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Investors Are Now Seeking Solutions, Not
Products...

Why Are Americans Getting Advice?

86%

Investors wants to
hear advice in

74%

43%
terms of their
goals! . . .
Retirement General budgeting and Education-related
savings topics

Source: TIAA CREF Advice Matters Survey: More Americans Interested In
Seeking Financial Advice, September 9, 2014, survey of 1,000 US adults

What Services Provided By Your Financial Advisor Do You Find Most Valuable (open-ended question)

Retirement/College Full Service Investment Advice Allocation Mgt Tax Planning
Retirement planning and They take care of everything. Rational, seasoned advice Suggestions on how to balance Tax analysis
modeling I find that useful. my portfolio
Planning for the future for our Knowing | can call him for Annually reviewing my financial Adjusting account as necessary Tax and estate
children anything, anytime and life goals based on my desired risk level planning
Life insurance and 529 plans for Manages my 401K for me. | Recommendations on stocks Managing balanced mix of
our kids don’t have to do anything and bonds to buy stocks/funds
Retirement and personal life They invest and let me relax Available for trades and advice Up-to-date review of allocation of
insurance policies and not worry too much when mktis open funds & recommended changes
Quarterly portfolio evaluation They handle where our Recommendations of products |
including review of target money goes so | donthave to  might not be aware of

retirement dates and funding worry about it.



consuitative Aavice anad auliadance, NOt Froauct,
Resonate with Clients

Competencies leading clients to shift assets toward their advisor?!

Strong
Emotional Intelligence

8 | ooks Out for

® Motivates Me
My Best Interests

to Take Action

Need ldentification

® Straightforward ® Understands the Needs
About Fees of Those in My Situation
Correlation to a
Clients’ Shift ® Easy to Get
In Assets Held Along With
With Advisor ® Can Explzain How Products
and Services Can Help
® Knows a Great Deal
® Has Experience
= Will Disagree with Me
B |5 Responsive
Weak

Technical Emotional
Type of Advisor Sklill Required

1The VIP Forum Survey of HiINW Baby Boomers, December 2009. Impact of Advisor Attributes on HNW Baby Boomers’ Shift in Assets Held with Advisor.



Advisor Value Proposition is Evolving

Client Acquisition

Investable Assets

Product as Solution

Provider of Information

Sources: GDC Research and Best Practice Research



What Does It Mean To Try and Address All These
Needs?

You can’t do this for everyone. You must focus on a
specific group of clients....no more than 100.

The needs of these clients will grow as they age and
encounter more complexity in their financial lives.

You will be dedicating more time -- and resources —to
clients as they get older.

1

 [tis no accident that the demand for advice has driven a
migration to an advisory/fee-based business model.




Advisory Fees Better Align the Timing (and Level) ot
Revenue with Advice Demands

$16,000 -
$14,000 -
$12,000 -
$10,000 -

$8 000 - — Investor’s Advice Needs

$6,000

$4,000 I |
$2,000 - _.llll

Year Year Year Year Year Year Year Year Year Year Year Year Year Year Year
1 2 3 4 5 6 7 8 9 10 11 12 13 14 15

Annual Commissions B Cumulative Commissions

B Annual Advisory Fees B Cumulative Advisory Fees

Hypothetical example: $100,000 investment generating a 5% brokerage commission and 0.25% annual trail commission
compared with a 1% annual advisory fee



 Why Build a Fee-based Practice?

Investment
Advisory Process

Consultative v.
Sales Approach

Feev.

Commiission

Benefits to You

Fosters a Trusted
Relationship Resulting in
greater:

* Retention

* Share of Wallet

* Referrals
= Provides a Structure and

Process for Delivering Advice
= Aligns with recommended
Fiduciary Standards (ERISA)

= Provides for an Annual
Recurring Revenue Stream

= Positions you as a
Consultant, not a Sales
Person

 Benefits to the Client

Confidence-building Client
Experience

A Disciplined,

Personalized Approach

* Enhances chance for
better outcomes

Puts the client on the “same
side of the table” as the
Advisor



What did advisors find after they transitioned?

Deeper client relationships

81% of independent advisors said the transition had a
significant impact on the depth of their client relationships

More affluent clients

Almost 70% said that the transition had a significant impact on
the affluence of their clients

Larger account sizes

The average fee-based advisor’s minimum account size is
almost 3.5 times higher than the average commission-based
advisor

Source: Cerulli Associates
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DOL Fiduciary Rule Impacts

Enter into a Level Fee Use a Prohibited

Advisory Relationship

Transaction Exemption
such as BICE

e Still requires fiduciary level
advice

e Advice provided is for a level
fee

¢ Conflicts can exist, but need
to be disclosed

e No conflict of interest exists

e Fiduciary level advice is
already being provided e Commissions can still be paid



Advisory or Brokerage?

* Advisory Account

Brokerage Account

th.have their place, depending on client Reivers

rivers

Need for ongoing advice

Client wants investment
services more than product
recommendations

Inter-related planning needs

Willingness to delegate to
advisor/portfolio strategists

Relatively more investment
experience

One-time advice
Ongoing relationship with
advisor not a priority

Relatively straightforward
needs

Client desires to maintain
balance of control over asset
management

Relatively less investment
experience (with the
exception of alternative
investments and other
complex products)



What distinguishes an advisory relationship?

IARs act as a fiduciary
An advisory relationship is ongoing

Regular contact and meetings are required rather
than expected or a value-added service

Clients pay for advice, not for product fulfillment
It is governed by an agreement

Advisor compensation is impacted by investor
outcomes, not the sale of product

Shift from suitability discover to the investment
consulting process



The Investment Consulting Process

Benefits
Step 1. Step 2.

Discover & Analyze » Provides a Process for Your Practice
Connect Current . . _
S = Fosters a Trusting Relationship
" Enhances communication
The Client = Manages risk
= Avoids destructive behaviors —

= Helps Investors Stay Invested

Step 4. Step 3.
Review Recommend = Gives you and your client

Progress & & Implement confidence in your decisions
Adjust
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Transition Preparation



Investment Product Preferences

e What types of products do you currently
use?

e Are they aligned with the needs of your
wealth market?

e How will they work in an advisory program?

Source: Best Practice Research and GDC Research



Which advisory program should you use?

Product Type Degree of Automation Amount of Discretion
Preference

- - -

Factors Factors Factors
Comfort level Account size Degree of customization
Existing positions Desired control over trading Use of individual securities
Client wealth market Amount of time desired for Compliance and regulatory
financial planning, client oversight
meetings and marketing

Decisions Decisions Decisions
Mutual fund/ETF advisory Centrally managed, turnkey Advisor-as-portfolio-
Separate Account programs manager
Advisor-as-portfolio- Model management Discretion on packaged
manager products vs. equities
UMA Outsourcing discretion to
portfolio strategist

Source: Best Practice Research and GDC Research



Taking on the role of portfolio strategist is not the
best fit for many advisors

Average Advisor Time Spend by Task

Staff Management, 6% Other, 3_%
Rebalancing, 6%

Client Service, 23%

Compliance, 7%

Prospecting/Marketing,
10%

Client Meetings, 22%

Research/Portfolio
Design, 11%

Financial Plan
Design/Updating, 12%

Source: Advisor Best Practices Report: Retirement Income and Transition Support by GDC Research and Practical Perspectives, Q3 2008



Consider the highest and best use of your time

This Drives | Am Good At
Revenue This




The Right Solution for the Right Client

Product Use and Advisor
Growth: Large Clients ($1M+)

a0% o 8%
30% -
20%
20% -
10% -
0% -1%
0% - .
% Assetsin  Growth Rate of

-10% - UMA Advisors
B Top Quartile by UMA Use
B Bottom Quartile by UMA Use

120%

100%
80%
60%
40%
20%

0%

Source: ENVESTAT, Vol. 2, Issue 5 (“One Size Does Not Fit All”)

Product Use and Advisor

Growth: Small Clients ($25K-

$100K)
100%

20%

0% T

Advisor MF/ETF Growth Rate of

Wrap Allocation Advisors

B Top Quartile by Wrap Use
B Bottom Quartile by Wrap Use



Determining Your Fee Levels

What are the going rates?

How do your services differ from the

typical advisor’s?

Do you want to unbundle your services?

Source: Best Practice Research and GDC Research



2.00% -

1.50%

1.00%

0.50%

0.00%

Average Fees Are a Starting Place

Average Annual Explicit Fees for Managed Account

Programs

1.74%

1.64%

1.16% 1 100, 1.25%1 719
. (0]

SMAs Mutual Rep-as-PM
Fund/ETF Wrap

W 2008 ®2014

Source: Cerulli Associates Managed Accounts Report Q1 2015

1.04% 1.04%

Rep-as-Advisor

1.53%

1.33%

UMA



Determining Your Service Offering

Financial
Investment Planning/Wealth
Management Management

>

> Core >
Advisory
> Offering >

Source: Best Practice Research and GDC Research



How do you charge for advice?

1. How much of your time will be required to manage
these relationships?

2. Are you competing on price?
3. Are you trying to reach a certain net fee level?



Other Factors to Consider

* |mpact of transaction fees
— Who pays them?
e Advisor
e Client

— Adjusting advisory fee if client pays transaction fees
— Re-examining trading strategy if advisor pays fees

* Householding

— If a client has multiple accounts, advisors generally price all
accounts based on the total size of the relationship

— Exception: client with a large number of small accounts
(e.g., college savings, etc.)

Source: Best Practice Research and GDC Research



Creating an Advisory Fee Schedule

Fee schedules should be graduated, not flat

Account or Relationship Size Advisory Fee

$25,000 - $99,999 1.40%
$100,000 - $249,999 1.25%
$250,000 - $499,999 1.10%
$500,000 - $749,999 1.00%
$750,000 - $999,999 0.85%
$1,000,000 - $2,999,999 0.65%
More than $3,000,000 Negotiated

Source: Best Practice Research and GDC Research



Let’s Talk About Fees

* |nvestors don’t care
* |nvestors won’t understand

* |nvestors will select the lower cost



Quantifying Value

Total Value Added
300. bps

Financial
Planning

Asset Investment Systematic
Allocation Selection Rebalancing Management

Value Added Value Added Value Added Value Added Value Added

>50 bps 28 bps 82-85 bps 44 bps 100 bps

* Values taken from Envestnet’s whitepaper, Capital Sigma: The Sources of Advisor-Created Value

Source: Envestnet; Morningstar; Vanguard
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fees has been validated

Client A is more Paying a premium fee is more likely to drive attrition

likely to leave their
advisor than Client B

\ 2.00%

1.50%

W Client B

Source: PriceMetrix, “STAYORSTRAY: Putting Some Numbers Behind Client Retention,” January 2014



But there are some surprises...

Paying a lower than average fee is actually more likely to drive attrition than loyalty

—
Client A is more
likely to leave their
advisor than Client B
S
50— 100 bps
of revenue
premium with
0.50% better client
— .
retention
[ |
Client A Client B
Source: PriceMetrix, “STAYORSTRAY: Putting Some Numbers Behind Client Retention,” January 2014 2



ANG dlnucriCe docs Not NnecCessarily arive nigner price
sensitivity

 Households with more than $250K in assets
are less price sensitive

* Households with less than $250K are more
price sensitive

* = Setting your fees lower than average will
likely attract clients with less wealth and a
higher propensity to leave you

Source: PriceMetrix, “STAYORSTRAY: Putting Some Numbers Behind Client Retention,” January 2014



Why is this the case?

* Compressing revenue hinders the ability of the financial advisor
and their firm to invest in staff, training, and resources to
support a strong client experience

* And advisor experience tells us that client expectations of
services will not decline with a lower price paid

e An advisor and their flrm is therefore left with less infrastructure
to support a grgu ndits demands

31



Developing a Client Segmentation Model

Determine

Primary Driver

¢ |[nvestable
assets is most
common

e Account for
other benefits
brought by
clients

¢ Should not be
rigid

Create Segment

Groups

e Four segments
suffice for most
advisors

e Never distribute
clients equally
across
segments

e Top tier should
not exceed 10%
of total clients

J

Source: Best Practice Research and GDC Research

Develop Client

Service Model

\_

e Do not treat all
clients equally
with respect to
how you deliver
service

e Differentiation
by segment is
critical to
preventing
capacity issues




Creating a Tiered Client Service Model

Client Tier Meetings Phone Calls E-mails Client Newsletter
Appreciation
A Quarterly Monthly Weekly Semi-annual Monthly
events
B Semi-annually | Quarterly Monthly Annual event Monthly
C Annually Semi-annually | Monthly N/A Monthly
D On request Annually Monthly N/A Monthly

Source: Best Practice Research and GDC Research




Developing a Realistic Service Plan

Advisor Time Spend

Client Service = 23% or 420 hours per year

Source: Best Practice Research and GDC Research



Validating the Feasibility of a Service Model

Client Segment Number of Number of Number of Total Meeting &
Clients Meetings/Yr Calls/Yr Phone Hrs
A 10 4 12 100
B 30 2 4 120
C 40 1 2 80
D 20 0 1 10
Total 100 140 340 310 Hours
Ad Hoc
Service
Requests,
110 Hrs

Fomel
Client
Service

Plan, 310
Hrs

Source: Best Practice Research and GDC Research
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Executing the Transition



Prioritizing Client Conversion

Smaller

Clients

Mid-Tier Clients

New Relationships &
Largest Existing Clients

Source: Best Practice Research and GDC Researc h



Prioritizing Client Conversion

* |dentify clients to convert
— Within each group, those with the most likelihood of success
— Clients with whom you have strong personal relationships

* Assess and analyze accounts and assets
— Qualified accounts

— Non-qualified accounts that may produce tax losses as assets are sold
in conversion

* Tips to consider

— Don’t rely on small client conversions as they don’t provide enough
revenue initially

— Do have a prioritized list and timetable to conversion

Source: Best Practice Research and GDC Research



1)

2)

3)

4)

5)
6)

Have the Conversation

As an Investment Advisor Representative (IAR), you are a fiduciary and
must adhere to the highest ethical standard in the industry

Your goal is to build a deeper relationship with clients, so that you may
address their needs more effectively

You are seeking more robust solutions to help them reach their goals,
including access to multiple layers of professional management

Your fees rise and fall with the value of their portfolio, which means
your interests are aligned with theirs

You are paid for advice, not product

Fees support an ongoing relationship so that you can be there when
they really need you



Let’s Talk About Fees

* Investors want transparency

* Only 26.3% of investors would select
the low-cost service provider*

* 66.3% selected advisors they trusted
the most™

Source: Paladin Advisor Research & Registry Survey of 421 investors



Let’s Talk About Fees

Do you voluntarily explain your fee structure to clients?

Only 1 4%*say yes.

Source: Paladin Advisor Research & Registry Survey of 100 RIAs and IARs



Communicating Fees: Common Fears

“Are you charging me twice
for the same advice?”

“Are the mutual funds you
“Why would you make sold me before bad?”

changes if this has worked
for so many years?”

“l assume you’re making more
money from this change.”

Source: Best Practice Research



1)

2)

3)

4)

5)
6)

Have the Conversation

As an |IAR, you are a fiduciary and must adhere to the highest ethical
standard in the industry

Your goal is to build a deeper relationship with clients, so that you may
address their needs more effectively

You are seeking more robust solutions to help them reach their goals,
including access to multiple layers of professional management

Your fees rise an fall with the value of their portfolio, which means
your interests are aligned with theirs

You are paid for advice, not product

Fees support an ongoing relationship so that you can be there when
they really need you



How to Start...

 Messaging with existing clients
* Messaging with new clients



Evolution of Client Solutions




How can you establish your value?

What you
do

Who you
do it for

What makes

you different

Source: Pusateri Consulting



Disclosure

Disclaimer

The information, analysis, and opinions expressed herein are for general and educational purposes only.
Nothing contained in this presentation is intended to constitute legal, tax, accounting, securities, or
investment advice, nor an opinion regarding the appropriateness of any investment, nor a solicitation of
any type. All investments carry a certain risk, and there is no assurance that an investment will provide
positive performance over any period of time. Investment decisions should always be made based on the
investor's specific financial needs and objectives, goals, time horizon and risk tolerance. The statements
herein are based upon the opinions of Envestnet and third party sources. Information obtained from third
party resources are believed to be reliable but not guaranteed. All opinions and views constitute our
judgments as of the date of writing and are subject to change at any time without notice.

The graphical illustrations do not represent any client information or actual investments; they are not
being offered to assist any person in making his or her own decisions as to which securities to buy, sell, or
when to buy or sell. Investors should note that income from investments, if any, may fluctuate and that
price or value of securities and investments may increase or decrease. Accordingly, investors may lose
some or all of the value of principal initially invested. Past performance is not a guarantee of future
results.
*  FINANCIAL PROFESSIONAL USE ONLY

. © 2017 Envestnet Asset Management. All rights reserved

. This document may not be reproduced or posted to any public website without the express written consent of Envestnet.
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