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Compliance Primer: Hiring
Finfluencers to Engage
with Young Investors

Financial influencers on social media are attracting the attention of established financial
firms eager to tap into an audience of young investors on platforms such as YouTube, TikTok,
and Instagram. Although the rewards of collaborating with finfluencers are abundant, so are
the potential risks.

Compliance officers at financial services firms can play a critical role in identifying and mitigating
these risks to help ensure their colleagues in marketing build successful partnerships with
finfluencers. Fostering a culture of compliance and responsible engagement is paramount

for financial services firms that want to capitalize on finfluencer popularity.

This primer offers a starting point for senior marketing and compliance professionals whose firms
are considering engaging finfluencers. Our report, "The Finfluencer Appeal: Investing in the Age

of Social Media," provides a deeper understanding of current finfluencer practices and Gen Zs'
attitudes toward financial information online. The report provides insights based on primary
research and focus groups comprising young investors.

Before Hiring Finfluencers

e Define the desired scope and audience for your finfluencers' activities on the firm's behalf.

e |dentify the applicable regulators in the jurisdictions where the finfluencers will be deemed
to be doing business. Depending on the jurisdiction, your finfluencers' activities may be
regulated by multiple regulators. Ask yourself, "What are the consequences for the firm
of working with finfluencers who fail to comply with regulatory requirements?”

* Consider whether the rewards of retaining finfluencers outweigh the possible reputational,
regulatory, and financial risks and hidden compliance costs.

* Evaluate the size and composition of your finfluencers' audiences, as well as their
reputations, expertise, credibility, and willingness to comply with compliance requirements.

e Establish policies and procedures governing the conduct of finfluencers, including the
consequences of failing to abide by these policies.
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When Hiring a Finfluencer, Set Clear Boundaries

Establish and reinforce the ethical and legal boundaries of your finfluencers' relationship
with your firm. If your firm does not want its finfluencers to trigger licensing requirements,
prohibit them from engaging in regulated activities such as making investment
recommendations.

Clarify up front the terms and conditions of finfluencers' contracts, including compensation
structure, deliverables, and timelines.

Inform your finfluencers that all content related to the firm requires review and approval
prior to posting. Devote sufficient resources to making the approval process straightforward
and swift to promote compliance.

Be clear about the consequences your finfluencers will face for failing to meet the firm's
compliance and conduct expectations. Inform your finfluencers that misconduct exposes
the firm to regulatory fines, censures, and revocation of licenses.

Educate Your Firm's Finfluencers about Their
Compliance Obligations

Help your finfluencers understand the products and services being promoted, including
product features, benefits, and selling points.

Compliance training should emphasize that your finfluencers' statements must be truthful,
balanced, and accurate. Depending on the jurisdiction, finfluencers should be instructed
on the need for affirmative disclosures about their activities.

Teach finfluencers about their obligation to identify and avoid market misconduct, such
as insider dealing, misuse of information, fraud, transmission of rumours, and market
manipulation.

Educate your finfluencers about jurisdiction-specific know-your-customer and anti-money
laundering laws, including reporting obligations and channels. Provide training on data
protection and privacy regulations if your finfluencers collect viewer information.

Provide finfluencers with your firm's definition of conflict of interest and instruct them about
their disclosure obligations to the firm and their viewers.

Educate finfluencers about their responsibility to know their audience. Instruct your
finfluencers not to promote complex investment products to the financially unsophisticated
or target individuals under 18 years of age.

Transparency and Disclosures: What to Demand
from Your Finfluencers

Conduct regular training with your finfluencers on the importance of transparency
and the need for rigorous and accurate disclosures.

Consider instructing your finfluencers to identify and provide links to the sources
of information in their videos. If they are not financial professionals, request that they
disclose this fact.

Tell your finfluencers to state the sources, amount, and method for calculating monetary
and non-monetary compensation for promoting products. Compensation can include
sponsorships and brand and affiliate partnerships.

Your finfluencers should be required to inform viewers about their location (i.e., which
country or jurisdiction) and emphasize that the information provided is directed only
to residents of that jurisdiction.
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e They should provide investors with an explanation of the risks associated with investment
products, including the potential for loss of principal.

*  Your finfluencers must understand the "nuts and bolts" of clear and transparent disclosures.
All disclosures should be prominent, in plain language, and made at the beginning
and the end of a presentation.

Your Ongoing Supervisory Obligations

e  Stay current about regulatory requirements. The rapidly changing regulatory environment
requires vigilance on the part of compliance personnel.

* Update and evaluate the effectiveness of compliance policies and procedures to reflect
regulatory changes, market developments, and finfluencer activities. Compliance policies
and procedures will not survive regulatory scrutiny if they fail to reflect practice in the field.

* Conduct regular compliance training for finfluencers that reinforces established policies
and procedures and highlights regulatory changes.

e Monitor finfluencers' posts to ensure they are accurate, balanced, and comply with relevant
regulations in the jurisdictions in which they are targeted. Document your monitoring
activity.

Fostering a culture of compliance and responsible engagement is paramount for financial
services firms that want to capitalize on finfluencer popularity. Continuous education, proactive
monitoring, and a commitment to transparent communication and fulsome disclosure form

the cornerstones of effective compliance strategies for finfluencers. As the financial industry
and the finfluencer landscape evolve, staying vigilant, adaptable, and committed to regulatory
compliance will safeguard finfluencers, their viewers, and your firm.
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About the Research and Policy Center

CFA Institute Research and Policy Center brings together CFA Institute expertise along

with a diverse, cross-disciplinary community of subject matter experts working collabora-
tively to address complex problems. It is informed by the perspective of practitioners and
the convening power, impartiality, and credibility of CFA Institute, whose mission is to lead
the investment profession globally by promoting the highest standards of ethics, education,
and professional excellence for the ultimate benefit of society. For more information, visit
https://rpc.cfainstitute.org/en/.

Unless expressly stated otherwise, the opinions, recommendations, findings, interpretations, and conclusions
expressed in this report are those of the various contributors to the report and do not necessarily represent the
views of CFA Institute.

No part of this publication may be reproduced or transmitted in any form or by any means, electronic or mechanical,
including photocopy, recording, or any information storage and retrieval system, without permission of the copyright
holder. Requests for permission to make copies of any part of the work should be mailed to: Copyright Permissions,

CFA Institute, 915 East High Street, Charlottesville, Virginia 22902. CFA® and Chartered Financial Analyst® are trademarks
owned by CFA Institute. To view a list of CFA Institute trademarks and the Guide for the Use of CFA Institute Marks, please
visit our website at www.cfainstitute.org.

CFA Institute does not provide investment, financial, tax, legal, or other advice. This report was prepared for informational
purposes only and is not intended to provide, and should not be relied on for, investment, financial, tax, legal, or other
advice. CFA Institute is not responsible for the content of websites and information resources that may be referenced in
the report. Reference to these sites or resources does not constitute an endorsement by CFA Institute of the information
contained therein. The inclusion of company examples does not in any way constitute an endorsement of these organi-
zations by CFA Institute. Although we have endeavored to ensure that the information contained in this report has been
obtained from reliable and up-to-date sources, the changing nature of statistics, laws, rules, and regulations may result
in delays, omissions, or inaccuracies in information contained in this report.
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