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OUTFRONT
BREAKAWAY BROKERS

Second Ads
Former Wall Streeters David Pottruck and Phil Purcell are
helping a startup snatch fed-up brokers-and assets-from
the big financial firms. By Matthew Schifrin

STOCKBROKERS,A.K.A. FINANCIAL
advisors, were always the other guys
on Wall Street, watching their col-

leagues in the trading and investment bank-
ing departments rake in huge bonuses
while they werewearing out their fingertips
with cold calls.The recent turmoil on Wall
Street-the deaths of Bear Stearns and
Lehman Brothers, the struggles of Merrill
Lynch and Wachovia's brokerage unit-
has made their lives worse. Brokers find
themselves having to explain to clientswhy
they should entrust money to the firms that
employ them.

"I don't think there are
many brokers out there who
wouldn't tellyou that they feel
disenfranchised;' saysMindy
Diamond, president of re-
cruiting firm Diamond Con-
sultants.

Solution: Break free. The~---brokeror a gangofbrokerssets
up a new firm to help clients
invest.The breakawayb,Ioker
can use pr;;ducts (like ex-
change-traded funds) wher-
evertheymight come from, clearingservices
from one firm and custodyfromyet another.

In 2009 ~b helped 156 groups of
stockbrokers break free of big firms, setting
up registered in~ent a~ory fIrms. Fi-
delity attracted 185 brokers, and Pershing
brought in 32 new RIAsto its custodial plat-
form. TDAmeritrade Institutional attracted-170advisor groups.

Possiblythe most compellingof the new
opportunities for breakaway brokers is a
Chicagofirm calledHighTower.It offersbro-
kerswith at least$100millionunder manage-
ment what it describes as an "open source"
alternativeto firms likeMerrill and Morgan
StanleySmith Barney.

In the brokerage business so-called
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open architecture has been around since
the 1980s, when Charles Schwab & Co.
began allowing independent advisors to
choose frO;; a host of investment man-
a:"gers and products. HighTower's two
-rounders, Elliot Weissbluth and Drew
Kornreich, expanded this model so that
brokers affiliating with their firm also
have the ability to choose from various
custody firms, including JPMorgan Chase
and Sc.bJ.fab,and clearing firms like Persh-
ing and Fidelity'sNational Financial.-This innovative business model caught

Going after brokers:
David Pottruck
(above) and
Elliot Weissbluth.

the attention of David Pottruck, former
chief executive of Charles Schwab. In 2004
Pottruck was unceremoniously ousted
from that job and went into exile.Pottruck,
62, decided he wanted back in. Sohe, along
with Philip Purcell, former chief executive
of Morgan Stanley and Dean Witter; New
York financier Morris Offit; the fund
vendor Franklin Templeton; and several
others invested $65 million to help get
HighTowergoing in April 2008. In Decem-
ber 2009 Credit Suisse subsidiary Asset
Management Finance led a financing round

that injected $100 million in capital to pay
bonuses to brokers signing on.

One ofthe firstbigproducers to sign on
in t008 came from Morgan Stanley. The
BapisGroup, run by NicholasBapisand his
two adult children out of SaltLakeCity and
New YorkCity;brought in $700million.

"The benefit of having multiple invest-
ment managers, custodians and clearing
firms all competing for our advisors' busi-
ness is that you get to drive down costs and
increase quality and empower the advisor
to be the quarterback for his clients;' says
Pottruck.

So far HighTowerhas attracted $16 bil-
lion in assets spread over eight offices.
Larry Gilbert, _40, was a heavy hitter
in Goldman Sachs' private wealth group in
Chicago before he joined HighTower in
February 2009. "I left Goldman because I
wanted to be a tr~e.hd\lciary;' says Gilbert.
He says Goldman's pay was structured
to encourage adv;~ors to sell GOfcI'man

products first. "During the
fInaiicial crisis these products
didn't hold up;' he says.Gold-
man deniesGilbert'sclaims.

HighTower brokers also
run their own profit-and-loss
statements, so instead oQeep-
ing 30% to 4~ of gross fee
production in W-2 earnings,
they reap the benefit of all
revenue associated with their
CTIents, inclUding interest

-sp;;ds earned by lending idle
cash in cash-rich accounts to
other clients buying on mar-
gin. After paying their own
expenses, they are typically
left with 70% to 80% of their

revenue, which they split with HighTower.
~ther draw is that its advisors own 25%
of the equity of HighTower and have a real
say in how things are run. "This model
isn't fully baked. We need their help;' says
Chief ExecutiveWeissbluth, 42.

For Pottruck, who recently announced
that he would become cochairman of the
firm, it appears as if this could be his sec-
ond coming. Says Pottruck, "It is now the
full-time focus of my energy. So after four
years I find myselfback in financial services
and having a lot of fun:' F


