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The Cost of Conflicts of Interest

Misaligned incentives lead to worse outcomes for
investors

Conflicts of interest arise when a financial advisor’s incentives do not fully align with the
investor’s best interest. These conflicts stem from the principal-agent problem:
investors depend on advisors whose compensation structures may affect the
recommendations they make. For example, mutual funds were often distributed through
non-fiduciary brokers who earned higher commissions for steering clients toward
higher-fee products.” Knowing the financial incentives of those managing your money is
essential for evaluating investment advice and protecting long-term outcomes.




A Modern Example: Lessons From the First Trust Case

First Trust Portfolios, a major issuer of ETFs, unit investment trusts (UITs), and other
structured investment products with nearly $300 billion in assets, provides a recent
example of how conflicts can still appear in modern investment practices. In 2024,
FINRA fined First Trust $10 million for violating its non-cash compensation rules.?2 The
firm provided entertainment and other benefits that significantly exceeded regulatory
limits. The case shows how, even in a fee-based advisory environment, firms can still
use personal perks and relationship-driven incentives to influence which products
advisors recommend to their clients.

FINRA found that First Trust wholesalers provided financial advisors with lavish
entertainment and other benefits that had no legitimate business purpose. Several of
these perks were explicitly tied to meeting sales targets for First Trust products, and
internal communications revealed a clear pattern: advisors who generated more sales
received upgraded perks and preferential treatment from the wholesaling team. In this
setup, the path to being a “good advisor” had nothing to do with clients. It had
everything to do with the advisor pushing First Trust products for personal gain.

There is a clear difference between a legitimate business expense and a payoff. Taking
a client to a routine meeting or lunch is normal. But when a salesperson hints that “if
you direct $5 million our way, we can find a way to take care of you,” that is no longer
hospitality; that is bribery. This harms investors because advisors can push clients
toward high-fee, less suitable products.

Gaard Capital’s Approach: Independence With Purpose

At Gaard Capital, we pride ourselves on avoiding conflicts of interest. As an
independent, fee-only investment advisor, we do not sell proprietary products or receive
compensation through brokerage, trading, or referral arrangements. This structure
preserves our objectivity and removes the economic pressures that can push advisors
toward products that benefit themselves instead of their client. Our customized,
evidence-based approach keeps our incentives aligned with long-term client outcomes
and allows us to design strategies tailored to each client’s unique needs. Because cost
is one of the few variables investors can reliably control, we emphasize low, transparent
fees and the use of low-cost investment vehicles wherever possible.

Conclusion

The First Trust case illustrates how compensation structures and incentives can distort
the advice financial advisors give to clients. It is essential to know how financial advisors
are compensated. This is why Gaard Capital relies on a straightforward, transparent fee
structure and does not accept payments from anyone except the end client.
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IMPORTANT DISCLAIMER

The information provided herein is for informational and educational purposes only and should not be construed as
legal, investment, accounting, or tax advice. Recipients should not rely on this material as a substitute for
independent analysis or for professional advice tailored to their specific circumstances. All information is current as of
the date indicated and is subject to change without notice. Gaard Capital LLC does not represent that the information
herein is accurate, complete, or timely, and assumes no obligation to update or revise any statements. Any
references to specific investment strategies, securities, or products are strictly for illustrative purposes and are not
intended as an offer, solicitation, or recommendation to engage in any transaction or adopt any particular
strategy. Past performance does not guarantee future results, and all investments involve risk, including the potential
loss of principal. Recipients should consult their own legal, tax, and financial professionals before making any
financial decisions.
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