The 2009 FA In5|ght
Study of Advisory Fir

People and Pay

Sponsored by
D AMERITRADE

Institutional

; -y > gt
St i
P .lz y
=

With a commitment to giving independent advisory firms the tools
they need to succeed, TD AMERITRADE Institutional is proud to be the
exclusive sponsor of the inaugural 2009 FA Insight Study of Advisory

Firms: People and Pay.

In 2008 about three of every four dollars spent by advisory firms was
related to compensating or developing people. Much more than simply
a cost, however, human capital is an asset that must be constantly
invested in, nurtured, and allowed to grow in order for firms to enjoy
long-term success.

Based on the analysis of detailed survey results submitted by hundreds
of firms, The 2009 FA Insight Study of Advisory Firms aims to guide
business owners facing serious decisions about their people and pay.
With a special focus on human capital, much of the direction provided
in the report centers on the most effective ways to organize, motivate,
retain, and develop people.

In addition to offering consultative prescriptions for success based on
current industry trends, People and Pay also provides advisory firm
owners with a host of critical data for benchmarking their firms against
peers. Included are metrics relating to firm financials and operating
performance as well as compensation and other data specific to
positions within an advisory firm.

By combining innovative research and analytical capabilities with their
extensive in-the-trenches consulting experience, the FA Insight team
has developed a study that will serve as a trusted resource for advisory
firms, providing critical support for management decision-making.

TO PURCHASE AT A
SPECIAL DISCOUNT

As the study sponsor,

TD AMERITRADE Institutional
is able to offer the People
and Pay study to its clients
and prospects at a 30%
discounted rate.

To purchase The 2009 FA Insight
Study of Advisory Firms:

People and Pay please visit
www.fainsight.com. Follow

the links to the People and Pay
study page. Click on “Order”
and enter the discount code,
“TDAI” when prompted to
receive your 30% discount.
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TD AMERITRADE Institutional is a leading provider of comprehensive brokerage and custody
services to over 4,000 fee-based, independent Registered Investment Advisors and their clients.!
Our advanced technology platform, coupled with personal support from our dedicated service
teams, allows investment advisors to run their practices more efficiently and effectively while
optimizing time with clients.

TD AMERITRADE is separate and not affiliated with FA Insight and is not responsible for each other’s policies or services.

TD AMERITRADE does not guarantee nor is it responsible for the completeness or accuracy of the data provided or for the

quality of any third-party product or service. TD AMERITRADE makes no warranty or representation with respect to the service as to

suitability or fitness for a particular purpose. In no instance should the listing of a third-party be construed as a recommendation or
endorsement by TD AMERITRADE.

TD AMERITRADE Institutional, Division of TD AMERITRADE, Inc., member FINRA/SIPC. TD AMERITRADE is a trademark jointly owned by
TD AMERITRADE IP Company, Inc. and The Toronto-Dominion Bank. Used with permission.

THE VOICE OF INDEPENDENTS

With a print circulation of 110,000 and a vibrant Web site at InvestmentAdvisor.com, Investment
Advisor is nearing its 30th year of serving independent and independent-minded investment
advisors and financial planners across the United States.

Investment Advisor—part of Summit Business Media, LLC, a leading B2B media and information
company for the insurance, investment, and professional services markets—offers information and
analysis on wealth management, retirement planning, investment strategies, practice management,
compliance and regulatory issues, and insurance and tax planning, all designed to help registered
investment advisors and independent broker/dealer representatives become more successful. For
more information, visit InvestmentAdvisor.com and SummitBusinessMedia.com.

FA Insight is both a consulting and a research firm that works exclusively within the financial
services industry. Our clients represent every type of marketplace participant, including individual
advisory firms, custodians, broker-dealers, trade and professional associations, fund companies,
banks, and accounting firms.

We provide clients with actionable insight that is based on a powerful combination of unique
marketplace data, consulting and analytical expertise, and deep knowledge of financial advisors and
their business environment. Core services focus on: performance benchmarking, “best practices”
research, strategic business planning, and human capital management.

The industry’s leading firms depend on FA Insight for valuable, reliable benchmarking information
and advice on how to address key management issues. For details concerning how we can help you,
please visit the FA Insight Web site at www.fainsight.com.
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Executive Summary
People and Pay 2009:
Standing Out in Challenging Times

In 2008 about three of every four dollars spent by advisory firms was related
to compensating or developing people. People can be an overwhelming
cost component for firms, especially in the present, tough business climate.
Much more than simply a cost, however, human capital is an asset that must
be constantly invested in, nurtured, and allowed to grow in order for firms
to enjoy long-term success.

Tough times require firms to pay closer attention to people in order to be
properly positioned for market recovery. The quality of people, and how
they are deployed and compensated, determines success or failure for a
firm on a number of levels. As a leading indicator of success, people are
without question the engine that drives client satisfaction, client retention,
business efficiency, and financial performance for advisory firms. While
managing costs is important, costs can be controlled in ways that avoid
compromising the skill and talent that sets a firm apart in an increasingly
competitive marketplace.

In this year’s study results, we are encouraged to find that so many partici-
pating firms are maintaining their commitment to people. In an operating
environment that many have all too often shrouded in doom and gloom,
participating advisory firms are anticipating an average 3.5% increase in staff
for 2009. Many of the best firms in our study, the ones we call Standouts,
are taking advantage of a suddenly available talent pool and adding staff
instead of cutting back. The 8% of firms intending to let staff go due to
financial performance are significantly outnumbered by the 29% of firms
who intend to hire. Similarly, firms are more likely to be raising salaries than
decreasing salaries as a result of economic conditions.

Growth-minded firms are building capacity within their professional, techni-
cal, and support staff ranks. For most, this has undoubtedly meant hiring
ahead of the need, a delicate balancing act but a necessary practice for
firms aspiring to grow. Building people capacity involves other tough deci-
sions as well. In addition to making appropriate calls on who and when to
hire, a firm must also excel in deploying and developing its team members.

The quality of people,
and how they are
deployed and
compensated,
determines success or
failure for a firm on a

number of levels.




Without unduly

risking the firm’s
present chances of
surviving through the
economic downturn,
how do executives best
position their firms in
order to exploit new
opportunities when the
economy ultimately
rebounds?

In 2008, despite an
18% annual decline in
AUM, the typical
participating firm
ended the year with
the number of clients
increasing 6% and

gross revenues up 5%.

Tough Times, Tough Choices

The inaugural 2009 FA Insight Study of Advisory Firms aims to guide business
owners facing serious decisions about their people and pay. Tough times
mean tough choices. Without unduly risking the firm’s present chances of
surviving through the economic downturn, how do executives best posi-
tion their firms in order to exploit new opportunities when the economy
ultimately rebounds?

With a special focus on people and pay, much of the direction provided for
firms in this report centers on the most effective ways to organize, motivate,
retain, and develop people. The right decisions will build a solid foundation
for a firm to achieve its strategic vision as well as its growth aspirations.

We begin with a review of the current market environment, based on the
experiences and expectations of the hundreds of firms participating in the
study. We analyze financial and operating performance in addition to human
capital practices. We pay special attention to trends over time, across firm
stages, and among the Standout Firms from whom others in the industry
can learn.

Building upon this background, we then present a deeper examination of
people and pay, centering on the challenges that firms face and the best
means for overcoming them. Next, more tailored lessons are provided in

a summary of observations, implications, and key considerations for firms,
arranged according to a firm’s specific stage of development. As a final aid,
we include a wealth of aggregated data in the appendix that will enable
firms to benchmark their performance and pay practices as well as gain a
better understanding of their competitive environment.

Getting By...

In the face of the worst financial crisis in a generation, advisory firms have
displayed remarkable resiliency. In 2008, despite an 18% annual decline

in AUM, the typical participating firm ended the year with the number of

clients increasing 6% and gross revenues up 5%. As a result, the typical or
median firm earned a very respectable pre-tax operating profit margin

of 18%.

Despite the uncertain economy, most participating firms have not noticeably
cut back on labor. The typical participating firm expects to employ a staff

of five in 2009, a level that has held consistently since 2007. Advisory firm
owners are committed to retaining experienced staff in order to exploit
future growth opportunities.




...But Cause for Concern

There are reasons for concern, however. Growth rates are ratcheting down
while firms struggle to contain expenses. Especially if the current recession
lingers on and a financial market recovery fails to hold, profit margins firms
enjoyed in 2008 will not be sustainable through 2009.

Client growth among participating firms in 2007 was an estimated 8%, with
firms expecting 5% growth for 2009. Annual revenue growth, as a result of
shrunken portfolios, is off more dramatically. Median firm revenue growth,
dropping from 21% in 2007 to 5% in 2008, is expected by firms to dip to -2%
in 2009.

While revenues are trending down, the opposite is true of firm workloads.
As clients demand increased attention to restore their damaged portfolios
and lost sense of confidence, costs have been a struggle to contain. In 2008
about 45% of revenue was related to overhead, defined as those expenses
not directly associated with generating revenue. Normally this ratio should
be in the range of 35 to 40%.

Further, counter to enjoying any scale economies, bigger firms are experienc-
ing especially high overhead expenses. Large firm clients tend to require a
higher level of service, and large firms tend to provide this service internally,
as opposed to relying on outsourcing. This equation has made it much
tougher for the large firm to adjust its cost structure in an environment
characterized by slowing revenue growth and increased demand for service.

Standout Firms Really Stand Out

For answers on how to best weather the current business climate and posi-
tion for future growth, we looked to the industry’s best-performing firms. For
the purposes of analysis, we have defined a group of Standout Firms at every
stage of firm development. By definition, Standout Firms best demonstrated
the ability to grow and generate income, key factors that build sustainable
value for firm shareholders.

The performance of these firms was exemplary. Depending on the firm stage,
Standouts:

e Experienced revenue growth at rates five to eight times higher
relative to their peers

e Generated 40 to 90% more owner income

e Held a 13- to 17-percentage-point edge in terms of lower overhead
expense as a share of revenue

e Achieved profit margins that were typically double that of their peers

As clients demand
increased attention to
restore their damaged
portfolios and lost
sense of confidence,
costs have been a

struggle to contain.




Standouts are clearly
putting people first and
getting the most from

their people as a result.

To assure they have
the best people and
sufficient capacity,
Standouts are more
apt to hire and more
apt to give raises,
despite an uncertain

economy.

People and pay practices play a key role in the success of these firms.
Standouts are clearly putting people first and getting the most from

their people as a result. Coupling thoughtful organizational design with
dedicated management and formal training programs allows professionals
at Standout Firms to delegate non-essential work and stay focused on
revenue generation. While Standout Firms tend to employ a greater share of
non-professionals, more effective deployment of these staff members allows
Standouts to devote a smaller proportion of revenue to compensating them.

Training is a key distinction between Standout Firms and other participating
firms. At every firm stage, Standouts are more likely to make formal training
programs available to their staff, and they are more likely to offer them
across every position group. Standouts use training to gain a performance
edge over peers as well as to better position their firms for the future,
grooming people to progress in alignment with firm growth goals.

Standout Firms also demonstrate forward thinking in terms of salary adjust-
ment and hiring. To assure they have the best people and sufficient capacity,
Standouts are more apt to hire and more apt to give raises, despite an
uncertain economy.

Thriving, Not Just Surviving

With the right management practices, any firm can move beyond simply sur-
viving to truly thriving. As for where to focus, some of the most important
lessons from our research include the following:

e Afirm’s organizational structure and human capital plan must be in
solid alignment with its business strategy. This includes structuring a
compensation plan that aligns staff behavior with firm strategy and
client service objectives.

e Firms cannot grow without growing their people. This means
actively managing the organizational structure, building a training
capability, and adhering to a hiring strategy that anticipates growth
as well as the need to move people into increasingly specialized
positions with more concentrated expertise.

e People are best motivated when they stand to gain personally
from improved performance. Incentive pay linked to achieving
specific objectives is a powerful tool for motivating team members
to contribute additional effort in order to achieve firm goals. The
opportunity for key individuals to earn equity shares is an effective
motivator as well.




e Proactive performance management will drive positive perfor-
mance outcomes. Meaningful performance measures, consistently
monitored and managed, can reduce subjectivity regarding the
measurement of individual contributions and more clearly tie
compensation to performance.

e No matter how dire the revenue picture, a firm’s top priority must
be to protect its investment in people. Before cutting salaries or
laying off staff, exhaust all ideas for how people can be made more
productive and used more efficiently.

How a firm prioritizes these lessons is up to each individual advisory firm
owner. Executives are encouraged to apply the findings of this analysis

to their own specific situations in order to identify where they are most
vulnerable. Much is to be gained by implementing a plan to shore up
people and pay practices. People are a firm’s most valuable asset and core
to its competitive advantage. Disciplined people practices, particularly
those related to organizational structure, compensation planning, and staff
development practices, will assure a firm’s success and longevity through

the good times as well as the bad.

No matter how dire
the revenue picture, a
firm’s top priority must
be to protect its

investment in people.

Disciplined people
practices, particularly
those related

to organizational
structure,
compensation
planning, and staff
development practices,
will assure a firm’s suc-
cess and

longevity through the
good times as well as
the bad.




Disclaimer

The 2009 FA Insight Study of Advisory Firms: People and Pay provides general
industry information intended for use by advisory firms solely as a point

of reference. As the study does not take into account individual or firm
objectives, it should not be used as a substitute for the specific advice that a
unique individual or firm may require.

The data in this study was provided directly by participants to FA Insight.

FA Insight did not audit this information and, therefore, does not express an
opinion or any other form of assurance on it. The data contained in this report
is representative of the firms that elected to participate in this survey and
should not be considered a statistically valid portrayal of the entire market of
financial advisory firms.

Copyright

This study and all included data is the property of FA Insight. No portion of
this document may be reproduced, stored in a retrieval system, distributed,
or transmitted in any form or by any means without the express written
consent of FA Insight.

Tel 206.826.4382
answers@fainsight.com

PO Box 1955, Tacoma, WA 98401

www.fainsight.com




