Interest 
Clients should be aware that the compensation to Commonwealth and your advisor will differ according to 
the specific advisory program chosen. This compensation to Commonwealth and your advisor may be more 
than the amounts we would otherwise receive if you participated in another program or paid for investment 
advice, brokerage, and/or other relevant services separately. As a result of the differences in fee schedules 
among the various advisory programs and services offered by Commonwealth and your advisor, we may  
have a financial incentive to recommend a particular program or service over other programs or services.

Just as many Commonwealth advisors offer management fee discounts to their larger clients, Commonwealth 
offers its advisors administrative fee discounts based on their total PPS Program AUM. PPS administrative fees 
are deducted from the annual total account fee charged to the client and cover various costs associated with  
the PPS Program. As advisors grow their fee-based business within Commonwealth’s suite of PPS programs, 
Commonwealth’s economies of scale are shared with advisors by reducing the percentage amount of PPS 
Program administrative fees that would be charged to advisors. Commonwealth’s “Growing Advisor Program” 
was established for advisors who have accumulated assets in any of Commonwealth’s PPS fee-based programs. 
Advisors are offered discounts on the PPS administrative fee when they reach specified asset levels, starting at 
$10 million. Additionally, advisors with PPS AUM of at least $25 million qualify for an increased payout 
percentage on their PPS management fees, starting at 90% and rising to a maximum of 98%. These discounts 
in administrative fees and higher payouts provide a financial incentive for advisors to recommend one of 
Commonwealth’s PPS programs over other TPAM programs.

Item 5. FEES AND COMPENSATION

A. How You’re Charged and How We’re Compensated
Clients who elect to receive asset management services through one or more of Commonwealth’s PPS 
programs or TPAM programs will pay Commonwealth and their advisor for those services with an ongoing 
asset management fee based on a percentage of AUM. The maximum account management fee that can be 
charged in any Commonwealth managed account program is 3% annually and is negotiable. Certain 
managed account programs have lower maximum annual fee amounts, and fee schedules will vary among 
programs. In most cases, the annual account management fee is payable quarterly in advance and is computed 
as one-quarter of the annual fee, based on the AUM on the last business day of the previous calendar quarter. 
In limited circumstances, estimated quarter-end values of alternative investments provided by the product 
issuer may be used when calculating billable AUM. Certain managed account programs charge fees in arrears 
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and will have differing methods of computation. Please refer to the respective program description in this 
Brochure or to the respective client agreement for specific information about the maximum fee allowed, the 
varying fee schedules of each program, and the methods of fee billing for the program(s) you select.

All Commonwealth advisory program and service fees are negotiable between the advisor and client. In the 
event a client terminates an advisory agreement with Commonwealth and the advisor, any unearned fees 
resulting from advanced payments will be returned to the client. Likewise, in the event Commonwealth bills 
clients in arrears for services that have already been rendered, Commonwealth will prorate such fees up to the 
termination date of the advisory agreement.

Commonwealth generally offers two types of fee schedules for use in Commonwealth PPS Program accounts, 
which are generally referred to as “blended” schedules and “breakpoint” schedules.

Blended Schedule
A blended schedule looks at the account value and compares it to a set fee schedule. Based upon the value of the 
account at the end of the billing period, the fee schedule identifies specific portions of the account value to be 
charged at different fee rates. The total value of the account is compared against this schedule and, based on the 
account size, the different fee rates are blended to determine the total quarterly account fee for that period. 

For example, assume the following blended fee schedule:

Account Value 	 Fee
First $0–$50,000                        	 3% 
Next $50,000.01–$99,000.00       	 2.50% 
Next $99,000.01–$250,000.00    	 2% 
Next $250,000.01 and above       	 1.50%

Also, assume that the account value at the end of the billing period is $200,000. In this hypothetical example, 
the quarterly account fee for the quarterly billing period would be assessed as follows: First $50,000 of the 
account value will be billed at a rate of 3% ($50,000 x 3% = $1,500; $1,500 ÷ 4 = $375); the next $49,000 
will be billed at a rate of 2.50% ($49,000 x 2.50% = $1,225; $1,225 ÷ 4 = $306.25); the next $101,000 will 
be billed at a rate of 2% ($101,000 x 2% = $2,020; $2,020 ÷ 4 = $505). 

Each of the different fee rate amounts is added together to determine the total quarterly account fee for that 
period, as follows:

$375 + $306.25 + $505 = $1,186.25 quarterly account fee

Breakpoint Schedule
A breakpoint schedule looks at the account value and compares it to a set fee schedule. Based upon the value 
of the account at the end of the billing period, the billable fee rate will decline as the value of the account 
reaches the next fee rate, or “breakpoint.” The total value of the account is compared against the fee rate for 
the respective value range that corresponds with the account value to determine the total quarterly account 
fee for that period. 

For example, assume the following breakpoint fee schedule:

Account Value                          	 Fee
$0–$50,000                                    	 3% 
$50,000.01–$99,000.00                	 2.50% 
$99,000.01–$250,000.00              	 2% 
$250,000.01 and above                   	 1.50%

Also, assume that the account value at the end of the billing period is $200,000. In this hypothetical example, 
the quarterly account fee for the quarterly billing period would be assessed as follows: The $200,000 account 
value falls within the fee schedule value range of $99,000.01–$250,000.00, which corresponds with a fee rate 
of 2%. Therefore, $200,000 x 2% = $4,000; $4,000 ÷ 4 = $1,000 quarterly account fee.
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Below is the standard breakpoint fee schedule for a PPS Custom program account:

Account Value	 Maximum Annual Fee
$25,000–$99,999	 3% 
$100,000–$249,999	 2.75% 
$250,000–$499,999	 2.50% 
$500,000–$749,999	 2.25% 
$750,000–$999,999	 2% 
$1,000,000–$1,999,999	 1.75% 
$2,000,000+	 1.50%

The initial quarterly fee will be prorated based on the number of billing days in the initial quarter. The initial 
account balance and number of billing days in the initial quarter is calculated from the date on which the 
account reaches 90% of the approximate value for the account or 30 days after the contract acceptance date 
by Commonwealth, whichever occurs first. Fees are based on account value and account type and are 
negotiable, but may not exceed 3% of AUM. Other methods of fee calculation may be possible, depending 
on what, and how, services are provided, client circumstances, and the account size. These methods include, 
but are not limited to, hourly, flat, breakpoint, and blended fee billing. Additional deposits of funds and/or 
securities during a particular calendar quarter will be subject to billing on a pro rata basis. Clients who 
withdraw funds from a managed account during a billing period are not generally entitled to a pro rata refund 
unless they are terminating their managed account program client agreement.

All fee amounts and arrangements are negotiable and Commonwealth may waive a particular fee, whether on 
an ongoing or a one-time basis, in its sole discretion. Commonwealth may also allow for the aggregation of 
assets among a client’s “related” managed accounts for purposes of determining the value of AUM and the 
applicable advisory fee to be paid by a client. Commonwealth reserves the right to determine whether client 
accounts are “related” for purposes of aggregating a client’s accounts together for a reduction in the 
percentage fee amount.

Commonwealth’s Wealth Management Consulting and Retirement Plan Consulting programs provide the 
following fee payment options:

Wealth Management Consulting
The Commonwealth Wealth Management Consulting program provides clients with the option of paying an 
annual fee for ongoing services, a flat fee, or an hourly rate not to exceed $500. The fee amount a client will 
pay is negotiable between the client and his or her advisor and may either be paid at the time of service, in 
advance of service, or in arrears. Annual fees may be paid in monthly, quarterly, semiannual, or annual 
installments as agreed to between the client and the advisor.

Retirement Plan Consulting
The Commonwealth Retirement Plan Consulting program provides clients with the option of paying an 
annual fee for ongoing services based on a percentage of assets under advisement, a flat fee, or an hourly 
rate not to exceed $500. The fee amount a client will pay is negotiable between the client and the advisor. 
Fees may be paid directly from qualified plan assets or may be direct billed, as agreed to between the client 
and the advisor.

B. Fee Collection Process
Commonwealth, through the account custodian, will typically debit the account management fee from the 
account automatically. The account management fee will be payable first from free credit balances, money 
market funds, or cash equivalents, if any, and second from the liquidation of a portion of the client’s securities 
holdings, pursuant to the discretionary authority granted by the client to Commonwealth and the advisor.

Rather than automatic fee debiting from a client’s account, clients may also have the ability to be direct billed 
by writing a check to Commonwealth for the fee amount, or instructing Commonwealth to charge the fee to 
one of the client’s other Commonwealth accounts.
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Managed account clients pay fees quarterly, in advance, or in arrears, based on the specific program selected 
by the client. Consulting clients will pay fees at time of service, in advance of service, or in arrears, as well as 
in monthly, quarterly, semiannual, or annual installments, as agreed to between the client and the advisor.

C. Other Fees and/or Costs
General
When Commonwealth effects securities transactions for the client’s account, Commonwealth typically passes 
on the securities clearance and settlement fees charged by its clearing broker/dealer, with an added charge to 
compensate Commonwealth for the cost of its resources utilized in processing the transaction(s). Commonwealth’s 
standard transaction charges are as follows:

Equities 	 Maximum Charges
OTC	 $25 
Listed	 $25 up to 1,000 shares + $0.01 per share thereafter

Fixed Income	 Maximum Charges
Treasuries, CDs, and Federal Agencies	 $30 
Corporates and Municipals	 $30 
UITs	 $20 
CMOs	 $30

Options	 $20 + $1.25 per contract

Mutual Funds*
Buy		  $20 
Sell		  $20 
Exchange	 $20

*Maximum transaction charges of $35 apply for buys and sells in the following fund families: CGM, 
Dimensional Fund Advisors, Dodge & Cox, Sequoia, and Vanguard.

In addition to the transaction charges described above, Commonwealth will charge a $4 confirmation fee for all 
transactions except mutual fund exchanges, no-transaction-fee (“NTF”) funds, and periodic investment/systematic 
withdrawal transactions. Transaction charges quoted are for transactions processed by Commonwealth’s Trade 
Desk. Reduced transaction charges may apply for transactions processed online by Commonwealth’s advisors. 

In addition to the charges noted above, clients may also incur certain charges imposed by third parties other 
than Commonwealth or the advisor in connection with certain investments. Commonwealth and your advisor 
may receive a portion of these fees. These include, but are not limited to:

•	 Mutual fund or money market 12b-1 fees, subtransfer agent fees, and distributor fees;

•	 Mutual fund and money market management fees and administrative expenses;

•	 Mutual fund transaction fees;

•	 Certain deferred sales charges on previously purchased mutual funds transferred into the account;

•	 Other transaction charges and service fees;

•	 IRA and qualified retirement plan fees; and

•	 Other charges that may be required by law.

Commonwealth financial advisors may select share classes of mutual funds that pay the advisor 12b-1 fees when 
lower-cost institutional shares of the same mutual fund may be available. 

These fees and transaction charges present a potential conflict of interest because your Commonwealth 
advisor may have a greater incentive to recommend (or make investment decisions regarding) investments 
that provide additional compensation to Commonwealth and your advisor. Further information regarding 
fees and charges assessed by a mutual fund is available in the appropriate mutual fund prospectus.
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Revenue Sharing Arrangements (last updated 12/31/2015)
Mutual Funds
Through our national network of advisors, Commonwealth offers a broad selection of more than 13,000 
mutual funds. Companies for some of the mutual funds we sell participate in activities that are designed to  
help facilitate the distribution of their products by making our advisors, we believe, more knowledgeable 
about those companies’ funds, such as marketing activities and educational programs (including, but not 
limited to, attendance by fund representatives at Commonwealth conferences, one-on-one marketing, and  
due diligence presentations to our advisors). 

In return for assistance in facilitating the activities described above, Commonwealth receives additional 
compensation, called revenue sharing, from these funds. These revenue sharing payments are in addition to 
commissions, annual service fees (known as 12b-1 fees), and other fees and expenses disclosed in a fund’s 
prospectus fee table. These revenue sharing payments, however, are paid out of the investment adviser’s or 
other fund affiliate’s assets—not from the fund’s assets—and, therefore, would not appear as an item in a 
fund’s expense table. No portion of these revenue sharing payments to Commonwealth is made by means  
of brokerage commissions generated by the fund.

It is important to understand that none of the revenue sharing payments received by Commonwealth is paid 
or directed to any advisor who sells these funds. Commonwealth advisors do not receive a greater or lesser 
commission for sales of mutual funds for which Commonwealth receives revenue sharing payments. Because 
Commonwealth’s advisors receive no direct increase or change in compensation from selling shares of one 
fund over another, we do not believe that they are subject to a conflict of interest based on the amount of 
compensation each advisor receives when recommending one fund’s shares over another’s. The marketing and 
educational activities paid for with revenue sharing, however, could lead our advisors to focus more on those 
funds that make revenue sharing payments to Commonwealth—as opposed to funds that do not make such 
payments—when recommending mutual fund investments to their clients. 

Commonwealth does not maintain a “preferred” list of mutual fund families based on participation in revenue 
sharing that it promotes (exclusively on our website or through our advisors) but offers a selection of many funds.

The mutual fund families that participate in the revenue sharing programs described above are:

AB Goldman Sachs Oppenheimer 
Affiliated Managers Group (“AMG”) Hartford PIMCO 
Allianz Global Investors Invesco Pioneer 
American Funds Ivy Principal 
BlackRock John Hancock Prudential Investments 
Calamos Investments J.P. Morgan Putnam 
Columbia Legg Mason RS Funds 
Deutsche Asset Lord Abbett Thornburg 
Eaton Vance MainStay Virtus Investment Partners 
Federated MFS Voya
Fidelity Advisor Natixis Global Wells Fargo
Franklin Templeton Nuveen

While the revenue sharing arrangements with each fund family may vary, each fund family may pay either  
a) up to 30 basis points (0.30%) of the gross amount of each sale; b) up to 10 basis points (0.10%) of the 
gross amount of each sale, plus up to 10 basis points (0.10%) annually of the assets held at the fund family; 
or c) up to 13 basis points (0.13%) annually of the assets held in the fund family. For example, on a $10,000 
transaction with a participating fund family, Commonwealth would receive either a one-time $30 payment;  
a one-time $10 payment, plus a $10 annual payment for the period during which the assets remain at that 
fund family; or a $13 annual payment for the period during which the assets remain at that fund family. 
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Participating fund families may also be subject to certain minimum payments each year in conjunction with the 
program if minimum amounts of sales or assets are not met, and they may also make additional payments to 
Commonwealth for attendance at various educational meetings hosted by Commonwealth throughout the year.

Some of the mutual funds we sell may also offset certain transaction costs that would otherwise be borne by 
an advisor for those clients who choose to custody their assets with our clearing firm, National Financial 
Services LLC (“NFS”)—a wholly owned subsidiary of Fidelity Investments. These transaction charges are 
usually $15 per transaction in connection with each purchase of a mutual fund by a client, depending on  
the account and/or transaction type. We believe that this offset does not compromise the advice your advisor 
gives you. 

Additionally, NFS offers an NTF program with more than 2,600 no-load mutual funds. Participating mutual fund 
sponsors pay a fee to NFS to participate in this program, and a portion of this fee is shared with Commonwealth. 
None of these additional payments is paid to any advisors who sell these funds.

Variable Insurance
Commonwealth also offers hundreds of variable insurance options and assists insurance sponsors with 
conducting marketing activities and educational programs designed to increase the distribution of these 
products. Commonwealth also receives revenue sharing payments from certain insurance sponsors. None of 
these additional payments, however, is paid or directed to any advisor who sells these products. In addition, 
Commonwealth advisors do not receive a greater or lesser commission for sales of variable insurance products 
from which Commonwealth receives revenue sharing payments. 

Because Commonwealth’s advisors receive no direct increase or change in compensation from selling one 
product over another, we do not believe that they are subject to a conflict of interest based on the amount  
of compensation each advisor receives when recommending one product over another. The marketing and 
educational activities paid for with revenue sharing, however, could lead our advisors to focus more on  
those insurance products that make revenue sharing payments to Commonwealth—as opposed to insurance 
sponsors that do not make such payments—when recommending insurance products to their clients. 

While the revenue sharing arrangements with each insurance company may vary, each insurance company 
may pay either a) up to 30 basis points (0.30%) of the gross amount of each sale; or b) up to 10 basis points 
(0.10%) of the gross amount of each sale, plus up to 5 basis points (0.05%) annually of the assets held at  
the insurance company. For example, on a $10,000 transaction with a participating insurance company, 
Commonwealth would receive a one-time $30 payment, or a one-time $10 payment, plus a $5 annual 
payment for the period during which the assets remain at that insurance company. 

Participating insurance companies may also be subject to certain minimum payments each year in conjunction 
with the program if minimum amounts of sales or assets are not met, and they may also make additional 
payments to Commonwealth for attendance at various educational meetings hosted by Commonwealth 
throughout the year. 

The following variable insurance companies participate in this revenue sharing program:

Allianz Life Lincoln National Prudential
AXA Distributors MetLife Investors Sammons Financial Network
Forethought Minnesota Life Symetra
Jackson National Life Nationwide Transamerica
Jefferson National Pacific Life Voya

529 College Savings Plans
Commonwealth also offers several 529 college savings plans to our brokerage customers through their advisors. 
529 plan assets are included in the amount of total mutual fund assets upon which revenue sharing is paid 
but are not separately accounted for by Commonwealth and the product sponsors. As with the mutual funds, 
none of these additional payments, however, is paid or directed to any advisor who sells these plans. In 
addition, Commonwealth advisors do not receive a greater or lesser commission for sales of 529 plans from 
which Commonwealth receives revenue sharing payments.
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Nonpublicly Traded Products
Commonwealth, through its advisors, also offers several nonpublicly traded products, including nonlisted real 
estate investment trusts (“REITs”), limited partnerships (“LPs”), business development companies (“BDCs”), 
closed-end funds, and 1031 exchange programs; hedge funds and fund of funds; managed futures; tax credit 
programs; oil and gas programs; venture capital funds; and private equity funds. Consistent with prudent 
product approval practices, Commonwealth conducts or causes to be conducted a due diligence analysis of 
these products prior to making them available to the public through its advisors. In addition to receiving 
commissions on the sale of these products, Commonwealth receives due diligence and/or marketing 
allowance payments from certain sponsors.

While the arrangements with each sponsor may vary, each product sponsor may pay a due diligence or 
marketing allowance fee of either a) up to 70 basis points (0.70%) annually on assets held at the sponsor; or 
b) up to 200 basis points (2.00%) on the gross amount of each sale, depending on the product. None of these 
additional payments, however, is paid or directed to any advisor who sells these products. In addition, Commonwealth 
advisors do not receive a greater or lesser commission for sales of these products from which Commonwealth 
receives revenue sharing payments. Because Commonwealth’s advisors receive no direct increase or change in 
compensation from selling one product over another, we do not believe that they are subject to a conflict of 
interest based on the amount of compensation each advisor receives when recommending one nonpublicly 
traded product over another. 

Investment Adviser/Asset Management Programs
Commonwealth and/or its advisors may receive reimbursements, marketing and distribution allowances, due 
diligence fees, or other compensation based on deposits and/or AUM directly from TPAM program sponsors 
(collectively, “Program Sponsors”) for the costs of marketing, distribution, business and client development, 
educational enhancement, and/or due diligence reviews incurred by Commonwealth and/or the advisor 
relating to the promotion or sale of the Program Sponsor’s products or services. 

Payments to Commonwealth Advisors. In addition to receiving asset-based fees in their capacity as an investment 
adviser or solicitor, Commonwealth advisors receive reimbursements or marketing allowances for marketing 
expenses and costs incurred by the advisor. 

Payments to Commonwealth Only. Consistent with prudent product approval practices, Commonwealth 
conducts or causes to be conducted a due diligence analysis of these Program Sponsors in making them 
available to the public through its advisors. Additionally, Commonwealth receives distribution allowances and 
other payments from certain Program Sponsors. While the arrangements Commonwealth has with each 
sponsor varies, a Program Sponsor may pay Commonwealth additional compensation for marketing expenses, 
distribution allowances, due diligence, or other compensation of up to 10 basis points (0.10%) annually on 
deposits or assets held at the Program Sponsor. These additional payments are retained by Commonwealth, 
and none of these additional payments is paid or directed to any Commonwealth advisor.

In addition, Commonwealth advisors do not receive a greater or lesser asset-based fee for providing investment 
advice or referrals of these Program Sponsors’ services as a result of Commonwealth’s receipt of these additional 
payments. Because Commonwealth’s advisors receive no direct or indirect differential compensation for 
selecting one advisory program over another, we do not believe Commonwealth advisors are subject to a 
conflict of interest when selecting a particular asset management program that makes additional payments to 
Commonwealth over a program that does not. 

In all cases, such reimbursements, marketing allowances, or other compensation will be paid to Commonwealth 
and/or the advisor from the Program Sponsor’s own resources and not from client funds or assets. Such 
arrangements will have no impact on the fees being charged to clients by Commonwealth, the advisor, or the 
Program Sponsor. Depending upon the specific arrangement, payments may be based upon an annual, flat, or 
level fee arrangement. Program Sponsors may also opt to pay Commonwealth a quarterly fee based upon 
deposits or AUM and/or some combination thereof on an annual basis based upon certain allowable assets.
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Bank Deposit Sweep Program
Commonwealth offers clients access to a variety of different cash sweep vehicles, including money market 
funds and bank deposit accounts, that may be used to hold a cash balance that is awaiting reinvestment. For 
Commonwealth clients who establish accounts at Commonwealth through NFS, the Commonwealth Bank 
Deposit Sweep Program (“Program”) is the default core account investment vehicle used to hold your cash 
balance while awaiting reinvestment for eligible accounts. The cash balance in your eligible brokerage accounts 
will be deposited automatically or “swept” into interest-bearing FDIC-insurance-eligible Program deposit 
accounts at one or more FDIC-insured financial institutions. The Program may create financial benefits for 
Commonwealth and NFS. We will receive a fee from each Program Bank in connection with the Program 
(equal to a percentage of all participants’ average daily deposits at the Program Banks). Amounts will vary, but 
in no event will they be more than 2% on an annualized basis, as applied across all Deposit Accounts. There 
are more details about the sweep vehicle arrangements in the “Brokerage Practices” section of this document.

D. Prorated Rebate of Fees Paid in Advance
In the event a client terminates an advisory agreement with Commonwealth and his or her advisor, any 
unearned fees resulting from advanced payments will be returned to the client. Likewise, in the event 
Commonwealth bills clients in arrears for services that have already been rendered, Commonwealth will 
prorate such fees up to the termination date of the advisory agreement.

E. Other Forms of Compensation
As mentioned above, an ongoing asset management fee, billed quarterly in advance, is the most common 
method of payment for the client and compensation to Commonwealth and the advisor, and it is the most 
common method in use by Commonwealth’s most popular advisory offerings, such as PPS Custom, PPS 
Select, PPS Direct, and unaffiliated TPAM programs.

When an advisor provides consulting services for a client, the client typically pays for services rendered on  
a one-time basis, but compensation may be ongoing. For Retirement Plan Consulting, the fee may be an 
hourly, flat, fixed, or asset-based fee for providing one-time, or ongoing, advisory services to a plan. For 
Wealth Management Consulting, the fee typically may be an hourly, flat, or fixed fee for providing consulting 
and/or financial planning services. Retirement Plan Consulting and Wealth Management Consulting fees are 
typically paid either at the time of service, in advance of service, or in arrears. The client generally makes a 
check payable to Commonwealth Financial Network to pay for consulting services. This is the only instance  
in which the client should make a check payable to Commonwealth. Checks should never be made payable to 
the advisor, the advisor’s business name, or any other entity under the control of the advisor.

Clients should be aware that, when assets are invested in shares of mutual funds or variable insurance 
products, clients will pay investment advisory fees to Commonwealth and to the advisor for their advisory 
services in connection with the investments; indirectly, clients will also pay the management and other fees 
charged by the mutual fund or in insurance products themselves. Clients may be able to invest directly in the 
mutual fund’s shares or in the insurance product without incurring the investment advisory fees charged by 
Commonwealth. If a client’s assets are invested in a variable annuity, the client will pay both the direct 
management fee to Commonwealth for the advisory services provided by the client’s Commonwealth advisor 
in connection with that investment and, indirectly, the management and other fees charged by the underlying 
annuity subaccounts, as well as the charges assessed by the insurance company. Of course, clients should also 
be aware of the tax implications of investing, as well as of the existence of deferred sales charges or redemption 
fees in some products.

Commonwealth and your advisor may receive service fees and other compensation from investment product 
sponsors and distributors when they make recommendations or investment decisions for you. These fees and 
compensation include, but are not limited to, mutual fund and money market 12b-1 and subtransfer agent 
fees, mutual fund and money market management fees and administrative expenses, mutual fund transaction 
fees, certain deferred sales charges on previously purchased mutual funds transferred into an account, variable 
annuity expenses, due diligence fees, marketing reimbursements or reallowances, or other transaction or service 
fees. Commonwealth and your advisor may receive a portion of these fees. This additional compensation 
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presents a potential conflict of interest because Commonwealth and your advisor may have a greater incentive 
to recommend (or make investment decisions regarding) investments for your account that provide such 
additional compensation to Commonwealth or your advisor. Further information regarding fees and charges 
assessed to you by investment products you purchase is available in the appropriate prospectus and statement 
of additional information. Notwithstanding the foregoing, Commonwealth will reduce a client’s PPS 
retirement account management fee, or will otherwise credit a client’s PPS managed retirement account, an 
amount that is proportionate to the mutual fund 12b-1 fees normally payable to Commonwealth and your 
advisor from the mutual fund assets held in your PPS managed retirement accounts.

For California Residents: Subsection (j) of Rule 260.238 of the California Code of Regulations requires that 
all investment advisers disclose to their advisory clients that lower fees for comparable services may be available 
from other sources.

For District of Columbia Residents: Section 1811.1 Subsection (j) of the DC Rules requires Commonwealth 
to disclose that lower fees for comparable services may be available from other sources. Subsection (k) requires 
Commonwealth to indicate that all material conflicts of interest that relate to the advisor or to any of its 
employees, and that would cause Commonwealth not to render unbiased and objective advice, have been 
disclosed to the client in writing via the disclosure provided in this Form ADV Part 2.

For Massachusetts Residents: Massachusetts General Law Section 203A requires disclosure that information 
about the disciplinary history and the registration of Commonwealth and its associated persons may be obtained 
by contacting the Public Reference Branch of the SEC at 202.942.8090, or by contacting the Massachusetts 
Securities Division at One Ashburton Place, 17th Floor, Boston, MA  02108 or at 617.727.3548.

Special Disclosures for ERISA Plans: In this Brochure, Commonwealth has disclosed potential conflicts of 
interest, such as receiving additional compensation from third parties (e.g., 12b-1 fees, subtransfer agent fees, 
and revenue sharing) for providing marketing, recordkeeping, or other services in connection with certain 
investments. Commonwealth, however, has adopted policies and procedures that are designed to ensure 
compliance with the prohibited transaction rules under the Employee Retirement Income Security Act of 
1974 (“ERISA”), as amended. For example, Commonwealth has taken several steps to address the potential 
conflict of interest of advisors who receive compensation for services provided to ERISA plans. 

First, an advisor negotiates the compensation with ERISA plan sponsors or participants (“ERISA clients”)  
and the compensation is either an annual fee for ongoing services based on a percentage of assets under 
advisement, a flat fee, or an hourly rate. Second, to the extent that an advisor receives additional compensation 
from a third party, the advisor must report it to Commonwealth to enable the additional compensation to be 
offset against the fees that the ERISA clients would otherwise pay for the advisor’s services. Third, Commonwealth 
has established a policy not to influence any advisor’s advice or management of assets at any time or for any 
reason based on any compensation that Commonwealth or the advisor might receive from third parties. In  
no event will Commonwealth allow advisors to provide advice or manage assets for ERISA clients if they have 
conflicts of interest that Commonwealth believes are prohibited by ERISA.  

As a covered service provider to ERISA plans, Commonwealth will comply with the U.S. Department of 
Labor regulations on fee disclosures, effective July 16, 2011 (or such other date as provided by the Department). 
Thus, Commonwealth and its advisors will disclose (i) direct compensation received from ERISA clients;  
(ii) indirect compensation (e.g., 12b-1 fees) received from third parties; and (iii) transaction-based compensation 
(e.g., commissions) or other similar compensation shared with related parties servicing the ERISA plan. These 
fee disclosures will be made reasonably in advance of entering into, renewing, or extending the advisory 
service agreement with the ERISA client. 

Item 6. PERFORMANCE-BASED FEES AND SIDE-BY-SIDE MANAGEMENT

Commonwealth does not charge any performance-based fees (fees based on a share of capital gains on  
or capital appreciation of the assets of a client).
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Item 7. TYPES OF CLIENTS

Commonwealth generally provides advisory services to the following types of clients:

•	 Individuals (other than high-net-worth individuals)

•	 High-net-worth individuals

•	 Corporations or other businesses

•	 Pension and profit-sharing plans (other than plan participants)

•	 State or municipal government entities

•	 Charitable organizations

The majority of Commonwealth clients are retail clients that fall under the “Individuals (other than  
high-net-worth individuals)” category. This category includes, but is not limited to, individual, joint,  
trust, IRA, 401(k) participant, and custodial accounts.

Commonwealth’s various managed account programs generally require clients to meet certain program 
account minimums. In some cases, account balances may be combined at the household level to satisfy the 
account minimum. The following is a description of the account minimums in the various managed accounts 
available through Commonwealth:

•	 The Commonwealth PPS Custom program generally involves a $25,000 account minimum.

•	 �The account minimums for Commonwealth’s PPS Select programs start as low as $25,000. The PPS 
Select DFA program minimum is generally $50,000. The PPS Select Fixed Income SMA program 
minimum is generally $500,000.

•	 �The account minimums for Commonwealth’s PPS Direct programs vary and are typically determined 
by the third-party portfolio managers. In general, the PPS Direct Mutual Fund/ETF account minimums 
are $25,000. The PPS Direct SMA account minimums typically range from $100,000 to $250,000. 
The PPS Direct UMA program minimum is generally $400,000. 

•	 �Commonwealth also offers advisors’ clients access to certain TPAM programs. Account minimums  
for TPAM program accounts vary but generally range between $25,000 and $50,000. Commonwealth 
and the respective TPAM Program Sponsors may waive the account minimum requirements for their 
respective programs in their sole discretion.

Item 8. METHODS OF ANALYSIS, INVESTMENT STRATEGIES, AND RISK OF LOSS

A. Methods of Analysis and Investment Strategies
Investing in securities involves risk of loss that investors should be sure they understand and should be 
prepared to bear.

Commonwealth primarily serves retail investors. Each advisor associated with Commonwealth has the independence 
to take the approach he or she believes is most appropriate when analyzing investment products and strategies 
for clients. There are several sources of information that Commonwealth and the advisor may use as part of 
the investment analysis process. These sources include, but are not limited to:

•	 Financial publications

•	 Research materials prepared by others

•	 Corporate rating services

•	 SEC filings (annual reports, prospectus, 10-K, etc.)

•	 Company press releases

As a firm, Commonwealth does not favor any specific method of analysis over another and therefore would 
not be considered to have one approach deemed to be a “significant strategy.” There are, however, a few 
common approaches that may be used by Commonwealth or your advisor, individually or collectively, in the 
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course of providing advice to clients. Please note that there is no investment strategy that will guarantee a 
profit or prevent loss. Following are some common strategies employed by advisors in the management of 
client accounts:

•	 �Dollar Cost Averaging (“DCA”): The technique of buying a fixed dollar amount of a particular 
investment on a regular schedule, regardless of the share price. More shares are purchased when prices 
are low, and fewer shares are bought when prices are high. DCA is believed to lessen the risk of 
investing a large amount in a single investment at higher price. DCA strategies are not effective and  
do not prevent against loss in declining markets.

•	 �Asset Allocation: An investment strategy that aims to balance risk and reward by allocating assets among a 
variety of asset classes. At a high level, there are three main asset classes—equities (stocks), fixed income 
(bonds), and cash/cash equivalents—each of which has different risk and reward profiles/behaviors. 
Asset classes are often further divided into domestic and foreign investments, and equities are often 
divided into small, intermediate, and large capitalization. The general theory behind asset allocation is 
that each asset class will perform differently from the others in different market conditions. By 
diversifying a portfolio of investments among a wide range of asset classes, advisors seek to reduce the 
overall volatility and risk of a portfolio through avoiding overexposure to any one asset class during 
various market cycles. Asset allocation does not guarantee a profit or protect against loss.

•	 �Technical Analysis (aka “Charting”): A method of evaluating securities by analyzing statistics 
generated by market activity, such as past prices and volume. Technical analysts do not attempt to 
measure a security’s intrinsic value. Instead, they use charts and other tools to identify patterns that can 
suggest future activity. When looking at individual equities, a person using technical analysis generally 
believes that performance of the stock, rather than performance of the company itself, has more to do 
with the company’s future stock price. It is important to understand that past performance does not 
guarantee future results.

•	 �Fundamental Analysis: A method of evaluating a security that entails attempting to measure its 
intrinsic value by examining related economic, financial, and other qualitative and quantitative factors. 
Fundamental analysts attempt to study everything that can affect the security’s value, including 
macroeconomic factors (e.g., the overall economy and industry conditions) and company-specific factors 
(e.g., financial condition and management). The end goal of performing fundamental analysis is to 
produce a value that an investor can compare with the security’s current price, with the aim of figuring 
out what sort of position to take with that security (underpriced = buy, overpriced = sell or short). 
This method of security analysis is considered to be the opposite of technical analysis.

•	 �Quantitative Analysis: An analysis technique that seeks to understand behavior by using complex 
mathematical and statistical modeling, measurement, and research. By assigning a numerical value to 
variables, quantitative analysts try to replicate reality mathematically. Some believe that it can also be 
used to predict real-world events, such as changes in a share price.

•	 �Qualitative Analysis: Securities analysis that uses subjective judgment based on nonquantifiable 
information, such as management expertise, industry cycles, strength of research and development, and 
labor relations. This type of analysis technique is different from quantitative analysis, which focuses on 
numbers. The two techniques, however, are often used together.

B. Risk of Loss
As mentioned above, regardless of what strategy or analysis is undertaken, there is risk of loss; in some cases, 
total loss. Some risks may be avoided or mitigated, while others are completely unavoidable. Some of the 
common risks you should consider prior to investing include, but are not limited to:

•	 �Market risks: The prices of, and the income generated by, the common stocks, bonds, and other 
securities you own may decline in response to certain events taking place around the world, including 
those directly involving the issuers; conditions affecting the general economy; overall market changes; 
local, regional, or global political, social, or economic instability; governmental or governmental agency 
responses to economic conditions; and currency, interest rate, and commodity price fluctuations.
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•	 �Interest rate risks: The prices of, and the income generated by, most debt and equity securities may be 
affected by changing interest rates and by changes in the effective maturities and credit ratings of these 
securities. For example, the prices of debt securities generally will decline when interest rates rise and will 
increase when interest rates fall. In addition, falling interest rates may cause an issuer to redeem, “call,” 
or refinance a security before its stated maturity date, which may result in having to reinvest the proceeds 
in lower-yielding securities.

•	 �Credit risks: Debt securities are also subject to credit risk, which is the possibility that the credit 
strength of an issuer will weaken and/or an issuer of a debt security will fail to make timely payments  
of principal or interest and the security will go into default.

•	 �Risks of investing outside the U.S.: Investments in securities issued by entities based outside the 
United States may be subject to the risks described above to a greater extent.

Investments may also be affected by currency controls; different accounting, auditing, financial reporting, 
disclosure, and regulatory and legal standards and practices; expropriation (occurs when governments take 
away a private business from its owners); changes in tax policy; greater market volatility; different securities 
market structures; higher transaction costs; and various administrative difficulties, such as delays in clearing 
and settling portfolio transactions or in receiving payment of dividends. These risks may be heightened in 
connection with investments in developing countries. Investments in securities issued by entities domiciled  
in the United States may also be subject to many of these risks.

Your investments are not bank deposits and are not insured or guaranteed by the FDIC or any other governmental 
agency, entity, or person, unless otherwise noted and explicitly disclosed as such, and as such may lose value.

Item 9. DISCIPLINARY INFORMATION

Following is a list of those legal or disciplinary events that may be material to your evaluation of Commonwealth 
or the integrity of Commonwealth’s management. 

During the period from December 7, 2009, to January 28, 2012, Commonwealth used a system to comply 
with its regulatory obligations pertaining to archiving, preserving, and supervising the business-related e-mails 
of its associated persons. During this period, Commonwealth’s e-mail surveillance system failed to subject 
about 12.6 million of our associated persons’ outgoing e-mails to our daily e-mail surveillance protocol and 
failed to surveil approximately 474,380 e-mails that were sent or received by our registered representatives 
(“RRs”). These failures violated NASD Conduct Rules 3010(a) and 3010(d)(2) and FINRA Rule 2010. 
Despite the failure of its surveillance tool to review outgoing e-mails, Commonwealth did surveil incoming 
e-mails that were received by its RRs, including e-mails sent in reply to its RRs’ outgoing e-mails; outgoing 
e-mails that were sent to or carbon-copied to Commonwealth employees or other Commonwealth RRs;  
and certain outgoing e-mails in connection with the firm’s branch audits. Commonwealth self-reported these 
issues to FINRA in March 2012; undertook an internal review of its supervisory policies, procedures, and 
systems relating to these issues; and subjected e-mails that had not been reviewed to review. Without admitting 
or denying the findings, Commonwealth accepted and consented to a censure and a $250,000 fine.

In November 2008, an intruder obtained the login credentials of one Commonwealth RR through the use of 
a computer virus and was able to access a list of the RR’s Commonwealth customer accounts. The intruder 
then entered unauthorized purchase orders for the stock of one publicly traded company in eight accounts. 
The activity was detected by Commonwealth’s clearing broker/dealer within 10 minutes, and the intruder 
was blocked from further trading. Commonwealth immediately cancelled the trades, absorbed the monetary 
losses, contacted the SEC, and put corrective safeguards in place, including mandating the use of current 
antivirus software by all its RRs. Commonwealth, without admitting or denying the allegations, consented to 
an SEC administrative order finding that it failed to comply with Rule 30(a) of Regulation S-P. On 
September 29, 2009, the SEC accepted Commonwealth’s offer of settlement and entered an administrative 
order. Without admitting or denying the findings, Commonwealth consented to a cease and desist, a censure, 
and a civil money penalty of $100,000 for violating Rule 30(a) of Regulation S-P. 
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In 2004, a former RR confessed to misappropriating funds from clients of his independent Registered 
Investment Adviser, which was not affiliated with or controlled by Commonwealth. The RR was associated 
with Commonwealth from 1991 until he left the firm in 2001. Commonwealth, without admitting or denying 
the allegations, consented to an SEC administrative order finding that, in its capacity as a broker/dealer, it failed 
to reasonably supervise the RR in that it had not established reasonable policies and procedures for responding 
to red flags relating to the RR’s outside business activities and for reviewing his incoming mail. On 
September 6, 2007, the SEC accepted Commonwealth’s offer of settlement and entered an administrative 
order. Without admitting or denying the findings, Commonwealth consented to a censure, disgorgement of 
$1, and a civil money penalty of $250,000 for failing to supervise a former RR. 

FINRA alleged, during the time period from April 1 to June 30, 2008, that Commonwealth Equity Services, 
LLP (“Commonwealth”), failed to report to the trade reporting and compliance engine (“TRACE”) 234 transactions 
in TRACE-eligible securities within 15 minutes of time of execution and that the firm’s supervisory system did not 
provide for supervision reasonably designed to achieve compliance with applicable securities laws, regulations, and 
FINRA rules concerning TRACE rules. On November 24, 2009, FINRA’s NAC review committee accepted 
Commonwealth’s letter of acceptance, waiver, and consent. Without admitting or denying the findings, 
Commonwealth consented to a censure, a $15,000 fine, and an undertaking to revise the firm’s written 
supervisory procedures regarding TRACE rules. 

On or about August 26, 2005, the National Association of Securities Dealers (“NASD”) found that Commonwealth 
violated NASD Conduct Rules 2830(k) and 2110 by maintaining a revenue sharing program between 
January 2001 and December 2003, pursuant to which, in return for a fee, participating mutual fund 
complexes received preferential treatment in the marketing of funds. Additionally, Commonwealth was found  
to have violated Section 17(a) of the Securities Exchange Act of 1934 and NASD Conduct Rule 3110 by 
failing to retain e-mails for the required time period. 

Item 10. OTHER FINANCIAL INDUSTRY ACTIVITIES AND AFFILIATIONS

A. Commonwealth, the Broker/Dealer
As mentioned in the “About Us” section on page 7, Commonwealth is a dual registrant, which means it is both 
a Registered Investment Adviser and a broker/dealer. Depending upon the securities registrations held by each 
individual advisor, Commonwealth’s advisors offer a variety of securities and investments to their clients, 
including, but not limited to, mutual funds, Section 529 college savings plans, variable annuities, individual 
stocks and bonds, options, LPs, UITs, REITs, alternative investments, and a variety of other securities and 
insurance products approved for sale by Commonwealth. Commonwealth and its principal executive officers 
devote approximately 50% of their time to securities brokerage activities and 50% to investment advisory 
activities. Commonwealth has fully disclosed clearing arrangements with NFS and Pershing LLC (“Pershing”), 
a Bank of New York Mellon company.

B. Commonwealth, an Introducing Broker/Dealer
Commonwealth is a member of the National Futures Association, which is the self-regulatory organization  
for the U.S. futures industry. Commonwealth offers clients access to certain managed futures products. 

C. Commonwealth-Related Companies and Material Conflicts of Interest
In addition to its registration as an investment adviser, Commonwealth is registered as a broker/dealer under 
the same name of Commonwealth Financial Network. Commonwealth has a related company that is licensed 
as an insurance agency under the name of CES Insurance Agency. Almost all of Commonwealth’s advisors are 
registered with Commonwealth’s broker/dealer as RRs, and many also are licensed insurance agents of CES 
Insurance Agency.

As part of the investment advisory programs offered to clients, Commonwealth provides brokerage execution 
services to Commonwealth advisory clients participating in any of Commonwealth’s PPS managed account 
programs. Commonwealth and its advisors make securities recommendations to clients (or, in the case of 
discretionary services, make investment decisions for clients) regarding Commonwealth’s investment advisory 
programs. Where permitted by law, Commonwealth and/or your advisor may receive transaction-based 
commissions, mutual fund 12b-1 fees, distributor fees, service fees, due diligence fees, marketing reimbursements, 
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revenue sharing, or other payments relating to your investment in or otherwise supporting Commonwealth’s  
or your advisor’s activities regarding the securities and insurance products recommended, purchased, or held 
within your Commonwealth advisory program account. To the extent Commonwealth is the investment 
adviser, sponsor, or other service provider to your investment advisory program, Commonwealth receives 
compensation for its services. Clients should be aware that Commonwealth’s or your advisor’s receipt of 
commissions, fees, payments, and other compensation may present a potential conflict of interest because 
Commonwealth or your advisor may have an incentive to recommend those products or programs or make 
investment decisions regarding investments that provide such compensation to Commonwealth or your advisor.

D. Commonwealth’s Relationships with Other Investment Advisers
Commonwealth and your advisor may serve as solicitors for third-party investment advisers. Commonwealth 
and its advisors are compensated for referring your advisory business to these third-party investment advisers. 
This compensation generally takes the form of the third-party investment adviser sharing with Commonwealth 
and your advisor a portion of the advisory fee the third-party investment adviser charges you for providing 
investment management services. Commonwealth and your advisor may, therefore, have a conflict of interest 
to refer clients to those third-party investment advisers that pay referral fees to Commonwealth or to your 
advisor rather than those that don’t. Additionally, Commonwealth and your advisor may have a conflict of 
interest to refer clients to those third-party investment advisers that pay higher referral fees over those that 
pay lower referral fees. 

Item 11. CODE OF ETHICS, PARTICIPATION OR INTEREST IN CLIENT TRANSACTIONS,  

AND PERSONAL TRADING

Pursuant to Rule 204A-1 under the Investment Advisers Act of 1940, as amended, Commonwealth has 
adopted a Code of Ethics that governs a number of potential conflicts of interest we have when providing our 
advisory services to you. Our Code of Ethics is designed to ensure that we meet our fiduciary obligations to 
you and to foster a culture of compliance throughout our firm. 

Our Code of Ethics is comprehensive and is designed to help us detect and prevent violations of securities 
laws and to help ensure that we keep your interests first at all times. We distribute our Code of Ethics to each 
supervised person at Commonwealth at the time of his or her initial affiliation with our firm; we make sure it 
remains available to each supervised person for as long as he or she remains associated with our firm; and we 
ensure that updates to our Code of Ethics are communicated to each supervised person as changes are made. 

Commonwealth’s Code of Ethics sets forth certain standards of conduct and addresses potential conflicts of 
interest among Commonwealth and Commonwealth’s employees, agents, advisors, and advisory clients. 

Clients and prospective clients of Commonwealth may request a free copy of Commonwealth’s Code of 
Ethics by mailing a written request to:

Commonwealth Financial Network 
Attn: Investment Adviser Compliance Unit 
29 Sawyer Road 
Waltham, MA  02453

Generally, Commonwealth does not buy or sell securities for its own account that it recommends to (or 
purchases or sells for) clients. Commonwealth’s advisors, however, may purchase or sell for their own 
accounts securities or other investment products that are also recommended to clients, which may create a 
conflict of interest. Commonwealth policy prohibits advisors from “trading ahead” of their clients’ transactions. 
When purchasing or selling securities for the personal accounts of advisors and their clients, priority must be 
given to the advisor’s client transactions. Commonwealth has implemented surveillance and exception reports 
that are designed to identify and correct situations in which the personal transactions of advisors are placed 
ahead of the advisors’ clients. 
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Item 12. BROKERAGE PRACTICES 

A. General
Commonwealth renders investment advice to the majority of its PPS Program advisory clients on a 
discretionary basis, pursuant to written authorization granted by the client. Commonwealth maintains a 
primary clearing relationship for the execution of client transactions with NFS as the account custodian. 
Commonwealth maintains a secondary clearing relationship for the execution of client transactions with 
Pershing as the account custodian. Substantially all of Commonwealth’s PPS advisory clients must select 
Commonwealth as the broker/dealer of record and NFS as the clearing firm for their PPS managed accounts.  
In all cases, the name and address of the account custodian will be identified in the respective PPS managed 
account client agreement.

Commonwealth has negotiated competitive pricing and services with both NFS and Pershing for the benefit 
of our clients. NFS and Pershing offer their broker/dealer clients substantial financial strength and stability, 
economies of scale, and reliable, state-of-the-art technology. 

Commonwealth PPS clients do not generally have the option to direct securities brokerage transactions to 
other broker/dealers or other account custodians. If, however, a client should request, and Commonwealth 
approve, the use of a broker/dealer other than NFS or Pershing for securities transaction execution, the client 
should be aware that Commonwealth will generally be unable to negotiate commissions or other fees and 
charges for the client’s account, and Commonwealth would not be able to combine the client’s transactions 
with those of other Commonwealth clients purchasing or selling the same securities (“batched trades”), as 
discussed further below. As a result, Commonwealth would be unable to ensure that the client receives “best 
execution” with respect to such directed trades. Commonwealth may also be unable to provide timely 
monitoring of transaction activity or provide the client with quarterly performance reporting.

Not all investment advisers who are dually registered as broker/dealers or who have affiliated broker/dealers 
require their clients to use the adviser’s broker/dealer to execute transactions. Although Commonwealth is 
able to negotiate competitive pricing from NFS and Pershing that it believes is beneficial to its clients, 
Commonwealth does receive an economic benefit from using itself as the broker/dealer for its PPS Program 
accounts rather than an unaffiliated broker/dealer. For example, Commonwealth adds its own costs to the 
transaction charges applied to PPS client accounts by NFS and Pershing. As broker/dealer of record, 
Commonwealth also receives the mutual fund and money market 12b-1 fees charged to clients by the 
underlying funds that they own. This additional compensation received by Commonwealth in its broker/dealer 
capacity may create a conflict of interest with Commonwealth’s clients. Additionally, by using Commonwealth 
as the broker/dealer for a PPS Program account, Commonwealth may be unable to achieve most favorable 
execution of client transactions, which may cost clients more money. 

In the event a trade error occurs in a client account, and such error is determined to be caused by Commonwealth, 
your advisor, or any other person other than the client or a person authorized to act on the client’s behalf, 
Commonwealth will cancel the trade and absorb the resulting monetary loss from the client account. In the 
case of a trade error that requires a correction that results in a monetary gain to the client, such gain will be 
removed from the client account and may result in a financial benefit to Commonwealth.

B. Best Execution
Commonwealth seeks to obtain, through its clearing firms, the best combination of net price and execution 
when effecting brokerage transactions for client accounts. Commonwealth periodically and systematically 
reviews NFS’s and Pershing’s execution quality and Commonwealth’s processes to ensure that Commonwealth 
continues to meet its best execution obligations for its clients. 

A number of judgmental factors are utilized by Commonwealth in analyzing overall trade execution quality. 
Such factors include, but are not necessarily limited to:

•	 The nature of the securities being purchased or sold;

•	 �Access to market participants, which may be limited due to thin or no trading activity for a particular security;
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•	 The size of the transaction;

•	 The speed of the transaction;

•	 The size of the spread;

•	 The ability to obtain price improvement;

•	 The desired timing of the transaction;

•	 The activity existing and anticipated in the market for the particular security;

•	 The execution, clearance, and settlement capabilities of the executing broker/dealer;

•	 �The overall trade execution quality of the executing broker/dealer as compared with other  
leading executing broker/dealers;

•	 The executing broker/dealer’s financial stability and industry reputation; and

•	 The efficiency and reliability of the executing broker/dealer’s systems and technologies.

C. Batched or Aggregated Trades
Because Commonwealth advisors generally manage their client’s accounts independently of one another  
based on each client’s specific needs and objectives, transactions for each client account are often executed 
independently. When advisors believe it is appropriate or beneficial to do so, however, they will often 
aggregate the purchase or sale of multiple clients’ securities together to facilitate best execution, reduce overall 
brokerage commissions or other costs, or provide each client with the same execution price. Aggregating 
multiple client orders together is particularly useful when Commonwealth or your advisor is utilizing model 
portfolio management strategies. 

Commonwealth and its advisors effect batched transactions in a manner designed to ensure that no participating 
client obtains a more favorable execution price over any other client. When Commonwealth or your advisor 
aggregate multiple client orders, transactions are typically allocated pro rata to the participating client accounts 
in proportion to the size of the order placed for each account. Commonwealth or your advisor may, however, 
increase or decrease the amount of securities allocated to each account, if necessary, to avoid holding odd lot 
or small numbers of shares for particular clients. Additionally, if Commonwealth is unable to fully execute a 
batched transaction and Commonwealth determines that it would be impractical to allocate a small number of 
securities among the accounts participating in the transaction on a pro rata basis, Commonwealth may allocate 
such securities in a manner determined in good faith to be fair and equitable to the clients involved.

D. Additional Compensation
1. Soft-Dollars: Commonwealth does not use commissions to pay for research and brokerage services  
(“Soft-Dollar Transactions”), but reserves the right to do so in accordance with existing SEC requirements. 
Before effecting such Soft-Dollar Transactions, however, Commonwealth will determine, in good faith, that 
commissions are reasonable in relation to the factors set forth below, including the value of the brokerage, 
research, and other products and services received. Since the allocation of certain “mixed-use” products between 
hard and soft dollars that may be made by Commonwealth will be on a good-faith basis but may not be 
precise, the allocation process itself poses a potential conflict of interest.

Brokerage and research services, along with other products, may be available to Commonwealth on a cash  
basis at a lower cost. The commissions paid to a broker/dealer providing research or brokerage services to 
Commonwealth may be higher than those commissions charged by a broker/dealer that does not provide such 
services to Commonwealth. Brokerage, research, and other products and services provided by broker/dealers to 
Commonwealth may include, but may not be limited to:

•	 Written research reports;

•	 Pre- and post-trade analytics and related software;

•	 Software that analyzes securities portfolios;

•	 Market data, such as stock quotes, last sale prices, and trading volumes;

•	 Company financial and economic data;
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•	 Effecting securities trades;

•	 Clearance and settlement services;

•	 Post-trade matching;

•	 Analytical tools;

•	 Seminars and conferences;

•	 Quantitative, economic, and statistical analysis; and

•	 Non-mass-marketed financial and market newsletters and trade journals.

2. Bank Deposit Sweep Program (“BDSP”)
Commonwealth offers clients access to a variety of different cash sweep vehicles, including money market 
funds and bank deposit accounts (each a “core account investment vehicle”), that may be used to hold a 
cash balance that is awaiting reinvestment. The Commonwealth Bank Deposit Sweep Program (“Program” 
or “BDSP”) is the default core account investment vehicle used to hold your cash balance while awaiting 
reinvestment for eligible accounts. The cash balance in your eligible Commonwealth brokerage accounts  
will be deposited automatically or “swept” into interest-bearing FDIC-insurance eligible Program deposit 
accounts (“Deposit Accounts”) at one or more FDIC-insured financial institutions (each a “Program Bank” or 
collectively, “Program Banks”). The Program may create financial benefits for Commonwealth and for NFS. 
We will receive a fee from each Program Bank in connection with the Program (equal to a percentage of all 
participants’ average daily deposits at the Program Banks). Amounts will vary but in no event will be more 
than 2% on an annualized basis, as applied across all Deposit Accounts. In our discretion, we may reduce our 
fee and may vary the amount of the reductions among clients. The fee may vary from Bank to Bank. The 
amount of fee received will affect the interest rate paid to customers by the Bank. We will also pay a fee to 
NFS. We reserve the right to modify the fees we receive from Program Banks. From time to time, if the fee 
increases, clients will receive notification of any such change. In addition to our fee, other service providers 
with respect to the Program will receive fees from each Bank (collectively, with the fees paid to us and/or 
NFS, “Program Fees”).

In addition to the Program Fees referenced above, clients’ brokerage accounts generally may be charged 
additional fees that apply to securities accounts maintained by us. Applicable law governing retirement accounts, 
such as qualified plans under ERISA, and individual retirement accounts under the Internal Revenue Code, 
necessitates that interest rates paid by the Program Banks for deposits in the Deposit Accounts, our fee, 
and other service fees are negotiated at arm’s length, are believed to be fair and reasonable, and are designed 
to approximate value for the services involved and in the context of customers’ eligible assets.

The Program Banks use Program Deposits for funding current and new lending and for investment 
activities. The Program Banks earn net income from the difference between the interest they pay on 
Program Deposits and the fees paid to us and the income they earn on loans, investments, and other 
assets. As noted above, the Program Banks may pay rates of interest on Program Deposits that are 
lower than prevailing market interest rates that may have been paid on accounts otherwise opened directly 
with such Program Bank. Program Banks do not have a duty to provide the highest rates available and  
may instead seek to pay a low rate. Lower rates may be more financially beneficial to a Program Bank. 
There is no necessary linkage between bank rates of interest and the highest rates available in the market, 
including any money market mutual fund rates. By comparison, a money market mutual fund generally 
seeks to achieve the highest rate of return (less fees and expenses) consistent with the money market mutual 
fund’s investment objective, which can be found in the fund’s prospectus.

The revenue generated by us may be greater than revenues generated by sweep options at other brokerage 
firms, and may be greater than other core account investment vehicles currently available to you or possible 
core account investment vehicles that we have used in the past or may consider using in the future. In 
addition, we will make compensation payments to NFS, our clearing agent, for recordkeeping and other 
services with respect to amounts invested in the Program, which will be no more than 70 basis points 
(0.70%). NFS may receive more revenue with respect to amounts in the Program than with respect to 
other sweep products. As a result of the fees and benefits described above, the Program may be significantly 
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more profitable to us than other available sweep options, if any. We and/or NFS may also benefit from the 
possession and temporary investment of cash balances prior to the deposit of such balances in the Program. 
Specific program features of the BDSP are further explained in the Disclosure Document provided to  
all Commonwealth brokerage clients. A current version of Commonwealth’s Bank Deposit Sweep Program 
Disclosure Document, which is provided to all Commonwealth brokerage clients, is available  
at www.commonwealth.com/clients/media/disclosure.pdf.

3. Money Market Sweep Accounts
For client assets awaiting reinvestment in money market funds rather than the BDSP, there are generally 
two classes of money market funds available to clients in accounts held at NFS: Money Class and Reserve 
Class. Commonwealth has selected the Reserve Class of money funds as the default money fund option 
in client accounts. The Reserve Class pays Commonwealth 0.45% (45 basis points) higher compensation 
than the Money Class, and clients in the Reserve Class pay 0.25% (25 basis points) higher 12b-1 fees and 
receive a lower relative yield than those in the Money Class. Clients may instruct their advisor to manually 
select a Money Class money fund rather than the default Reserve Class money fund at any time.

E. Conflicts of Interest
As also discussed elsewhere in this Brochure, Commonwealth is a correspondent broker/dealer of NFS  
and Pershing, to which Commonwealth typically introduces its client transactions for execution, clearance, 
and settlement.

NFS and Pershing also provide custody of the client brokerage account assets under the same clearing 
arrangement. Substantially all of Commonwealth’s PPS Program clients establish a securities brokerage 
account with Commonwealth and execute securities transactions for PPS Program accounts through NFS.  
In some cases, broker/dealers may be compensated for utilizing their clearing firms’ securities transaction and 
execution services. This industry practice is generally known as “payment for order flow.” The practice of 
receiving payments for order flow does not relieve the executing broker/dealer of its duty to provide best 
execution for its clients. As a matter of policy, Commonwealth does not receive payment for order flow.

The investment advisory services provided by Commonwealth may cost the client more or less than 
purchasing similar services separately. Clients should consider whether or not the appointment of 
Commonwealth as the sole broker/dealer may result in certain costs or disadvantages to the client as a result  
of possibly less favorable executions. Factors to consider include the type and size of the account and the 
client’s historical and expected account size or number of trades.

Commonwealth may offer your advisor one or more forms of financial benefits based on your advisor’s total 
AUM held at Commonwealth. The types of financial benefits that your advisor may receive from Commonwealth 
include, but may not be limited to, forgivable or unforgivable loans, enhanced payouts, and discounts or waivers 
on transaction fees, technology fees, research package fees, financial planning software fees, administrative fees, 
brokerage account fees, and account transfer fees. The enhanced payouts, discounts, and other forms of financial 
benefits that your advisor may have the opportunity to receive from Commonwealth could provide a financial 
incentive for your advisor to recommend or use Commonwealth as a broker/dealer for your accounts over other 
broker/dealers from which they may not receive similar financial benefits. 

Item 13. REVIEW OF ACCOUNTS 

Commonwealth home office Compliance and Operations principals, senior members of Commonwealth’s 
Advanced Planning team, and/or designated Office of Supervisory Jurisdiction (“OSJ”) branch managers 
periodically review client accounts and financial plans to identify situations that may warrant either a more 
detailed review or a specific action on behalf of an advisory client.

Commonwealth utilizes a series of surveillance, exception, trade, and other transaction reports that are 
designed to help facilitate the ongoing review of Commonwealth’s managed accounts. In addition, 
Commonwealth advisors provide continual and regular investment advice or investment supervisory services to 
clients, routinely review client portfolios, and are responsible for communicating with clients at least annually. 
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There are a wide variety of reports and supervisory controls in place to review Commonwealth accounts. 
Among some of the reports utilized by Commonwealth to conduct these reviews are the following:

Item 14. CLIENT REFERRALS AND OTHER COMPENSATION

A. Commonwealth as Solicitor
Commonwealth and your advisor serve as solicitors for a variety of third-party investment advisers. Commonwealth 
and your advisor are compensated by these third-party investment advisers for referring your advisory business 
to them. This compensation generally takes the form of the third-party investment adviser sharing with 
Commonwealth and the advisor a portion of the advisory fee the third-party investment adviser charges you. 
Commonwealth and your advisor may, therefore, have a conflict of interest to refer your advisory business to 
those third-party investment advisers that pay referral fees to Commonwealth, or to those that pay higher 
referral fees to Commonwealth.

Commonwealth or your Commonwealth advisor may also receive training and educational support, marketing 
support, enhanced service, or some other economic benefit in addition to its receipt of the referral fee discussed 
above from a third-party investment adviser to whom we have referred your advisory business. This support 
or other economic benefit will be paid from the third-party investment adviser’s own funds and not from 
client funds. Commonwealth and your advisor, however, may have a conflict of interest to favor referring 
your advisory business to those third-party investment advisers that provide such support or other economic 
benefit over those advisers that don’t provide such support or other benefits. 

B. Commonwealth’s Use of Solicitors
The Commonwealth Alliance Program (“CAP”) is a referral program designed to compensate outside 
professionals or firms, such as attorneys, accountants, or other broker/dealers and investment advisers, for 
referring your advisory business to Commonwealth and your advisor. These professionals or firms are 
known as “solicitors.” If your advisory account is referred by a solicitor to Commonwealth or your advisor, 
Commonwealth and your advisor will pay a portion of the advisory fee you pay us to the solicitor, typically 
for as long as you maintain an advisory relationship with us, to compensate the solicitor for the referral. 
Commonwealth will not charge a client who is referred to Commonwealth by a solicitor any amount for 
the cost of obtaining the client that is in addition to the fee normally charged by Commonwealth for its 
investment advisory services. The amount of this compensation, however, may be more than what the 
solicitor would receive if the client participated in our other programs or paid separately for investment 
advice, brokerage, and other services. The solicitor, therefore, may have a financial incentive to recommend 

Report Review Frequency Nature of Report

State Licensing Report Daily To identify transactions for which the advisor 
or OSJ manager was not properly licensed in 
a state prior to transacting business 

Large Withdrawal Report Daily To identify suspicious large withdrawal activity

Journal Report Daily To identify suspicious money movement

Personal Security Transactions Weekly To identify potential violations of 
Commonwealth’s Code of Ethics

Option Report Quarterly To identify accounts with a high volume of 
option trades

PPS Custom Activity Analysis Quarterly To conduct trading activity analysis on  
PPS accounts and advisors

PPS Out of Balance Report Quarterly To identify accounts out of balance from a 
client’s stated objectives
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one or more of Commonwealth’s wrap fee programs over other programs or services that may be available 
to the client. 

Such solicitation arrangements are disclosed to clients at the time of the solicitation via execution of a Solicitor 
Disclosure Statement or similar document that outlines the nature and amount of the compensation we pay to 
the solicitor and whether or not the solicitor is affiliated with or related to Commonwealth. Solicitors are 
required to provide prospective clients with a current copy of Commonwealth’s Form ADV Part 2 no later 
than the date on which the client enters into an advisory relationship with Commonwealth and the advisor.

Item 15. CUSTODY

A. Custody Services
Commonwealth maintains a primary clearing relationship for the execution of client transactions with NFS as 
the account custodian. Commonwealth maintains a secondary clearing relationship for the execution of client 
transactions with Pershing as the account custodian. Substantially all of Commonwealth’s PPS advisory clients 
must select Commonwealth as the broker/dealer of record and NFS as the clearing firm for their PPS managed 
accounts. In all cases, the name and address of the account custodian will be identified in the respective PPS 
managed account client agreement.

Clients who establish a managed account with Commonwealth as the broker/dealer of record will receive 
custodial account statements directly from the respective custodian that holds those assets, such as NFS, 
Pershing, or a direct product sponsor. Clients should carefully review the statements they receive from their 
account custodians and should report material discrepancies to Commonwealth directly at 800.237.0081. 

B. Performance Reporting
Commonwealth clients may also receive portfolio summary or performance statements for their Commonwealth 
managed accounts from Commonwealth or their advisor that are in addition to the account statements clients 
receive directly from the account custodian. Commonwealth urges you to compare the account statements 
you receive from your account custodian with any account summary statements you receive from us or your 
advisor. Although account holdings and asset valuations should generally match, for purposes of calculating 
performance and account valuations on your PPS Program account, Commonwealth summary or performance 
statement month-end market values sometimes differ from custodial account statement month-end market 
values. The three most common reasons why these values may differ are differences in the manner in which 
accrued interest is calculated, the date upon which “as of” dividends and capital gains are reported, and 
settlement date versus trade date valuations. 

If you believe there are material discrepancies between your custodial statement and the summary statements or 
reports you receive from Commonwealth or your advisor, please contact Commonwealth directly at 800.237.0081. 

Item 16. INVESTMENT DISCRETION

A. General
Commonwealth renders investment advice to the vast majority of its managed account clients on a discretionary 
basis, pursuant to written authorization granted by the client to Commonwealth and your advisor. This 
authorization grants to Commonwealth and your advisor the discretion to buy, sell, exchange, convert, or 
otherwise trade in securities and/or insurance products that are approved by Commonwealth, and to execute 
orders for such securities and/or insurance products with or through any distributor, issuer, or broker/dealer 
as Commonwealth or your advisor may select. Your advisor may, without obtaining your consent, determine 
which products to purchase or sell for your managed account, as well as when to purchase or sell such products, 
and the prices to be paid. Neither Commonwealth nor your advisor, however, is granted authority to take 
possession of your assets or direct the delivery of your assets to anywhere other than your address of record. 

B. Level of Authority
Clients may impose reasonable restrictions on their managed account, including, but not limited to, the type, 
nature, or specific names of securities to be bought, sold, or held in their managed account, as well as the 
type, nature, or specific names of securities that may not be bought, sold, or held in their managed account. 
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Clients generally grant Commonwealth and their advisor discretionary trading authority over their PPS Program 
accounts. If not specifically requested otherwise by the client, discretionary authority will be established at 
the time the account is first opened. Commonwealth’s PPS Custom program does, however, permit the 
client to choose to have Commonwealth and the advisor provide investment advice and recommendations 
to the client on a nondiscretionary basis. Clients who wish to receive advice with respect to their PPS 
Custom managed account on a nondiscretionary basis would need to execute an amendment to the PPS 
Custom Client Agreement to modify the agreement to be nondiscretionary. Clients may request a copy of the 
nondiscretionary amendment form from their advisor if they desire to exercise this option.

C. Miscellaneous Authority
As a matter of firm policy, neither Commonwealth nor its advisors have or will accept the authority to file 
class action claims on behalf of clients. This policy reflects Commonwealth’s recognition that it does not have 
the requisite expertise to advise clients with regard to participating in class actions. Commonwealth and its 
advisors have no obligation to determine if securities held by the client are subject to a pending or resolved 
class action settlement or verdict. Commonwealth and its advisors also have no duty to evaluate a client’s 
eligibility or to submit a claim to participate in the proceeds of a securities class action settlement or verdict. 
Furthermore, Commonwealth and its advisors have no obligation or responsibility to initiate litigation to recover 
damages on behalf of clients who may have been injured because of actions, misconduct, or negligence by 
corporate management of issuers whose securities are held by clients. The decision to participate in a class action or 
to sign a release of claims when submitting a proof of claim may involve the exercise of legal judgment, which is 
beyond the scope of services provided to clients by Commonwealth or your advisor. In all cases, clients retain 
the responsibility for evaluating whether it is prudent to join a class action or to opt out.

Item 17. VOTING CLIENT SECURITIES 

A. General
As a matter of firm policy, and in accordance with this Brochure and our advisory client agreements, neither 
Commonwealth nor its advisors have or will accept the authority to vote proxies on behalf of advisory clients 
in any situation where Commonwealth or the adviser acts as investment adviser to the client. Commonwealth 
or its advisors may, but are not obligated to, provide advice to clients regarding the clients’ voting of proxies. 
In all cases, clients must either retain the responsibility for receiving and voting proxies for any and all securities 
maintained in their managed accounts, or they must appoint a third-party investment adviser or other person 
who is not associated with Commonwealth to vote proxies for their managed accounts.

In the event the advisor chooses to provide advice to clients designed to assist the client in making a decision 
as to how to vote their proxies, the advisor has a fiduciary duty to disclose to the client any material conflicts 
of interest the advisor may have with respect to such advice. In all cases, Commonwealth or the advisor will 
send, or will cause to be sent, all such proxy and legal proceedings information and documents it receives to 
the client, so that the client may take whatever action the client deems advisable under the circumstances.

B. PPS Direct and TPAM Programs
In situations when the client uses a PPS Direct or unaffiliated TPAM program to manage his or her portfolio, 
where permissible, the client may grant the program’s designated third-party asset manager discretion to vote 
proxies with respect to any securities purchased or held in the account; to execute waivers, consents, and 
other instruments with respect to such securities; and to consent to any plan of reorganization, merger, 
combination, consolidations, liquidation, or similar plan with reference to such securities.

In such cases, all proxy and legal proceedings information and documents received by Commonwealth or the 
advisor relating to the securities within PPS Direct or TPAM program accounts must be forwarded to the 
designated asset manager as the client’s agent and attorney-in-fact with respect to proxy voting. 

If the client has not appointed a third-party asset manager as the client’s agent and attorney-in-fact with 
respect to proxy voting, such proxies must be provided directly to the client who shall have the exclusive 
responsibility to take whatever action the client deems appropriate. 
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Item 18. FINANCIAL INFORMATION

Some Commonwealth advisors who provide Wealth Management Consulting or Retirement Plan Consulting 
services to clients may require prepayment of more than $1,200 in fees six (6) months or more in advance. 
Commonwealth also maintains custody of certain client assets and in certain instances, as defined in SEC 
Rule 206(4)-2. Additionally, pursuant to the trading authorization granted by Commonwealth managed 
account clients to Commonwealth and their advisor, Commonwealth has discretionary trading authority over 
the funds and securities of clients.

Commonwealth neither has a financial commitment that would impair its ability to meet its contractual and 
fiduciary commitments to clients, nor has Commonwealth been the subject of a bankruptcy proceeding.



32	



	 33

Commonwealth Financial Network® 

A. Statements of Financial Condition 

December 31, 2015 and 2014

Assets		  2015		  2014

Cash and cash equivalents	 $	 47,170,079	 $	 50,715,927

Restricted cash and cash equivalents		  2,857,064		  3,663,704

Receivables:		

Brokers and clearing organizations		  18,291,697		  24,269,718

Employees and registered representatives		  40,295,591		  32,491,371

Other		  91,636		  30,427

Securities owned, at fair value		  53,843,191		  48,454,423

Property and equipment, net		  15,233,001		  14,168,635

Deferred tax assets		  1,009,412		  1,216,303

Other assets		  4,219,530		  4,644,176

Deposits with clearing organizations		  50,000		  50,000

Total Assets	 $	 183,061,201	 $	 179,704,683

Liabilities and Shareholders’ Equity		

Accrued liabilities	 $	 13,151,950	 $	 16,198,705

Accrued deferred compensation		  49,956,453		  47,803,785

Payables:		

Brokers and clearing organizations		  10,320,159		  12,031,157

Trade and reimbursements		  4,739,599		  5,439,373

Dividends payable		  9,481,811		  10,898,019

Subordinated borrowings – related parties		  85,155,000		  78,405,000

Other liabilities		  442,899		  47,127

Income tax payable		  41,273		  --

Due to affiliates		  246,479		  394,198

Total Liabilities	 $	 173,535,623	 $ 	 171,217,364

Shareholders’ Equity

3,400,000 shares authorized and 2,400,000 shares issued  

and outstanding at December 31, 2015 and 2014		  3,254,564		  3,254,564

Retained earnings		  6,271,014		  5,232,755

Total Shareholders’ Equity	 $	 9,525,578	 $	 8,487,319

Total Liabilities and Shareholders’ Equity	 $	 183,061,201	 $	 179,704,683
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If you have any questions about the contents of this Brochure, please call us 
at 800.237.0081 or e-mail us at FormADVPart2@commonwealth.com. The 
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Item 2. MATERIAL CHANGES

There are no material changes. This is the initial version of the Appendix: 
Variable Contract Subaccount Allocation Wrap Fee Program Brochure. Any 
future material changes to this appendix will be summarized in this section.

You may request a copy of our current Brochure at any time, without charge, by 
calling us at 800.237.0081 or e-mailing us at FormADVPart2@commonwealth.com. 

Additional information about Commonwealth is also available via the SEC’s 
Investment Adviser Public Disclosure website at www.adviserinfo.sec.gov.  
The SEC’s website also provides information about any persons affiliated  
with Commonwealth who are registered, or are required to be registered, as 
Investment Adviser Representatives of Commonwealth.
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Item 4. SERVICES, FEES, AND COMPENSATION

PPS Custom Variable Contract Subaccount Allocation Program Services, Fees, and Compensation
The Preferred Portfolio Services® (“PPS”) Custom Variable Contract Subaccount Allocation program enables 
the Commonwealth advisor to assist clients with contracts at variable annuity sponsors in developing a personalized 
investment portfolio using the sponor’s subaccount holdings. The advisor typically acts as portfolio manager, 
with full investment discretion, although clients may also select a nondiscretionary program account.

The maximum annual total program fee for PPS Custom Variable Contract Subaccount Allocation accounts 
may not exceed 2.00% of assets under management and is negotiable between the advisor and the client. 

Clients participating in the PPS Custom Variable Contract Subaccount Allocation program may pay more  
or less than clients might otherwise pay if purchasing the services separately. There are several factors that 
determine whether such costs would be more or less, including, but not limited to, the following:

•	 Size of the contract

•	 Specific subaccount investments made by the client

•	 Amount of trading effected by the advisor

•	 Actual costs of such services if purchased separately 

The advisory fees charged for the services provided by Commonwealth and your advisor, including research, 
supplemental advisory, and client-related services offered through the PPS Custom Variable Contract 
Subaccount Allocation program, may exceed those of other similar programs.

In addition to the advisory fees noted above, clients may also incur certain charges imposed by third parties 
other than Commonwealth or your advisor in connection with subaccount investments made through the 
PPS program. These may include, but are not limited to, the following:

•	 Variable annuity subaccount 12b-1 fees, subtransfer agent fees, and distributor fees

•	 Variable annuity subaccount management fees, as well as administrative and operational expenses

•	 Variable annuity subaccount redemption fees

•	 �Other transaction charges and service fees such as electronic funds and wire transfers, exchange fees, 
return check charges, and transfer taxs and fees

•	 �IRA trustee or custodian fees, tax-qualifed retirement plan account fees, and annual and termination fees 
for retirement variable annuity contracts, such as IRAs

•	 �Contingent deferred sales charges (“CDSC”) and/or annuity surrender charges imposed upon the 
variable annuity contract when certain withdrawals are made or the account is closed

•	 Optional sevices elected by clients

•	 Other charges that may be required by law 

Commonwealth and your advisor may receive a portion of these fees. More information about the fees and 
charges assessed by variable annuity subaccounts may be found in the appropriate variable annnuity prospectus.

Special Disclosures for ERISA Plans: In this Brochure, Commonwealth has disclosed potential conflicts of 
interest, such as receiving additional compensation from third parties (e.g., 12b-1 fees, subtransfer agent fees, 
and revenue sharing) for providing marketing, recordkeeping, or other services in connection with certain 
investments. Commonwealth, however, has adopted policies and procedures that are designed to ensure 
compliance with the prohibited transaction rules under the Employee Retirement Income Security Act of 
1974 (“ERISA”), as amended. For example, Commonwealth has taken several steps to address the potential 
conflict of interest of advisors who receive compensation for services provided to ERISA plans. 

First, an advisor negotiates the compensation with ERISA plan sponsors or participants (“ERISA clients”)  
and the compensation is either an annual fee for ongoing services based on a percentage of assets under 
advisement, a flat fee, or an hourly rate. Second, to the extent that an advisor receives additional compensation 
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from a third party, the advisor must report it to Commonwealth to enable the additional compensation to  
be offset against the fees that the ERISA clients would otherwise pay for the advisor’s services. Third, 
Commonwealth has established a policy not to influence any advisor’s advice or management of assets at any 
time or for any reason based on any compensation that Commonwealth or the advisor might receive from 
third parties. In no event will Commonwealth allow advisors to provide advice or manage assets for ERISA 
clients if they have conflicts of interest that Commonwealth believes are prohibited by ERISA. 

As a covered service provider to ERISA plans, Commonwealth will comply with the U.S. Department of 
Labor regulations on fee disclosures, effective July 16, 2011 (or such other date as provided by the Department). 
Thus, Commonwealth and its advisors will disclose (i) direct compensation received from ERISA clients;  
(ii) indirect compensation (e.g., 12b-1 fees) received from third parties; and (iii) transaction-based compensation 
(e.g., commissions) or other similar compensation shared with related parties servicing the ERISA plan. These 
fee disclosures will be made reasonably in advance of entering into, renewing, or extending the advisory 
service agreement with the ERISA client. 

Item 5. ACCOUNT REQUIREMENTS AND TYPES OF CLIENTS

PPS Custom Variable Contract Subaccount Allocation Program
The PPS Custom Variable Contract Subaccount Allocation program is generally available to variable annuity 
contracts with an initial value of at least $25,000.

All Programs
Clients may make additions to, or withdrawals from, their managed accounts upon notice to Commonwealth 
or to the respective program sponsor. If at any time withdrawals of account assets cause the account value to 
be less than the required minimum account size, the Client Agreement may be subject to termination. Clients 
should understand that Commonwealth’s managed account programs are designed as long-term investment 
vehicles and that asset withdrawals may impede the achievement of the client’s investment objectives. Clients 
should also understand that there is no guarantee that their investment objectives will be achieved, regardless 
of the type of program account selected.

The majority of Commonwealth clients are retail clients, such as individual and joint owners, revocable and 
irrevocable trusts, individual retirement accounts, self-directed 401(k) participant accounts, Section 529 Plan 
accounts, and custodial accounts. Commonwealth also manages assets held in corporate, pension, 401(k), 
defined benefit plan, and municipality accounts, among others.

Item 6. PORTFOLIO MANAGER SELECTION AND EVALUATION

PPS Custom Variable Contract Subaccount Allocation Program
Commonwealth home office Compliance and Operations principals, senior members of Commonwealth’s 
Advanced Planning team, and/or designated Office of Supervisory Jurisdiction (“OSJ”) branch managers 
periodically review client accounts and financial plans to identify situations that may warrant either a more 
detailed review or a specific action on behalf of an advisory client.

Commonwealth uses a series of surveillance, exception, trade, and other transaction reports that are designed 
to help facilitate the ongoing review of Commonwealth’s managed accounts. In addition, Commonwealth 
advisors provide continual and regular investment advice or investment supervisory services to clients, 
routinely review client portfolios, and are responsible for communicating with clients at least annually.

Since Commonwealth itself is the sponsor of the PPS Custom Variable Contract Subaccount Allocation 
program and receives electronic transaction and account data directly from annuity sponsors, Commonwealth 
prepares and makes available to PPS Custom Variable Contract clients its own performance reports. 
Commonwealth urges you to compare the account statements you receive from your annuity sponsor with 
any account summary statements you receive from us or your advisor. Although variable annuity contract 
holdings and asset valuations should generally match, for purposes of calculating performance and account 
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valuations on your PPS program contract, Commonwealth summary or performance statement month-end 
market values sometimes differ from custodial account statement month-end market values. The three most 
common reasons why these values may vary are differences in the manner in which accrued interest is 
calculated, the date upon which “as of” dividends and capital gains are reported, and settlement date versus 
trade date valuations. 

If you believe there are material discrepancies between your custodial statement and the summary statements or 
reports you receive from Commonwealth or your advisor, please call Commonwealth directly at 800.237.0081.

“Wrap” Program
Commonwealth’s wrap fee programs differ from other programs in that the fee structure for wrap programs is 
all-inclusive, whereas non-wrap fee programs assess trade execution costs that are in addition to the investment 
advisory fees. PPS Custom Variable Contract Subaccount Allocation contracts are managed by your 
Commonwealth advisor in accordance with his or her own investment methodology and philosophy. 

For the investment advisory services provided to you by Commonwealth and your advisor, Commonwealth 
and your advisor receive a portion of the investment advisory fee you pay when you participate in any 
managed account program through Commonwealth.

Individualized Services and Client-Imposed Restrictions
The investment advisory services provided by Commonwealth advisors depend largely on the personal 
information the client provides to the advisor. For Commonwealth advisors to provide appropriate investment 
advice to, or, in the case of discretionary accounts, make appropriate investment decisions for, the client, it is 
very important that clients provide accurate and complete responses to their advisor’s questions about their 
financial condition, needs and objectives, and any reasonable restrictions they wish to apply to the mangagment 
of the subaccount allocations of the variable annuity contract, such as certain specific subaccount investments 
that they do not want the advisor to purchase, sell, or hold in the account. It is also important that clients 
inform their Commonwealth advisor of any changes in their financial condition, investment objectives, 
personal circumstances, and reasonable investment restrictions on the variable annuity contract, if any, that 
may affect the client’s overall investment goals and strategies. 

In general, the client’s Commonwealth advisor is responsible for delivering investment advisory services to 
clients, and clients generally deal with matters relating to their accounts by contacting their Commonwealth 
advisor directly. 

Performance-Based Fees and Side-by-Side Management
Commonwealth does not charge any performance-based fees (i.e., fees based on a share of capital gains on or 
capital appreciation of the assets of a client). 

Methods of Analysis and Investment Strategies
Investing in securities involves risk of loss that investors should be sure they understand and should be 
prepared to bear.

Commonwealth primarily serves retail investors. Each advisor associated with Commonwealth has the 
independence to take the approach he or she believes is most appropriate when analyzing investment products 
and strategies for clients. There are several sources of information that Commonwealth and the advisor may 
use as part of the investment analysis process. These sources include, but are not limited to:

•	 Financial publications

•	 Research materials prepared by others

•	 Corporate rating services

•	 SEC filings (i.e., annual reports, prospectuses, 10-Ks, etc.)

•	 Company press releases
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As a firm, Commonwealth does not favor any specific method of analysis over another and, therefore,  
would not be considered to have one approach deemed to be a “significant strategy.” There are, however,  
a few common approaches that may be used by Commonwealth or your advisor, individually or collectively, 
in the course of providing advice to clients. Please note that there is no investment strategy that will guarantee 
a profit or prevent loss. Following are some common strategies employed by advisors in the management of 
client accounts:

•	 �Dollar Cost Averaging (“DCA”): The technique of buying a fixed dollar amount of a particular 
investment on a regular schedule, regardless of the share price. More shares are purchased when prices 
are low, and fewer shares are bought when prices are high. DCA is believed to lessen the risk of 
investing a large amount in a single investment at higher price. DCA strategies are not effective and do 
not prevent against loss in declining markets.

•	 �Asset Allocation: An investment strategy that aims to balance risk and reward by allocating assets among 
a variety of asset classes. At a high level, there are three main asset classes—equities (stocks), fixed income 
(bonds), and cash/cash equivalents—each of which has different risk and reward profiles/behaviors. Asset 
classes are often further divided into domestic and foreign investments, and equities are often divided into 
small, intermediate, and large capitalization. The general theory behind asset allocation is that each asset 
class will perform differently from the others in different market conditions. By diversifying a portfolio 
of investments among a wide range of asset classes, advisors seek to reduce the overall volatility and risk 
of a portfolio through avoiding overexposure to any one asset class during various market cycles. Asset 
allocation does not guarantee a profit or protect against loss.

•	 �Technical Analysis (aka “Charting”): A method of evaluating securities by analyzing statistics generated 
by market activity, such as past prices and volume. Technical analysts do not attempt to measure a 
security’s intrinsic value. Instead, they use charts and other tools to identify patterns that can suggest 
future activity. When looking at individual equities, a person using technical analysis generally believes 
that performance of the stock, rather than performance of the company itself, has more to do with the 
company’s future stock price. It is important to understand that past performance does not guarantee 
future results.

•	 �Fundamental Analysis: A method of evaluating a security that entails attempting to measure its intrinsic 
value by examining related economic, financial, and other qualitative and quantitative factors. Fundamental 
analysts attempt to study everything that can affect the security’s value, including macroeconomic factors 
(e.g., the overall economy and industry conditions) and company-specific factors (e.g., financial condition 
and management). The end goal of performing fundamental analysis is to produce a value that an investor 
can compare with the security’s current price, with the aim of figuring out what sort of position to take 
with that security (underpriced = buy, overpriced = sell or short). This method of security analysis is 
considered to be the opposite of technical analysis.

•	 �Quantitative Analysis: An analysis technique that seeks to understand behavior by using complex 
mathematical and statistical modeling, measurement, and research. By assigning a numerical value to 
variables, quantitative analysts try to replicate reality mathematically. Some believe that it can also be 
used to predict real-world events, such as changes in a share price.

•	 �Qualitative Analysis: Securities analysis that uses subjective judgment based on nonquantifiable 
information, such as management expertise, industry cycles, strength of research and development,  
and labor relations. This type of analysis technique is different from quantitative analysis, which focuses 
on numbers. The two techniques, however, are often used together.

Voting Client Securities 
As a matter of firm policy, and in accordance with this Brochure and our advisory client agreements, neither 
Commonwealth nor its advisors have or will accept the authority to vote proxies on behalf of advisory clients 
in any situation where Commonwealth or the adviser acts as investment adviser to the client. Commonwealth 
or its advisors may, but are not obligated to, provide advice to clients regarding the clients’ voting of proxies. 
In all cases, clients must either retain the responsibility for receiving and voting proxies for any and all 
securities maintained in their managed accounts, or they must appoint a third-party investment adviser or 
other person who is not associated with Commonwealth to vote proxies for their managed accounts.
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In the event the advisor chooses to provide advice to clients designed to assist the client in making a decision 
as to how to vote their proxies, the advisor has a fiduciary duty to disclose to the client any material conflicts 
of interest the advisor may have with respect to such advice. 

Item 7. CLIENT INFORMATION PROVIDED TO PORTFOLIO MANAGERS

Commonwealth’s PPS Custom Variable Contract Subaccount Allocation program enables the Commonwealth 
advisor to collect financial data from clients, help clients determine the suitability of the investments in the 
variable annuity contract, and help clients identify the appropriate investment objectives and strategies to be 
used. Commonwealth and the advisor use the client’s PPS Custom Variable Contract Subaccount Allocation 
Client Agreement at the time the variable annuity contract is established for this purpose. Copies of updates that 
are made to the Client Agreement are provided to Commonwealth as changes occur. The Client Agreement 
information includes, but is not limited to, the client’s name, contact information, personal identification 
information, financial information, investment time horizon, risk tolerance, and portfolio name and description 
that is selected by the client. The advisor is responsible for monitoring any restrictions that the client wishes to 
impose on the management of his or her variable annuity contract.

Item 8. CLIENT CONTACT WITH PORTFOLIO MANAGERS

Clients may contact their Commonwealth advisor to discuss the management of their Commonwealth 
accounts during normal business hours.

Item 9. ADDITIONAL INFORMATION

Disciplinary Information
Following is a list of those legal or disciplinary events that may be material to your evaluation of Commonwealth 
or the integrity of Commonwealth’s management. 

During the period from December 7, 2009, to January 28, 2012, Commonwealth used a system to comply 
with its regulatory obligations pertaining to archiving, preserving, and supervising the business-related e-mails 
of its associated persons. During this period, Commonwealth’s e-mail surveillance system failed to subject 
about 12.6 million of our associated persons’ outgoing e-mails to our daily e-mail surveillance protocol and 
failed to surveil approximately 474,380 e-mails that were sent or received by our registered representatives 
(“RRs”). These failures violated NASD Conduct Rules 3010(a) and 3010(d)(2) and FINRA Rule 2010. 
Despite the failure of its surveillance tool to review outgoing e-mails, Commonwealth did surveil incoming 
e-mails that were received by its RRs, including e-mails sent in reply to its RRs’ outgoing e-mails; outgoing 
e-mails that were sent to or carbon-copied to Commonwealth employees or other Commonwealth RRs; and 
certain outgoing e-mails in connection with the firm’s branch audits. Commonwealth self-reported these 
issues to FINRA in March 2012; undertook an internal review of its supervisory policies, procedures, and 
systems relating to these issues; and subjected e-mails that had not been reviewed to review. Without admitting 
or denying the findings, Commonwealth accepted and consented to a censure and a $250,000 fine.

In November 2008, an intruder obtained the login credentials of one Commonwealth RR through the use of 
a computer virus and was able to access a list of the RR’s Commonwealth customer accounts. The intruder 
then entered unauthorized purchase orders for the stock of one publicly traded company in eight accounts. 
Within 10 minutes of placing the trades, the activity was detected by Commonwealth’s clearing broker/dealer 
and the intruder was blocked from further trading. Commonwealth immediately cancelled the trades, absorbed 
the monetary losses, contacted the SEC, and put corrective safeguards in place, including mandating the use 
of current antivirus software by all its RRs. Commonwealth, without admitting or denying the allegations, 
consented to an SEC administrative order finding it failed to comply with Rule 30(a) of Regulation S-P. On 
September 29, 2009, the SEC accepted Commonwealth’s offer of settlement and entered an administrative 
order. Without admitting or denying the findings, Commonwealth consented to a cease and desist, a censure, 
and a civil money penalty of $100,000 for violating Rule 30(a) of Regulation S-P. 
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In 2004, a former RR confessed to misappropriating funds from clients of his independent Registered Investment 
Adviser, which was not affiliated with or controlled by Commonwealth. The RR was associated with Commonwealth 
from 1991 until he left the firm in 2001. Commonwealth, without admitting or denying the allegations, 
consented to an SEC administrative order finding that, in its capacity as a broker/dealer, it failed to reasonably 
supervise the RR in that it had not established reasonable policies and procedures for responding to red flags 
relating to the RR’s outside business activities and for reviewing his incoming mail. On September 6, 2007, 
the SEC accepted Commonwealth’s offer of settlement and entered an administrative order. Without admitting 
or denying the findings, Commonwealth consented to a censure, disgorgement of $1, and a civil money 
penalty of $250,000 for failing to supervise a former RR. 

FINRA alleged, during the time period from April 1 to June 30, 2008, that Commonwealth Equity Services, 
LLP (“Commonwealth”), failed to report to the trade reporting and compliance engine (“TRACE”) 234 
transactions in TRACE-eligible securities within 15 minutes of time of execution and that the firm’s supervisory 
system did not provide for supervision reasonably designed to achieve compliance with applicable securities 
laws, regulations, and FINRA rules concerning TRACE rules. On November 24, 2009, FINRA’s NAC 
review committee accepted Commonwealth’s letter of acceptance, waiver, and consent. Without admitting or 
denying the findings, Commonwealth consented to a censure, a $15,000 fine, and an undertaking to revise 
the firm’s written supervisory procedures regarding TRACE rules. 

On or about August 26, 2005, the National Association of Securities Dealers (“NASD”) found that Commonwealth 
violated NASD Conduct Rules 2830(k) and 2110 by maintaining a revenue sharing program between 
January 2001 and December 2003, pursuant to which, in return for a fee, participating mutual fund 
complexes received preferential treatment in the marketing of funds. Additionally, Commonwealth was  
found to have violated Section 17(a) of the Securities Exchange Act of 1934 and NASD Conduct Rule 3110 
by failing to retain e-mails for the required time period. 

Other Financial Industry Activities and Affiliations
A. Commonwealth, the Broker/Dealer. Commonwealth is a dual registrant, which means it is both a 
Registered Investment Adviser and a broker/dealer. Depending upon the securities registrations held by  
each individual advisor, Commonwealth’s advisors offer a variety of securities and investments to their  
clients, including, but not limited to, mutual funds, Section 529 college savings plans, variable annuities, 
individual stocks and bonds, options, LPs, unit investment trusts, REITs, alternative investments, and a 
variety of other securities and insurance products approved for sale by Commonwealth. Commonwealth 
and its principal executive officers devote approximately 50% of their time to securities brokerage activities 
and 50% to investment advisory activities. Commonwealth has fully disclosed clearing arrangements with 
NFS and Pershing.

B. Commonwealth, an Introducing Broker. Commonwealth is a member of the National Futures 
Association, which is the self-regulatory organization for the U.S. futures industry. Commonwealth offers 
clients access to certain managed futures products. 

C. Commonwealth-Related Companies and Material Conflicts of Interest. In addition to its registration 
as an investment adviser, Commonwealth is registered as a broker/dealer under the same name of Commonwealth 
Financial Network. Commonwealth has a related company that is licensed as an insurance agency under the 
name of CES Insurance Agency. Almost all of Commonwealth’s advisors are registered with Commonwealth’s 
broker/dealer as RRs, and many also are licensed insurance agents of CES Insurance Agency.

As part of the investment advisory programs offered to clients, Commonwealth provides brokerage execution 
services to Commonwealth advisory clients participating in any of Commonwealth’s PPS managed account 
programs. Commonwealth and its advisors make securities recommendations to clients (or, in the case of 
discretionary services, make investment decisions for clients) regarding Commonwealth’s investment advisory 
programs. Where permitted by law, Commonwealth and/or your advisor may receive transaction-based 
commissions, mutual fund 12b-1 fees, distributor fees, service fees, due diligence fees, marketing reimbursements, 
revenue sharing, or other payments relating to your investment in or otherwise supporting Commonwealth’s 



12	

or your advisor’s activities regarding the securities and insurance products recommended, purchased, or held 
within your Commonwealth advisory program account. To the extent Commonwealth is the investment 
adviser, sponsor, or other service provider to your investment advisory program, Commonwealth receives 
compensation for its services. Clients should be aware that Commonwealth’s or your advisor’s receipt of 
commissions, fees, payments, and other compensation may present a potential conflict of interest because 
Commonwealth or your advisor may have an incentive to recommend those products or programs or make 
investment decisions regarding investments that provide such compensation to Commonwealth or your advisor.

D. Commonwealth’s Relationships with Other Investment Advisers. Commonwealth and your advisor 
may serve as solicitors for third-party investment advisers. Commonwealth and its advisors are compensated 
for referring your advisory business to these third-party investment advisers. This compensation generally 
takes the form of the third-party investment adviser sharing with Commonwealth and your advisor a portion 
of the advisory fee the third-party investment adviser charges you for providing investment management 
services. Commonwealth and your advisor may, therefore, have a conflict of interest to refer clients to those 
third-party investment advisers that pay referral fees to Commonwealth or to your advisor rather than those 
that don’t. Additionally, Commonwealth and your advisor may have a conflict of interest to refer clients to 
those third-party investment advisers that pay higher referral fees over those that pay lower referral fees. 

Code of Ethics
Pursuant to Rule 204A-1 under the Investment Advisers Act of 1940, as amended, Commonwealth has 
adopted a Code of Ethics that governs a number of potential conflicts of interest we have when providing our 
advisory services to you. Our Code of Ethics is designed to ensure that we meet our fiduciary obligations to 
you and to foster a culture of compliance throughout our firm. 

Our Code of Ethics is comprehensive and is designed to help us detect and prevent violations of securities 
laws and to help ensure that we keep your interests first at all times. We distribute our Code of Ethics to each 
supervised person at Commonwealth at the time of his or her initial affiliation with our firm; we make sure it 
remains available to each supervised person for as long as he or she remains associated with our firm; and we 
ensure that updates to our Code of Ethics are communicated to each supervised person as changes are made. 

Commonwealth’s Code of Ethics sets forth certain standards of conduct and addresses potential conflicts of 
interest among Commonwealth and Commonwealth’s employees, agents, advisors, and advisory clients. 

Clients and prospective clients of Commonwealth may request a free copy of Commonwealth’s Code of Ethics 
by mailing a written request to:

Commonwealth Financial Network 
Attn: Investment Adviser Compliance Unit 
29 Sawyer Road 
Waltham, MA  02453

Generally, Commonwealth does not buy or sell securities for its own account that it recommends to (or 
purchases or sells for) clients. Commonwealth’s advisors, however, may purchase or sell for their own accounts 
securities or other investment products that are also recommended to clients, which may create a conflict of 
interest. Commonwealth policy prohibits advisors from “trading ahead” of their clients’ transactions. When 
purchasing or selling securities for the personal accounts of advisors and their clients, priority must be given to 
the advisor’s client transactions. Commonwealth has implemented surveillance and exception reports that are 
designed to identify and correct situations in which the personal transactions of advisors are placed ahead of the 
advisors’ clients. 

Review of Accounts 
Commonwealth advisors providing continuous and regular investment advice or investment supervisory 
services to clients will review client portfolios and communicate with clients at least annually and on a 
quarterly or other basis, as agreed upon by the client, for conformity with the respective portfolio selection’s 
investment strategies, client’s specific investment objectives, changes in the client’s financial condition, any 
reasonable restrictions imposed by the client as to specific assets or types of assets to be included or excluded 
from client portfolios. 
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Client Referrals and Other Compensation
A. Commonwealth as Solicitor. Commonwealth and your advisor serve as solicitors for a variety of third-party 
investment advisers. Commonwealth and your advisor are compensated by these third-party investment 
advisers for referring your advisory business to them. This compensation generally takes the form of the third-party 
investment adviser sharing with Commonwealth and the advisor a portion of the advisory fee the third-party 
investment adviser charges you. Commonwealth and your advisor may, therefore, have a conflict of interest to 
refer your advisory business to those third-party investment advisers that pay referral fees to Commonwealth, 
or to those that pay higher referral fees to Commonwealth.

Commonwealth or your Commonwealth advisor may also receive training and educational support, marketing 
support, enhanced service, or some other economic benefit in addition to its receipt of the referral fee discussed 
above from a third-party investment adviser to whom we have referred your advisory business. This support 
or other economic benefit will be paid from the third-party investment adviser’s own funds and not from 
client funds. Commonwealth and your advisor, however, may have a conflict of interest to favor referring 
your advisory business to those third-party investment advisers that provide such support or other economic 
benefit over those advisers that don’t provide such support or other benefits. 

B. Commonwealth’s Use of Solicitors. The Commonwealth Alliance Program (“CAP”) is a referral program 
designed to compensate outside professionals or firms, such as attorneys, accountants, or other broker/dealers and 
investment advisers, for referring your advisory business to Commonwealth and your advisor. These professionals 
or firms are known as “solicitors.” If your advisory account is referred by a solicitor to Commonwealth or your 
advisor, Commonwealth and your advisor will pay a portion of the advisory fee you pay us to the solicitor, 
typically for as long as you maintain an advisory relationship with us, to compensate the solicitor for the referral. 
Commonwealth will not charge a client that is referred to Commonwealth by a solicitor any amount for the  
cost of obtaining the client that is in addition to the fee normally charged by Commonwealth for its investment 
advisory services. Such solicitation arrangements are disclosed to clients at the time of the solicitation via execution 
of a Solicitor Disclosure Statement or similar document that outlines the nature and amount of the compensation 
we pay to the solicitor and whether or not the solicitor is affiliated with or related to Commonwealth. Solicitors 
are required to provide prospective clients with a current copy of Commonwealth’s Form ADV Part 2 not later 
than the date that the client enters into an advisory relationship with Commonwealth and the advisor.

Financial Information
Some Commonwealth advisors who provide Wealth Management Consulting or Retirement Plan Consulting 
services to clients may require prepayment of more than $1,200 in fees six (6) months or more in advance. 
Commonwealth also maintains custody of certain client assets and in certain instances, as defined in SEC 
Rule 206(4)-2. Additionally, pursuant to the trading authorization granted by Commonwealth managed 
account clients to Commonwealth and their advisor, Commonwealth has discretionary trading authority over 
the funds and securities of clients.

Commonwealth neither has a financial commitment that would impair its ability to meet its contractual and 
fiduciary commitments to clients, nor has Commonwealth been the subject of a bankruptcy proceeding.
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