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» The Luddites
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« Cotton Production — Before & After
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“Financial Advisor” of the 197O§/805: STOCKI%ROKER!
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Average one-way transaction costs (half-spread + NYSE commission)
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« “Financial Advisor” of the 1990s — MUTUAL FUNDS!
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» The online Mutual Fund Supermarket!
Forbes

Mutual fund supermarkets charlesSCHWAB E¥TRADE'

LET'S FACE IT: Buying a mutual fund can be a pretty confusing -

business these days, what with the proliferation of funds, fund E Amerlt'ade
families and fund surveys. What's the best way to assemble a
portfolio based on FORBES'

recommendations without being swamped by paperwork or
unnecessary charges?

] u
Consider opening an account at a financial services organization KI I I n e r Mone
with a so-called mutual fund supermarket. These programs allow
no-load funds from different families to be bought without
transaction fees while consolidating holdings in one statement.

Charles Schwab popularized the supermarket concept six years ago

with its OneSource program. On Wall Street, as elsewhere, hot YAHOO’ Mm HN | NG STAH
ideas quickly get imitated. Now more than 25 supermarkets vie for FINANCE *

your attention and money.
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+ “Financial Advisor” of the 2000s —
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srce: Trust Advisor: America’s Best TAMPs

« But now technology is commoditizing it again!
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TECHNOLOGY &
FINANCIAL ADVICE

« What Is The Value (" Exploring Goats
You'll Add On Top?

Financial Planning

Behavior Change

Trading Trading

Rebalancing

Tax Loss Harvesting Tax Loss Harvesting

Facilitating Saving
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» Once upon a time, commissions were for products,

and fees were for advice
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« Our regulations aren’t built for all this advice!

Investment Advisers Broker-Dealers

Brokering & Dealing

Service Investment Advice Securities Products
Continuous & Regular Stocks & Bonds
Solution(s) Supervisory & Management Mutual Funds

Services

Brokerage Services

Registration Requirements

Register if “Engaging in the
business of advising others on
investments, for compensation”

Exempt if advice is “solely
incidental to the brokerage
services, & receives no
special compensation”

Legal Standards

Fiduciary

Suitability
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» The Great Convergence is triggering regulation

FPA wins

SEC Lawsuit

SEC (2007)
Temporary Rule " N
‘Certain Broker-Dealers Birth of the Dol Fiduciary
Deemed Not To Be Hybrid RIA Rule Re-Proposed
Investment Advisers’ (2008)

First iduc

" " Dol Fiduciary Rule
Dol Fiduciary Takes Effect(?)
Proposal (2017)
\ ¥ \ Y4 A\ Y4 7
1999 2000 2005 2010 2015

1

South Africa Bans
Commissions For
Financial Advisors

India Bans Upfront PR 3
Commissions on Retail Distribution

Mutual Funds Review (RDR) in UK
(2009) Bans Commissions
(2014)

(F:OFA Finalized, Canada’s CRM2
ommissions Imposes New

Banned
Transparency Rules
2013} (2016)

Future of Financial
Advice (FOFA) Reforms
Proposed in Australia
(2012)

Handouts/Materials: kitces.com/FPASANAN18

FIVE INDUSTRY TRENDS

» Regulatory change is not a cause, it's an effect!
— ...of the Great Convergence!

« The Fiduciary is a global phenomenon
— ...and the trend is towards less conflicted compensation

« But when we all converge towards the same business
model, guided by the same regulation...
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» The emerging Crisis of Differentiation

Ability to understand client needs & objectives 76%
Client Service 72%
The education we provide to clients 56%

Breadth of planning expertise I 540
The strength of our team 48%
Culture 44%
Investment process NN 500
Knowledge offexperience in working with a specific niche market |G -7
Breadth of investment expertise |GGG 50

Range of products or services provided 349

Technical expertise G =z Source: FPA's Research &

Practice ze. "Defining
Profile/brand awareness in my market [N 210 1

nicating Your

Value 2016: Trends in
Practice Management
Whitepaper"

Handouts/Materials: kitces.com/FPASANAN18
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« We're all going after the same (few) clients...

| I I
N I
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 But there just aren’t many baby boomer
delegators with money!

Households with

Employer >$100k in available
Retirement Plans ‘ assets

Millionaires

Ultra-HNW

115M
US Households

Source: “Spectrem Group,
Market Insights Report 2016”
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FIVE INDUSTRY TRENDS

» But not everyone is a delegator!

VALIDATORS

Source: “Forrester Research”
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« How many baby boomer delegators are there...?
— If 1/3 of households are delegators...

About 7M Households
(1.5M Millionaires)

Total US Advisors
~300,000

222224

tces.com Handouts/Materials: kitces.com/FPASANAN18
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* The search for new business models

Pays 1% @
of Income = $ Net Worth
Hourly Fees Retainer Fee

Hourly Fee
Monthly Subscription Fee

Annual Retaifrer Fee
Net Worth +| it e Fee

> =]
Monthly Subscription Fees I g
eres: Why the AUM Fee I.r; Toast Fj

Annual Retainer Fees Cannot Afford
Financial Advice
=

Net Worth + Income
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» The Experience Economy

Differentiated y
The Experzeme

Ecmmm)’
B
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» The Financial Planning “Experience”
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THE CATALYST:
GENERATIONAL CHANGE
(DIGITAL NATIVES)
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Pre-Boomer Boomer Gen X CenY
Pre-1946 1946-1964 1965-1979 1980-1999
“Science Advances “Financial Planning Business Models Advance
One Funeral At A Time” One Retirement At A Time”
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» Younger generations are digital natives:
Information is free... Wisdom is valuable

mmm \Villing To Pay An Advisor Thinks Advisors Are Too Self-Interested
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FIVE INDUSTRY TRENDS

+ Digital natives want solutions to problems
XY PLANNING

N ET W OMRRK

How Consumers Search For Advisors
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HOW TO SURVIVE
(AND THRIVE)
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FIVE INDUSTRY TRENDS

« Technology is no longer a choice, it's a necessity
— And an opportunity!

(]
35% VERSUS 28%

[ []
has a higher percentage
Has 40% HIGHER of millionaire clients

median AUM in his or her base SERVES 55%
more clients

° ® o
Source: || ."'L : |
"Fidelity 2015 Advisor Insights Study” L)

37% VERSUS 31%
has a higher percentage
of GenX/Y clients

82% VERSUS 77%
is more satisfied
70% VERSUS 53% with his or her career

is more likely to
be from Gen X/Y
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« What technology can you adopt/add?

Client Personal Financial Management (PFM) Portal

| o |
. Account

= Aggregation b
Trading.j

Rebalancing

Portfolio Analytics/ / Document
Reporting Management

J
.:75

Advisor Practice Management Dashboard

Data Input
Tools
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» The future is fiduciary. It's global. Embrace it.
— And it's more valuable anyway!

Commission-Based Practice Niche-Expertise Practice Recurring-Revenue Practice

(Fiduciary) (Fiduciary)
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« Real differentiation isn't just financial planning.
— What are you the best at?
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 Finding your niche/specialization

Post-CFP Specialization Niches

il

Dactor Fisherman Air Pilot Athlete

D )
7,}“\\'_(/; CFA Institute

Xy PLANNNG Fi360

l INITED CAPITAL ~ GARRETT
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SUDDENZMONEY.
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Advisor
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+ What's YOUR business model in the future?

Pays 1%
of Income Pays 1%
Hourly Fee of Assets

Monthly Subscription Fee
Annual Retainer Fee
Net Worth + Income Fee

AUM Fees
Net Worth Retainer Fee

Cannot Afford
Financial Advice

— Don't change your pricing to compete on price
Change who you serve, and price in a relevant way!
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 Are you selling a product, a service, or an
experience?
— Excellent experiences are standardized!

Image Source:
theodysseyonline.com (right), money.cnn.com (left)
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