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How has the industry transformed and
how do wealth managers need to react?




Three major takeaways from today’s presentation

First Second Third
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The industry has There is an opportunity

_ What got you
fundamentally in the market, BUT where you are today will
transformed, wealth wealth managers must not keep you here
managers MUST adapt address changing

market dynamics FOCUS! FOCUS! FOCUS!

Source: SS&C Research, Analytics, and Consulting © 2019. SS&C Technologies. Confidential
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Presentation Notes
Digital financial advice providers and evolving consumer expectations have fueled a few industry players to develop platforms for delivering individually personalized portfolios and even family office services at scale. Thus far, most of the industry has failed to address market needs for personalized investment solutions. The increased attention to the individual and seamless customer experience is forcing great changes across marketing, distribution and product functions. Asset manager must adapt the delivery of their investment products (or intellectual capital) to fit into the modern world of wealth management. 

Technology and data – no longer a novelty – have become table stakes for firms competing in the asset and wealth management industry. Firms focused on garnering competitive advantages from the use of technology and data services can’t be complacent with current systems and tools. Those that make aggressive investments in marrying advanced technology with a comprehensive data strategy throughout their entire businesses will continue to have a competitive edge over firms that hesitate and stick with traditional business operations. 
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The future of wealth Technology and data
management is in personalized are now table stakes

investment solutions for wealth managers

Source: SS&C Research, Analytics, and Consulting survey of research/due diligence managers, 2017 © 2019. SS&C Technologies. Confidential
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Digital financial advice providers and evolving consumer expectations have fueled a few industry players to develop platforms for delivering individually personalized portfolios and even family office services at scale. Thus far, most of the industry has failed to address market needs for personalized investment solutions. The increased attention to the individual and seamless customer experience is forcing great changes across marketing, distribution and product functions. Asset manager must adapt the delivery of their investment products (or intellectual capital) to fit into the modern world of wealth management. 

Technology and data – no longer a novelty – have become table stakes for firms competing in the asset and wealth management industry. Firms focused on garnering competitive advantages from the use of technology and data services can’t be complacent with current systems and tools. Those that make aggressive investments in marrying advanced technology with a comprehensive data strategy throughout their entire businesses will continue to have a competitive edge over firms that hesitate and stick with traditional business operations. 


 



A few firms across the value chain are addressing these
challenges through radical change

Are you ...

The asset manager that made
headlines with zero-fee index funds?

[

qeep
—

The firm that replaced stock
portfolio managers with robots?

digital advice as a standard service?

qj] The firm aggressively exploring the possibilities
of Al to engage customers?

© 2019. SS&C Technologies. Confidential
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Presentation Notes
Technology developments, societal changes and economic trends have shaken up the asset management and wealth industries in ways we haven’t seen before. A few firms are radically reimagining their organizations and business strategies to be viable in a new era.



What are the market opportunities
and challenges for wealth managers?




Wealth accumulation and technology are fueling the
financial advice market

The shrinking advice industry is vastly overstated

AN
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Number of wealthy Number of U.S. Automation in financial

households in the households with real services has potential

United States has financial planning is a to ignite growth in
reached a record high large minority financial planning by

broadening the number
of segments served

© 2019. SS&C Technologies. Confidential


Presenter
Presentation Notes
83,833 (CFPs – from CFP Board)


The number of wealthy U.S. households has
reached record highs

The number of wealthy households has reached record highs

Percentage growth of market segments

Segment
#in 2017

Mass affluent Millionaire UHNW $25M +
% Growth of Wealthy Households (2013 # v. 2017 #)

Source: Spectrum Group Market Insights 2018, Financialplanning.com ©2019. SS&C Technologies. Confidential



Less than half of households in the United States
have a financial advisor

/ Est. 300,000
financial advisors
|: % 83,833

> CFPs
31% — 46%

/\
of households have
a financial advisor

Source: Morgan Stanley Dec 2017 Survey, Personal Capital Survey 2017, CFP Board
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Schwab’s 2018 Modern Wealth Index – says most Americans don’t have a financial plan 


Industry consolidation life cycle

Once an industry forms or is deregulated, it will move through four stages of
consolidation — or it disappears

Stage 1 Stage 2 Stage 3 Stage 4
Opening Scale Focus Balance & Alliance

100%

_ U.S. ETF Providers e VFs
_g 80%

..g 70% T —

8 60% /

§ 50% U.S. Mutual Fund Providers y C Record-keepers

2 a0

E

30% /
20%

10%

Source: Harvard Business Review December 2002, Graeme K. Deans, Fritz Kroeger, Stefan Zeisel, 2077 Plan Sponsor Recordkeeping Survey. |

Morningstar Direct 12/31/2018, Wealth Advisor “America’s Best TAMPs” © 2019. SS&C Technologies. Confidential
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One way of peering into the future is to look up the proverbial economic food chain—i.e., businesses with much larger and more sophisticated clients—and see what they are doing. With certainty, what is being done today for clients who have $300 million of assets will in some form be provided in the future by advisors to clients with only $3 million. And future successful wealth management firms are going to look increasingly similar to today’s multi-family office


The RIA universe continues to grow

Number of SEC-Registered Investment Advisors

12,578

12,172
11,847

11,473

10,895

10,511 10,533

2012 2013 2014 2015 2016 2017 2018

Source: Investment Adviser Association, “Evolution Revolution: A Profile of the Investment Adviser Profession,” 2018; www.financial-planning.com

This does not include
State-registered RIAs
(<$100M)

In 2018 there were

over 17,500 state-
registered RIAs
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The number of RIAs has increased by nearly 20% since 2012


Highest RIA numbers — and highest growth — in the
$100M — $1B AUM category

Number of SEC-Registered RIAs by AUM Category

7,000 ~
6,000 -
5,000 -
4,000 -
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0 i
<$25M $25M-<$100M $100M-<$1B  $1B-<$5B $5B-<$10B  $10B-<$50B $50B-<$100B

>=$100B

m2013
m2014
m 2013
m 2016
m 2017
=2018

The average AUM for RIA firms is ~$2.6B, yet only 2,000 firms exceed this average.

The median AUM for RIA firms is $38 million.

Source: Investment Adviser Association, “Evolution Revolution: A Profile of the Investment Adviser Profession,” 2018; www.financial-planning.com
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At least 15,000 firms each manage less than $38 million

These data are from SEC filings


RIA M&A activity continues to trend upward

Number of RIA M&A transactions executed by quarter
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Source: DeVoe & Company RIA Deal Book, Q4 2018 © 2019. SS&C Technologies. Confidential



New entrants will continue to put pressure on
incumbent and mature RIA firms

Current and Anticipated Business Model

33%

1% 1% > 9 0%
Broker/Dealer Broker/Dealer ' Hybrid RIA practice Independent RIA' Insurance Agency Retail Bank Other | don't know
(employee of the (independent (dual registration practice
broker/dealer) affiliation with model)
broker/dealer)
m Current Business Model / Affiliation m Ideal Business Model / Affiliation (Over Next 5 Years)

(n): 436
Source: SS&C DST Advisor Insights in partnership with Horsesmouth © 2019. SS&C Technologies. Confidential
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The RIA business model (Hybrid and Independent) has the highest anticipated changes. However, Broker/Dealers are still the most popular home for advisors

Advisors were asked: 
What is your current practice business model?
What is your ideal practice business model in the next five years?



What are the key differentiators for future
leaders in the wealth management space?




Building for the future requires a focused approach

-------

A4
N
Focus on Value Advanced Technology Outsourced Functions
Propositions Platforms & Solutions

Staff Expansion Services & Pricing
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While M&A is getting all the attention, a series of slower moving—but much more powerful—trends are profoundly changing this industry. And within less than a decade, wealth managers are going to have to have very different business models if they are going to continue to flourish. 

The first of these forces involves adding new clients, since wealth managers are either adding new clients or they are slowly dying. Although existing clients stick around for many years, at some point they begin to consume their capital and the fees they pay decline. Firms that are not adding new clients wind up with economics that resemble depleting oil wells. Unfortunately for industry participants, adding new clients in the not too distant future is going to get very expensive. Why? There is currently a disconnect between just how valuable new clients are versus the cost of getting them and (if you believe in the efficiency of markets at least over time), at some point that is going to correct itself. And if you are running a wealth management firm, consider for a second what your economics would look like if your effective net marginal revenue from each new client was 25 percent to 30 percent less than it is today. A lot of things in your business would have to change quickly if you want to have any hope of sustaining your profitability.

The second major force—technology—certainly has gotten a great deal of attention in general. However, what has gone largely unnoticed is the longer-term impact it will have on the economic model of wealth managers. In a nutshell, technology is going to force wealth management firms to substantially increase both the scope and the sophistication of their services or they will see their fees go down. Why? Technology is rapidly commoditizing many of the traditional sources of wealth manager value-add. To be sure, many industry participants are skeptical because robo-advisors—despite having burned through hundreds of millions of dollars of capital—have had little impact to date on the industry. But robos mostly help people invest money and that represents only a tiny part of the value provided by advisors. Instead, wealth managers’ core value added function has been (and remains) helping clients to understand and diagnose their problems and then (and only then) to help them construct solutions to meet their goals. One way of peering into the future is to look up the proverbial economic food chain—i.e., businesses with much larger and more sophisticated clients—and see what they are doing. With certainty, what is being done today for clients who have $300 million of assets will in some form be provided in the future by advisors to clients with only $3 million. And future successful wealth management firms are going to look increasingly similar to today’s multi-family offices.

The third force that will reshape the economics of providing advice—the changing needs of clients—will also play a role in helping to determine the future service offerings of wealth managers. Client demographics are changing and with that so too are their future needs.



Other Articles: ‘Financial Advisors’ Will Soon Be Obsolete • Top 10 Wealth Management Trends In 2019
Trending Articles: The 10 States You Want To Live In If You Are Rich • The Best 10 States For Your Clients' Retirement
To be sure, many industry participants are skeptical because robo-advisors—despite having burned through hundreds of millions of dollars of capital—have had little impact to date on the industry. But robos mostly help people invest money and that represents only a tiny part of the value provided by advisors. Instead, wealth managers’ core value added function has been (and remains) helping clients to understand and diagnose their problems and then (and only then) to help them construct solutions to meet their goals.

So far technology has been largely unsuccessful in addressing this complex need. However, if you look at the advances in on-line learning AI software, it is clear that highly sophisticated technology-based solutions are coming and that potential clients will be able to directly access them online. (In fact, it is likely that wealth management firms are going to adopt these kinds of tools themselves in order to be much more efficient in onboarding clients.) Although these online tools are unlikely to completely replace the need for human interaction, the ability of clients to use them on their own will create pressure on the fees they will be willing to pay their advisors.




Core value proposition for RIAs is similar to

that of other advisors

68%

30%

16%

139

m(ﬁ%

Financial Investment Retirement  General Insurance
Planning Management Planning Investment Planning
Advice
m RIAs

Investment Personalized Business
Plannlng/ selection and investment  Advisory
Preparation  research selection
All Advisors

* Advisors were asked to select up to three value propositions so the choices above were not mutually exclusive.

Source: SS&C DST Advisor Insights in partnership with Horsesmouth. n = 1,694

Concierge
Services

© 2019. SS&C Technologies. Confidential



Successful wealth management firms will
iIncreasingly resemble todays multi-family offices

Expected change in importance for key advisor value propositions

Concierge Services ZIIIINZSHIII I
Retirement Planning |G I
Business Advisory |G

Financial Planning [ G

Charitable Giving S

Estate PlanningTrust Services 1{IEE AN
Tax Planning! Preparation Q2 A
insurance Planning {FS S

Basic Investment Advice AN I GG S
investment Management (56| 2 T

m |l ess important = No Change = More important * Percentages are calculated based on advisors who

selected the Value proposition as a core one
Source: SS&C Advisor Insights in partnership with Horsesmouth. (n) = 1,694 © 2019. SS&C Technologies. Confidential




The customer journey is central to the acquisition
and retention of a customer

@E © mmm @ O ©@E

0 e 8 >
3 5O ® >
In Person Sales Meeting Social Media Webinar
&) Website Google Search
® sales Phone Call Email

All touchpoints in a customer journey — regardless of channel and device —

Should create a single, consistent and continuing experience with the firm

© 2019. SS&C Technologies. Confidential
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All touchpoints in an advisor’s journey — regardless of channel — should create a single, consistent and continuing experience with the firm. This means all systems for these touchpoints, as well as the marketing automation, CRM and sales databases have to be connected and talking to each other, so that:
Information is seamlessly passed to inform the next, and future, experiences
Firms can track the journey and accurately analyze what is most effective
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While M&A is getting all the attention, a series of slower moving—but much more powerful—trends are profoundly changing this industry. And within less than a decade, wealth managers are going to have to have very different business models if they are going to continue to flourish. 

The first of these forces involves adding new clients, since wealth managers are either adding new clients or they are slowly dying. Although existing clients stick around for many years, at some point they begin to consume their capital and the fees they pay decline. Firms that are not adding new clients wind up with economics that resemble depleting oil wells. Unfortunately for industry participants, adding new clients in the not too distant future is going to get very expensive. Why? There is currently a disconnect between just how valuable new clients are versus the cost of getting them and (if you believe in the efficiency of markets at least over time), at some point that is going to correct itself. And if you are running a wealth management firm, consider for a second what your economics would look like if your effective net marginal revenue from each new client was 25 percent to 30 percent less than it is today. A lot of things in your business would have to change quickly if you want to have any hope of sustaining your profitability.

The second major force—technology—certainly has gotten a great deal of attention in general. However, what has gone largely unnoticed is the longer-term impact it will have on the economic model of wealth managers. In a nutshell, technology is going to force wealth management firms to substantially increase both the scope and the sophistication of their services or they will see their fees go down. Why? Technology is rapidly commoditizing many of the traditional sources of wealth manager value-add. To be sure, many industry participants are skeptical because robo-advisors—despite having burned through hundreds of millions of dollars of capital—have had little impact to date on the industry. But robos mostly help people invest money and that represents only a tiny part of the value provided by advisors. Instead, wealth managers’ core value added function has been (and remains) helping clients to understand and diagnose their problems and then (and only then) to help them construct solutions to meet their goals. One way of peering into the future is to look up the proverbial economic food chain—i.e., businesses with much larger and more sophisticated clients—and see what they are doing. With certainty, what is being done today for clients who have $300 million of assets will in some form be provided in the future by advisors to clients with only $3 million. And future successful wealth management firms are going to look increasingly similar to today’s multi-family offices.

The third force that will reshape the economics of providing advice—the changing needs of clients—will also play a role in helping to determine the future service offerings of wealth managers. Client demographics are changing and with that so too are their future needs.



Other Articles: ‘Financial Advisors’ Will Soon Be Obsolete • Top 10 Wealth Management Trends In 2019
Trending Articles: The 10 States You Want To Live In If You Are Rich • The Best 10 States For Your Clients' Retirement
To be sure, many industry participants are skeptical because robo-advisors—despite having burned through hundreds of millions of dollars of capital—have had little impact to date on the industry. But robos mostly help people invest money and that represents only a tiny part of the value provided by advisors. Instead, wealth managers’ core value added function has been (and remains) helping clients to understand and diagnose their problems and then (and only then) to help them construct solutions to meet their goals.

So far technology has been largely unsuccessful in addressing this complex need. However, if you look at the advances in on-line learning AI software, it is clear that highly sophisticated technology-based solutions are coming and that potential clients will be able to directly access them online. (In fact, it is likely that wealth management firms are going to adopt these kinds of tools themselves in order to be much more efficient in onboarding clients.) Although these online tools are unlikely to completely replace the need for human interaction, the ability of clients to use them on their own will create pressure on the fees they will be willing to pay their advisors.
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Technology is a must to improve client experience

Prioritize tech which improves firm scalability

Digital tools being used for growth: percent of firms

80%
60%
55%
34%
21% ;
| I I . b 13% * i

Website Email newsletter Social media Blog Video Webcasts/webinars Online advertising Podcast

= Fastest growing firms All others

Source: 2018 RIA Benchmarking Study from Charles Schwab ) ] )
(Fastest growing firms are top 20% of firms with $250M or more in AUM based on 5-year CAGR) © 2019. SS&C Technologies. Confidential



Digital engagement is table-stakes for client

engagement and acquisition

Large downside for bad experiences in simple tasks

Top tech solutions under consideration

16%
14%
1% ;
10% .
9%
4%
Digital docs/e- CRM Financial Client-facing Cybersecurity Performance  Rebalacing Portfolio
Sig planning tools reporting accounting

Source: TD Ameritrade 2018 RIA Sentiment Survey (Technology investment to drive growth)
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3% 3%
Robo-advice  Mobile apps
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End-to-end technology platform is necessary to improve
client acquisition, management and retention

Several technologies are used in connection with one another and leveraged throughout the end-to-end
sales enablement system. The following pages break down how each is used.

Qualified
Leads

+ Digital experience

+ Virtual/remote engagements
Data » Automated scheduling

LUETE T + Relationship management

+ CRM

* Bl dashboards
+ Campaigns

* Lead nurturing

Tagged
Tagged Activity

Conten
Feedback loop

Analysis &
reporting insights

- » Lead scoring
Workflow Engine * Recommendations
Tagged + Content automation

Tagged  Activity  Sales automation
Content

© 2019. SS&C Technologies. Confidential
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While M&A is getting all the attention, a series of slower moving—but much more powerful—trends are profoundly changing this industry. And within less than a decade, wealth managers are going to have to have very different business models if they are going to continue to flourish. 

The first of these forces involves adding new clients, since wealth managers are either adding new clients or they are slowly dying. Although existing clients stick around for many years, at some point they begin to consume their capital and the fees they pay decline. Firms that are not adding new clients wind up with economics that resemble depleting oil wells. Unfortunately for industry participants, adding new clients in the not too distant future is going to get very expensive. Why? There is currently a disconnect between just how valuable new clients are versus the cost of getting them and (if you believe in the efficiency of markets at least over time), at some point that is going to correct itself. And if you are running a wealth management firm, consider for a second what your economics would look like if your effective net marginal revenue from each new client was 25 percent to 30 percent less than it is today. A lot of things in your business would have to change quickly if you want to have any hope of sustaining your profitability.

The second major force—technology—certainly has gotten a great deal of attention in general. However, what has gone largely unnoticed is the longer-term impact it will have on the economic model of wealth managers. In a nutshell, technology is going to force wealth management firms to substantially increase both the scope and the sophistication of their services or they will see their fees go down. Why? Technology is rapidly commoditizing many of the traditional sources of wealth manager value-add. To be sure, many industry participants are skeptical because robo-advisors—despite having burned through hundreds of millions of dollars of capital—have had little impact to date on the industry. But robos mostly help people invest money and that represents only a tiny part of the value provided by advisors. Instead, wealth managers’ core value added function has been (and remains) helping clients to understand and diagnose their problems and then (and only then) to help them construct solutions to meet their goals. One way of peering into the future is to look up the proverbial economic food chain—i.e., businesses with much larger and more sophisticated clients—and see what they are doing. With certainty, what is being done today for clients who have $300 million of assets will in some form be provided in the future by advisors to clients with only $3 million. And future successful wealth management firms are going to look increasingly similar to today’s multi-family offices.

The third force that will reshape the economics of providing advice—the changing needs of clients—will also play a role in helping to determine the future service offerings of wealth managers. Client demographics are changing and with that so too are their future needs.



Other Articles: ‘Financial Advisors’ Will Soon Be Obsolete • Top 10 Wealth Management Trends In 2019
Trending Articles: The 10 States You Want To Live In If You Are Rich • The Best 10 States For Your Clients' Retirement
To be sure, many industry participants are skeptical because robo-advisors—despite having burned through hundreds of millions of dollars of capital—have had little impact to date on the industry. But robos mostly help people invest money and that represents only a tiny part of the value provided by advisors. Instead, wealth managers’ core value added function has been (and remains) helping clients to understand and diagnose their problems and then (and only then) to help them construct solutions to meet their goals.

So far technology has been largely unsuccessful in addressing this complex need. However, if you look at the advances in on-line learning AI software, it is clear that highly sophisticated technology-based solutions are coming and that potential clients will be able to directly access them online. (In fact, it is likely that wealth management firms are going to adopt these kinds of tools themselves in order to be much more efficient in onboarding clients.) Although these online tools are unlikely to completely replace the need for human interaction, the ability of clients to use them on their own will create pressure on the fees they will be willing to pay their advisors.




Wealth management technology platforms can

automate and/or improve many functions

Insourced capabilities should all be tied to your unique value proposition

Prospecting
& Proposals

Rebalancing

Asset Transfer Aggregation

Investment Manager

Selection Dashboards

& Portfolio ]
Management & Escalation

Pre-Trade
Compliance

Proposals
&IPS

Asset
Allocation

Performance,
Analysis &
Attribution

Sleeve
Management
& Overlay

Trust
Accounting

Custody
Reconciliation

Manager
Selection

Client
Self-Service

On-boarding/ Trade Order
e-Sig Management

Statement &
Document
Management

Advisor
Dashboards

Mobile Access

Workflow
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New technologies enable streamlined workflows,
better efficiencies and more time serving clients

How firms are spending their technology dollars:

580/ « Workflow tools (e.g. account opening and
o) on-boarding, data aggregation, reporting, etc.)
1 90/ « Building a digital experience combining back,
o) middle and front office solutions
1 30/  Financial planning tools (e.g. cash flow planning,
o) estate planning, goal-based planning, etc.)
1 O% « Building a client portal

Source: BNY Mellon Pershing Advisory Solutions Elite Advisor Poll 2018 (Average AUM for Elite firms is $4.2B) © 2019. SS&C Technologies. Confidential
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While M&A is getting all the attention, a series of slower moving—but much more powerful—trends are profoundly changing this industry. And within less than a decade, wealth managers are going to have to have very different business models if they are going to continue to flourish. 

The first of these forces involves adding new clients, since wealth managers are either adding new clients or they are slowly dying. Although existing clients stick around for many years, at some point they begin to consume their capital and the fees they pay decline. Firms that are not adding new clients wind up with economics that resemble depleting oil wells. Unfortunately for industry participants, adding new clients in the not too distant future is going to get very expensive. Why? There is currently a disconnect between just how valuable new clients are versus the cost of getting them and (if you believe in the efficiency of markets at least over time), at some point that is going to correct itself. And if you are running a wealth management firm, consider for a second what your economics would look like if your effective net marginal revenue from each new client was 25 percent to 30 percent less than it is today. A lot of things in your business would have to change quickly if you want to have any hope of sustaining your profitability.

The second major force—technology—certainly has gotten a great deal of attention in general. However, what has gone largely unnoticed is the longer-term impact it will have on the economic model of wealth managers. In a nutshell, technology is going to force wealth management firms to substantially increase both the scope and the sophistication of their services or they will see their fees go down. Why? Technology is rapidly commoditizing many of the traditional sources of wealth manager value-add. To be sure, many industry participants are skeptical because robo-advisors—despite having burned through hundreds of millions of dollars of capital—have had little impact to date on the industry. But robos mostly help people invest money and that represents only a tiny part of the value provided by advisors. Instead, wealth managers’ core value added function has been (and remains) helping clients to understand and diagnose their problems and then (and only then) to help them construct solutions to meet their goals. One way of peering into the future is to look up the proverbial economic food chain—i.e., businesses with much larger and more sophisticated clients—and see what they are doing. With certainty, what is being done today for clients who have $300 million of assets will in some form be provided in the future by advisors to clients with only $3 million. And future successful wealth management firms are going to look increasingly similar to today’s multi-family offices.

The third force that will reshape the economics of providing advice—the changing needs of clients—will also play a role in helping to determine the future service offerings of wealth managers. Client demographics are changing and with that so too are their future needs.



Other Articles: ‘Financial Advisors’ Will Soon Be Obsolete • Top 10 Wealth Management Trends In 2019
Trending Articles: The 10 States You Want To Live In If You Are Rich • The Best 10 States For Your Clients' Retirement
To be sure, many industry participants are skeptical because robo-advisors—despite having burned through hundreds of millions of dollars of capital—have had little impact to date on the industry. But robos mostly help people invest money and that represents only a tiny part of the value provided by advisors. Instead, wealth managers’ core value added function has been (and remains) helping clients to understand and diagnose their problems and then (and only then) to help them construct solutions to meet their goals.

So far technology has been largely unsuccessful in addressing this complex need. However, if you look at the advances in on-line learning AI software, it is clear that highly sophisticated technology-based solutions are coming and that potential clients will be able to directly access them online. (In fact, it is likely that wealth management firms are going to adopt these kinds of tools themselves in order to be much more efficient in onboarding clients.) Although these online tools are unlikely to completely replace the need for human interaction, the ability of clients to use them on their own will create pressure on the fees they will be willing to pay their advisors.
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Like most advisors, RIAs believe specialization is
Important to business success

Importance of specialization to business success

80% of RIAs regard

399, specialization as important
34% to their business
13%
10% 0
* 4%
Absolutely essential Very important Moderately important Not very important Not important at all

m RIAs All Advisors

Source: SS&C DST Advisor Insights in partnership with Horsesmouth. n = 436 © 2019. SS&C Technologies. Confidential
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Advisors were asked: 
In your opinion, how important is customer specific specialization, i.e. focusing on a specific customer demographic, to the success of your business?

Overall, most advisors (39%) categorize specialization as “Very Important." This is three times the number who categorize specialization as “Not very important” at 13%.
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Expectations to increase the number of specialists
within the next 1-3 years

The Advisor Practice: Percentage of Roles Represented on Average

90%g79%

Specialized Roles within Advisor Practices

A

~

34%

17% 24% 24% 17%
o 0
J 15A)l 4%. 30/15%) 11% ° 11%11%  10%10% 79, 9%
*‘b

>
\\’ K \ ,bib
&

m Represented Today = Anticipated Representation (1-3 Years)
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FOCUS ON STAFFING
Focused firms are winning the race to build and hire talent. They have a higher ratio of professionals on staff, and more staff specialists in areas like operations, technology, business development and marketing than their peers. Staying ahead of the talent curve increases capacity – 1 in 5 firms say they are at capacity and cannot growth without hiring professionals* – and cultivating specialists allows the firm to offer expanded services, improve management and streamline marketing & business development efforts, creating the organizational complexity necessary to fuel growth at scale.
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Presentation Notes
While M&A is getting all the attention, a series of slower moving—but much more powerful—trends are profoundly changing this industry. And within less than a decade, wealth managers are going to have to have very different business models if they are going to continue to flourish. 

The first of these forces involves adding new clients, since wealth managers are either adding new clients or they are slowly dying. Although existing clients stick around for many years, at some point they begin to consume their capital and the fees they pay decline. Firms that are not adding new clients wind up with economics that resemble depleting oil wells. Unfortunately for industry participants, adding new clients in the not too distant future is going to get very expensive. Why? There is currently a disconnect between just how valuable new clients are versus the cost of getting them and (if you believe in the efficiency of markets at least over time), at some point that is going to correct itself. And if you are running a wealth management firm, consider for a second what your economics would look like if your effective net marginal revenue from each new client was 25 percent to 30 percent less than it is today. A lot of things in your business would have to change quickly if you want to have any hope of sustaining your profitability.

The second major force—technology—certainly has gotten a great deal of attention in general. However, what has gone largely unnoticed is the longer-term impact it will have on the economic model of wealth managers. In a nutshell, technology is going to force wealth management firms to substantially increase both the scope and the sophistication of their services or they will see their fees go down. Why? Technology is rapidly commoditizing many of the traditional sources of wealth manager value-add. To be sure, many industry participants are skeptical because robo-advisors—despite having burned through hundreds of millions of dollars of capital—have had little impact to date on the industry. But robos mostly help people invest money and that represents only a tiny part of the value provided by advisors. Instead, wealth managers’ core value added function has been (and remains) helping clients to understand and diagnose their problems and then (and only then) to help them construct solutions to meet their goals. One way of peering into the future is to look up the proverbial economic food chain—i.e., businesses with much larger and more sophisticated clients—and see what they are doing. With certainty, what is being done today for clients who have $300 million of assets will in some form be provided in the future by advisors to clients with only $3 million. And future successful wealth management firms are going to look increasingly similar to today’s multi-family offices.

The third force that will reshape the economics of providing advice—the changing needs of clients—will also play a role in helping to determine the future service offerings of wealth managers. Client demographics are changing and with that so too are their future needs.
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Trending Articles: The 10 States You Want To Live In If You Are Rich • The Best 10 States For Your Clients' Retirement
To be sure, many industry participants are skeptical because robo-advisors—despite having burned through hundreds of millions of dollars of capital—have had little impact to date on the industry. But robos mostly help people invest money and that represents only a tiny part of the value provided by advisors. Instead, wealth managers’ core value added function has been (and remains) helping clients to understand and diagnose their problems and then (and only then) to help them construct solutions to meet their goals.

So far technology has been largely unsuccessful in addressing this complex need. However, if you look at the advances in on-line learning AI software, it is clear that highly sophisticated technology-based solutions are coming and that potential clients will be able to directly access them online. (In fact, it is likely that wealth management firms are going to adopt these kinds of tools themselves in order to be much more efficient in onboarding clients.) Although these online tools are unlikely to completely replace the need for human interaction, the ability of clients to use them on their own will create pressure on the fees they will be willing to pay their advisors.




Expected change in revenue sources

Over two-thirds of advisors expect fee-only revenue to increase, with nearly
a third of advisors predicting a decrease in commission revenue

= Increase = No Change = Decrease
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Source: SS&C Advisor Insights in partnership with Horsesmouth. (n) = 1,723 © 2019. SS&C Technologies. Confidential
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While asset managers are facing the brunt of fee
pressures, wealth managers are next

Elite firms not feeling pressure to reduce fees

6% 58%

84%

Firms kept fees steady Firms decreased fees Firms not receiving
pressure to reduce fees

Source: BNY Mellon Pershing Advisory Solutions Elite Advisor Poll 2018 (Average AUM for Elite firms is $4.2B) © 2019. SS&C Technologies. Confidential
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Holistic wealth management driving business and
maintaining pricing

Key drivers of pricing power include:

58% 32° 1

Holistic wealth A strong brand that A solid network
management services articulates a unique of client referrals
(include estate planning, Value proposition

tax planning, private banking, etc.)

Top three areas for business growth:
» 74% tax planning

* 61% philanthropic investments, alternative investments
« 52% private banking solutions

Source: BNY Mellon Pershing Advisory Solutions Elite Advisor Poll 2018 (Average AUM for Elite firms is $4.2B) © 2019. SS&C Technologies. Confidential
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Conclusion — Create your roadmap for the future!
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