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Key Question Posed

What will the advisor of the future need to survive and thrive through the years?

The Panel Replies

Bob Veres, editor and publisher, Inside Information: If you’re going to have a conversation
like this it might be helpful to start with noticing how far we’ve come. We can whimsically pre-
dict that the advisor of the future will use the investment pyramid to build portfolios and will
mostly be selling limited partnerships on a commission basis and the partnerships will go kaput
and there will be no way to tell what mutual fund performance is.

In the pre-internet age there had already been a tremendous amount of change in the planning
profession. If you were to grab somebody fifteen years in the past and drop them into the middle
of this conversation, I doubt they would even recognize the profession we live in today. So trying
to look ahead to the next 15 years is kind of a complicated activity that we’ve started here.

I’'m going to throw out some ideas, and I’ll start with one that I’ll just mention briefly, because
we have a lot of people here that know a lot more than I do about practice management. I believe
the advisor of the future is going to be working with a larger professional firm as opposed to a
solo practice. The center of gravity right now is somewhat less professional in terms of manage-
ment than I believe it will be going forward. I hope that will be one of the topics that you take up
and run with.

Beyond that, I see two fairly significant changes coming at us hard and fast. If you look at the
history of the profession, there have been times when the advisor knew a lot more than the aver-
age consumer about investing and how to build an investment portfolio. And there have been
times like now, when that difference is pretty thin; when a consumer’s perception of our invest-
ment value proposition is “I know as much about this as you do but it’s more convenient to have
you do it.”

The revision of modern portfolio theory that’s going on right
now, I think, is going to greatly expand that gap between what
advisors know and what the average consumer knows. And I
think that’s going to greatly enhance the value of the advisory
relationship, to the point where I think, certainly within the
next 15 years, that it will be almost necessary to have a profes-
sional involved in the investment process.

Beyond that, the financial services universe, defined broadly,
has experienced an ancient and persistent tug-of-war between
the agency side of the business and the fiduciary side, which I
call the professional side of the business. The professionals
want to draw a bright line between them and the sales agents
who are masquerading as professionals; they want to be able
to say to the consuming public, we’re here on this side of this
clearly visible line, and the sales agents are over there, and we
can all tell the difference.

Bob Veres
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Of course, the agency side of the profession doesn’t want that line to be quite so clear; in fact,
there is constant innovation in the marketing departments, looking for ways to blur that distinc-
tion. Today, it seems to me, we’re at a maximum “blurring point” if you will, where the distinc-
tion is unclear to most consumers. I believe the profession is in the process of creating that next
bright line, and the next 15 years will see a clearer distinction between the professional advisor
and the marketing rep posing as a professional advisor.

The distinction will be a new level of clarity about the all-in costs of working with a fiduciary
who is guarding the client’s interest against a lot of fairly significant expenses, as opposed to the
agents who are guarding the interests of the company they work for. You and I know that we can
actually quantify those costs — we can actually quantify the distinction. I’ve gone through this
process with somebody who has said, “Back when we worked with Merrill Lynch we would
charge this and the fees would be that, and the all-in cost would be this, and the all-in cost now
that we’re working independently is this. The difference, for a $1 million portfolio, is roughly the
cost of taking a nice trip to Europe each year.

Both of those trends are going to make the value proposition for professionals dramatically more
compelling 15 years in the future than they are right now. Of course the complicated markets are
adding their own incentives to have a professional investment advisor in your life. It’s nice to
have someone you can call when the markets do what they’ve been doing. So as we move into
that next 15-year window, I think we’re seeing kind of a perfect storm of benefit to the profes-
sion, or benefit to the value proposition for the profession.

Michael Kay, CFP®, president, Financial Focus LLC: I agree with what Bob said in terms of the
idea of the rolling up of the profession and consolidation among solo practitioners and silo practices
into larger organizations that are more professional, that have more diverse offerings, more expertise.
We can use the accounting profession as a model. It went from the solo eyeshade accountant to the
big four accounting firms; we can see where all this consolidation has taken that profession. I believe
it’s something that we’re absolutely moving toward for all the right reasons.

I’m not quite sure that I agree with the concept of the widening of the gap of knowledge, especially
on the investment side. Right now the biggest gap is created by the media; the public is being
screamed at from every direction on a moment to moment basis. The value the planner brings to
the table is an objective sorting of information to what is fact and
what is fantasy, or what is perception. We’re dealing with a finite
universe of investments; but what we’re really wrestling with is
someone’s risk tolerance, how they deal with their financial lives,
how long they will need their nest egg to last, what their values are,
and what’s the right combination of investments that will presuma-
bly get them to where they want to go with a sense of security to try
and keep a lot of the noise, or what we call investment pornography,
out of their ear canals. Right now that is getting people all stirred up
and crazed because the headlines and news reports that happen min-
ute to minute are so dramatic. Everything is at this level of a ten and
I think we can all agree that not everything in life is a ten. You
know, some things are a six, and some things are a three, and some
things are a one. But if we live at this high level of red alert con-
stantly we need to be that voice of reason and that voice of ground-
Michael Kay ing, both to our colleagues and our clients.
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John Brackett, partner, BAR Financial LLC: I think the advisor of the future has two things
they have to get their head around. One is that they must become the CFO for that family, trust
or business they are working with, and acknowledge that they have a fiduciary responsibility for
those entities. Quite frankly, it doesn’t matter if they are selling on a commission basis, a fee ba-
sis, or hourly, there is a point where the client will cease their willingness to pay for advice un-
less there is value.

Secondly, we must acknowledge that we are the caretakers of this business. We have allowed
regulators to assume that role and by doing so we have allowed our business, through regulation
and practice, to be commoditized. When was the last time a potential client walked into one of
our offices and said “Sell me the XYZ Variable Annuity?” That just doesn’t happen. What they
want from us is advice, and basically that is what we are selling and there are many appropriate
ways for a client to pay for that service.

Look, right or wrong, I choose to drive a Lexus. Now I could drive a Hyundai and get to the
same places I’'m going in the same amount of time as it takes me in my Lexus; however, I choose
to pay a significantly higher amount of money for my Lexus than I would for a Hyundai. I
choose to do that because I appreciate the luxury and everything else about that car that led me
down the path to that purchase. So if we are, in fact, caretakers of this business, who are we to
say that one practice is more professional than another based simply on how the client pays for
their service? If we allow that to happen, what we’re really saying is there is only one choice,
one firm, one way of doing business. And that is just not accurate.

I can also tell you this: I have had the pleasure of work-
ing with BAR Financial’s over-400 advisors and there is
neither one way nor one fee nor one approach to doing
the right thing for our clients. When I consider our busi-
ness and how we are approaching it, the most important
thing to remember is that it is not a commodity. There are
no cans of soup up on the shelf. There are relationships
and our advisors are selling the advice that they have
been educated to give. I don’t believe it is my business
how they get paid for it. I don’t think I should step in and
say, “You should not get paid that way; you should get
paid this way.” John Brackett

My job at BAR Financial is to make sure we have the appropriate people associated with that
firm in this business, and to eliminate those who take advantage of clients. We do that very well.
Yesterday, when I was in the elevator during this conference, my son, who works with us, called.
An advisor had stepped over the line and my direction to my son was “terminate that advisor.”
There was a woman in the elevator who overheard me and she said, “That easily?” And I said,
“You bet.” Because it’s our business; it’s our reputation; it’s our industry. That’s what we have
to get our heads around.

Eric Cott, director of Financial Advisor Education, Options Industry Council: I want to add
to what Bob had said regarding the education side. I came from a wealth management firm. I was
with Mother Merrill for many years and also had the good fortune of being on the management
side. I think from the question of how the advisor business is going to change in the future, I
think education is going to be extremely important. I think the investor public has been scarred.
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We need only go back to 2008. So for advisors who enter this business now, I think education is
going to be very, very important.

I also think advisors should realize that they’ve never been more vulnerable; they’ve never been
more vulnerable to losing clients to someone down the street. Because when you have all this
action going on in Washington and overseas, and
the incessant media coverage, advisors need to be
aware that the investing public needs our profes-
sion — which is a great one to be in. One of the
positive things that Merrill instilled in us is that
it’s the one profession in which you can make un-
limited money with that altruistic motive of actu-
ally helping people and helping their families. So I
think there’s a lot of things that we can’t know, but
it’s critical for us to understand that at times your
clients might be smarter than you are and under-
stand investments — you just want to be on the
same side of the table as them. Eric Cott and Michael Kim

Michael Kim, senior vice president, Genworth Financial: With regard to the value of advice
that’s being shared by the advisor, John, we couldn’t agree more. Advice is by far the most im-
portant aspect of being the trusted advisor for the client. This is not necessarily limited to in-
vestment-oriented advice; in many cases, the trusted advisor is a steward of the clients’ wealth
and their goals. The trusted advisor exudes credibility and confidence, and they do not have to
worry about articulating their “value proposition.” Whereas, from a product point of view, there
is a sense of commoditization and a need to differentiate one product from another. As we think
about the successful advisor of the future, it’s really the individuals, teams or firms that play the
role of the trusted advisor, creating a unique experience for the client.

On another matter, to Michael Kay’s point earlier, when we think about the accounting profes-
sions or maybe the legal professions, I think there’s definitely a consolidation underway. Bigger
firms are getting bigger and smaller firms may become part of bigger firms. This trend reflects
the need for businesses to be more efficient and optimize shared resources. But on the other
hand, the smaller firms will always continue to thrive due to their ability to offer a more intimate
and personal experience for the clients. At Genworth Financial Wealth Management, we work
closely with advisors to help them grow and scale, but never lose sight of the importance of cre-
ating personalized, intimate relationships with clients.

Dave Hubbard, president, Exemplar Financial Network: I’d like to focus on the future of the
profession by looking at what happened in the past. I’ve been doing this for thirty years. I think
one of the biggest things that caused our profession to develop was the advent of IRA accounts
and 401(k)s and when we moved away from a defined benefit model and companies wanted to
get rid of that huge cost, they started making these large sums available to their employees. In
most people’s lives, they never held a check in their hand for more than ten or twenty thousand
dollars unless they were doing a real estate transaction or had a life insurance settlement or an
inheritance. People sought out financial advisors, and we prospered by rolling over $100,000,
$500,000, $1 million, whatever it might be. Advisors got into corporations, provided various
seminars and workshops to roll out this money and most of the large practices, if you look at the
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origins of their funds, came from that area. Or maybe it was someone selling a business. For
hundreds of years nobody sold a business; they passed it down from generation to generation or
the business died with the owner. And then we got into the era of selling businesses and cashing
out. Or the farmer who’d sell his land to the developer so he’d have sums of money that he’d
turn to somebody to manage. That’s going away. I believe those sources of money are not going
to be there in the future.

They’re figuring out now, through legislation or regulation, the definition of fiduciary responsibilities
of qualified plans, where the plan providers are finding a way to keep that money. They’re not going
to let it roll out or find some other vehicle to roll it over before it gets to the advisor. And the finan-
cial advisor of the future is going to have to find out how do they manage money. They’re going to
compete with the banks. The banks are going to get into this busi-
ness in a big way; they feel like they missed it. My brother was
president of a fifty billion dollar bank. One of the biggest things
they looked at in the 1990s was how to capture all that wealth that
was heading out the door to Wall Street when it was Main Street
money. And the banks feel that Main Street money ought to be with
the banks. So they’re going to go out and buy the big money man-
agement firms and the big financial advisory firms and they’re go-
. ing to hire the MBAs, let’s say the bankers in the financial advisory
David Hubbard profession. It’s going to be a radically different profession.

So I think about that because I have six children. I have two of my kids in business with me now
and I think about what the future is going to be like for them and how do we create success for
them. I think where we’re going to thrive is not by money management, which will be commodi-
tized but it’s going to be the life planning decisions, when you start to talk to people about what
they want for themselves and their future beyond money, because money is just a means to an
end. That’s number one.

Number two, it’s the decision making. People get information off the Internet. I agree with who-
ever said there’s too much information available. You can spend a Saturday getting the same in-
formation it took people years to acquire. So it’s not the knowledge, it’s the ability to make deci-
sions. Most people cannot make good decisions. They make decisions with their stomach instead
of their head. They let the talking heads on TV guide their decisions. I think the future of our
profession is more centered around psychology and leadership and motivating people to take ac-
tion, protecting them from others, protecting them from the wolves, but getting to them to make
a decision.

As an example, I work with a lot of accountants. We would say that accountants are good profes-
sionals: knowledgeable people with the CPA credential. I’ve worked with them for almost thirty
years now, and the first time I visit with a group of accountants I have them take a little survey. I
say, “When you met with your clients last tax season and you gave advice to those people, was it
good advice? Yes or No?”

“Yes,” all of them are saying, “absolutely it’s good advice.”

“Would your clients have been helped out by taking that advice?” And they all say “Yeah.” “So
what percent of your clients are going to implement that advice?” And they come back with 10
percent, 15 percent, I’ve never had anybody tell me over 25 percent of their advice gets imple-
mented. And so [ say, you charged your client to give them advice that they didn’t use and how
did you help them? And so I think that’s where that profession falls down and I think our future
is finding a way to help the advisor of the future become a good implementer.
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Cameron Thornton, CFP®, partner, Navigator Legacy Partners: The amount of time that an
advisor spends bringing a new client on board is generally six to ten hours. There are very spe-
cific fact finding processes that advisors go through to gather information. I suggest there’s a po-
tential for change here that can have a profound impact on that client relationship and with the
next generation, which is important to try to capture. In a workshop I did not too long ago, an
advisor told me that he figured out that he spends about ten hours on the intake process. So |
asked him what might have been different if he would have spent a few of those hours asking
questions that focused on discovering in the client’s own words what really matters for them. I
have found that if you can spend a few hours recording a guided discovery interview, where you
ask the client open-ended, intuitive questions and help them explore what really matters to them,
that it can have a profound impact on them, and on the advisor-client relationship.

The advisor cements a unique, deep relationship with the client.
All of a sudden you understand their values, and you’ve helped
them access that treasure chest of memories and the life lessons
they have accumulated. People want to share their stories. Many
grandchildren look at their grandparents and think, “well they’ve
always been wealthy.” The grandchildren don’t understand the
struggles, the hard work they had to put in along the way. People
who are business owners have had times when they struggled to
make payroll. It’s going on right now around us, just as an ex-
ample. So I think that through actively engaging people in a con-
versation, whether you call it reflective listening, guided discov-
ery, whatever it is — you can begin to position yourself in a
completely different way.

The second thing I’d like to share is this concept that we’ve al-
ready talked about of sole practitioners being in their own silo —
the financial advisor, the life underwriter, the attorney, the ac-
countant, the trust officer, the planned giving professional...everybody tends to have their own
silo. If you ask them, “Do you collaborate?” they will sit and tell you, “oh yes, I collaborate.” I
don’t think very many people even understand the definition of collaboration. They think that by
picking up the phone and making a couple of phone calls, or exchanging an email or two that
they’ve in fact collaborated. Real collaboration is a process of engaging in “what ifs.” It means
really trying to look at multiple scenarios for the client and allowing people the opportunity to be
heard and to share in an environment where it’s all being laid out and people aren’t feeling chal-
lenged by a peer. Real collaboration helps clients in ways that we’ve not even tapped into.

Cameron Thornton

When is the last time a financial advisor brought the client and the client’s advisors all together
at the same time and laid out a common agenda and addressed it from the client’s perspective?
One of the challenges is that clients don’t even know that they can expect that. If clients knew
what they could potentially expect — and if we were to start to tell them what they could expect
from their team of professional advisors — think of how that would change the whole business
environment. Right now we define what it is that the client is going to receive from the engage-
ment process. We can define as we move forward what the future of our industry looks like. I'm
absolutely of the mindset that we can come up with some really tremendous ideas and start to
show people how truly, through collaboration, we can help them reach goals way beyond what
anyone has ever imagined.
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Stephanie Bogan, CEO, Quantuvis Consulting, Inc.: To Cameron’s point, it’s interesting
about collaboration. I started my career in a multi-disciplinary practice that worked with the es-
tate planning, the insurance, the accountant, the investments, etc. Now when we work with our
advisor-clients, we actually have them create a client advisory board for their top clients, not in
the traditional sense, but we have the financial advisor do an annual meeting with the accountant,
the attorney, the insurance agent, whoever’s a stakeholder in that client’s financial life and define
a process for how they invite them and participate with an agenda and clients absolutely love it.
They’re creating a financial board of directors and the nice thing is that the professionals end up
having to come because if it’s your top client, then it’s probably theirs too, so by creating an in-
vitation there’s a gravity to that event and it just becomes really powerful.

From a practice management perspective I really look at what we’re dealing with as having two
sides. There’s the internal focus, in terms of how advisors manage their practices, and the exter-
nal focus in terms of how they market and sell their services. The reality is that if [ have a mil-
lion dollars and I’m in an advisor’s town, how will I know that advisor is there. There are plenty
of clients in need of help, and there’s a lot advisors can do to control getting in front of clients
versus spending their time pointing fingers at the other guy. When I listen and distill down eve-
rything you all have said, it’s precisely what we address with our advisor clients and it really
comes down to four basic fundamentals.

One is education. As a profession, we have done a woeful job of educating the client community of
who we are and what we do and how we do it, and how that adds value. We expect them to under-
stand all this conversation about fiduciaries and SROs and what they see
on TV and recognize the difference between what some will label “good
advisors” and “not good advisors” — and the reality is that regardless of
disclosures, or transparency, or regulation, we sometimes forget that there
are “good” and “not good” advisors on both side of the fence, no matter
what steps are ultimately enacted. And, to some degree, that will always
be the case. I prefer to focus on what we can control, which is how to
educate potential clients about what their choices are so they’re armed
with the information they need to make good choices about who’s going
to guide them into their future. I’'m just a fan of focusing on the solution
instead of the problem.

The second is how do we engage those clients so that they get the value
that we provide, going back to Bob’s comment about the value proposi-
tion, and we’re not talking about investments or insurance — we’re
Stephanie Bogan talking about getting the outcome that they want for their financial fu-
ture, right? It’s always a qualitative outcome that they’re looking for.

And the third component is what is the expectation that we are setting for those clients? If we’re
going to sell products or performance, we can expect clients to focus on those as the primary
measures of success. Many advisors have good client relationships, show up to meetings, dis-
pense advice as needed, and hope that the outcome is good. But there exists the potential to set,
and reset, expectations relative to what clients and advisors can control, things like how they
plan, what they save, what goals they set, how they spend, and so on.

And the last one is what is the experience we wrap in from a client’s perspective —defining a high
quality, predictable, proactive experience from the moment a prospect calls on an advisor, to estab-
lishing what the relationship looks like, and how we service those clients to best lead to a positive
financial future. And those are all the things that make advisors so good at what they do. But what we
see from the practice management side is that there’s no organized, disciplined way to bring those
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four fundamentals to bear and that’s why I think that the business of the business is so critical be-
cause you can be a great caring, competent advisor, but if you can’t bring order and organization and
discipline to that process then you stand no chance of competing with firms that do — whether they
be good independent firms that are scaling or the big firms. If you’re a sole practitioner and you just
get up each day with the best of intentions you can have a good practice. But the ability to really en-
gage clients and to have a tremendous impact on their life is so much more than that. And that’s why
we are seeing more consolidation. I think you’re going to see camps because advisors are very inde-
pendent by nature and some advisors find that even the concept of moving into a firm model is sell-
ing out in some sense. Right or wrong, that view exists. You will see people who are creating net-
works and building ensembles and we’ve got multiple clients right now who are looking to franchise
across the country. And then you’ve got people who are going to want to continue to do it the way
they’ve always done it. And that’s okay too. But I really believe the ability to have a business that’s
very satisfying and very successful and very sellable is about how you deliver those four fundamen-
tals to the client in a way that can be deployed with discipline, so that at the end of the day you can
build an enterprise that adds value to every party in the equation but still does it with the care of a
mom and pop. I think if we can bring that together we can do some really powerful things.

Michael Kay: So many rich comments around this table. With regard to the concept of intimacy
— it is incumbent upon us to build practices that provide a personal, intimate relationship all
within a well-defined organizational structure that is disciplined, well organized and has a well
thought-out business trajectory. Part of that charge is creating a pathway for growth. Who are the
next stakeholders? Who’s coming up from the graduates of the financial planning programs with
a degree in financial planning? Where’s their trajectory to becoming the owners of tomorrow?
How do we train them? How do we give them the time and energy that they deserve and they
need so that they can take this career and make it into a profession? You can requlre x number of
contmumg ed credits, and that’s wonderful and that’s a start, :

but it isn’t enough because I think internally, as business own-
ers and practitioners, we are responsible for providing those
experiences and that pathway for learning and growth within
our own enterprises. We must look at what we do now as the
launching pad for the next generation that takes what we do,
what we hand them, and makes it something else. I think if we
are truly honest caretakers, we are going to do that with some
forward thinking and not be so afraid of change — not be of
the mindset that “oh my, I can’t try something new because |
might fail.” And we have to empower, not only our clients to
ask good questions, but we have to empower our staff and our
colleagues to challenge themselves to move forward. Michael Kay

My final point is on this idea of objective sorting. Clients are overwhelmed. They come to the
table and their life is complicated — things are falling off their proverbial plates. Whether it’s
their careers, their immediate and extended families, their money, their life goals and dreams,
there’s — so much there, and I think it’s incumbent upon us to help them gain clarity about what
is most important, what’s really most in line with their values. Our approach of using a Financial
Life Planning model that joins the qualitative and the quantitative allows us to help our clients
identify, articulate and plan toward their values with a heightened level of clarity. That is a prac-
tice model that needs to continue to grow and develop for the benefit of our staff and our clients.
This enables us to put the less important issues on the side so that we can focus on the things that
are most important to our clients.
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Dave Hubbard: As a Regional Director for Financial Network Investment Corporation, I’ve got
about 200 advisors under my wing; most that are in independent practices, 40 in accounting firms
(anywhere from two- or three-person accounting firms to one that has almost 100 employees); I’ve
got people in a dozen banks and credit unions, and some large insurance firms. But the common
focus is that everyone in our organization wants to provide a financial planning, wealth manage-
ment type of model, not just an investment model. Regardless of what we say here at the table, if
you look at history, certain things repeat themselves. At the end of the day when any business ma-
tures, people figure out when to move into that space and make it extremely efficient and ex-
tremely profitable. In terms of practice management, they’re going to figure out how to service a
market and make a commodity out of certain
parts of it and we can’t fight it. We’re just going
to have to embrace the change. There are just cer-
tain things that are going to happen; you can’t
stop the Internet even if you wanted to; you can’t
stop a lot of the trends that are going on in busi-
ness. But the financial advisors that we have in
this business now are aging. I don’t see those
younger people that are coming in that are the
ones that want to be independent, strike out on
their own, do their own thing. The people who
come into this business are going to work for the
institutions. They’re less entrepreneurial. They
don’t want to go out and build a business from
scratch. They want to go buy a business.

i

Dave Hubbard and Stephanie Bogan

About twenty years ago I read a book called “The E-Myth” by Dr. Michael Gerber, which really
caused me to think about my business differently in that you need to have systems and processes
and methodologies that are repeatable. You need to figure out what your highest investment of
time is in the organization and you need to realize that you can’t go it alone, you need to elimi-
nate the things you’re not good at or delegate the things that you can, or maybe partner with
somebody else. That’s why in our organization with 200 advisors we have over 2,500 profes-
sional relationships where I believe they’re truly collaborating — advisors are working jointly on
a case where they’re bringing in the specialist and they have the meeting at the table. I know it’s
2,500 because we’ve had to figure out how to manage the revenue sharing.

Another challenge is how do you have this collaborative focused Life Planning model where
you’re sitting around spending hours and hours with highly paid professionals that want to earn a
good buck and still allow the average person on the street to get the service because it’s the aver-
age person on the street that needs us — the multi-millionaire doesn’t need us, they can afford to
make a lot of mistakes.

If you want to have a retirement income of $50,000 a year, ask ten financial professionals what
you’ll need. You’re going to need twenty or twenty-five times that amount, whatever. You’re go-
ing to need to accumulate a million ... two million ... three million dollars. Those people can’t
make mistakes. Right? They need our help, but they can’t afford to get started with us. So how
does the future of our profession and the future advisor take care of the people who need us most?

Michael Kim: David, I think you’re raising some incredibly valid issues. We at Genworth sup-
port over 6,000 financial advisors, and the successful advisor can effectively handle the $10,000
client to $10 million client. Yes, the $10 million client can afford to have the “client board of di-
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rectors” and really spend that time talking through the issues. But the $10,000 client does not
have this luxury, and frankly, neither does the advisor. The advisor has to figure out how to
effectively and efficiently service clients of different sizes and
needs. It’s really those advisors that recognize their strengths and
weaknesses, they know what they’re good at and they also know
when they need to collaborate, to Cameron’s point, with other pro-
fessionals. And it’s really sort of changing the mindset of an advi- |
sor to a CEO. Those successful advisors of the future will look at |
their business through the lens of a CEO, recognizing what their
strengths are and really being able to make that critical, strategic
decision whether to outsource or delegate, and effectively partner
with other professionals. That’s the trend that we’re seeing with
our advisors — those advisors that are really operating as a CEO
of their business and choosing to outsource, choosing to delegate,
choosing to partner with other firms to bring that sense of intimacy
that we talked about earlier. The successful advisor on the Gen-
worth Wealth Management platform helps even the $10,000 client - 4
have that client-board-of-directors experience. Michael Kim

Bob Veres: I think the most important skill over this transitional 15-year period is an openness to
change. If you’re not open to change, if you’re not ready for the ground to move under you and
ready to make a lot of necessary adjustments, you’re probably going to be behind the curve and
might even be an endangered species.

I see a lot of nodding of heads around the table, so we’re all in agreement on this.

I polled the readers of my newsletter and asked them what the most important issues of the future
were. One of the persistent themes was: how do we prepare the next generation to take over from
us, and the issue of career paths. The meta issue is that the opportunity now for the younger advi-
sor is very different from the opportunity that the people in this room faced. The people in this
room — and many of the founding advisors in the profession — got into this business when it
was a pure, wide-open West. The West was un-colonized. They moved in and they invented
ways to make a living.

But for the next generation of advisors coming into the profession, this professional space is not
a wide-open West any more. Their opportunity is fundamentally different, and they’re going to
have a lot of new things to figure out. Are they going to buy existing practices? Are they pre-
pared for the rainmaker to leave? Can they step in and do the chores you want to give up?

The “departing generation,” so to speak, worries about how to prepare the next generation. But |
think in large part it’s up to them to figure out what that challenge is and to help us understand
the challenges that they’re facing. I don’t think that dialog has happened yet.

A quick story to illustrate the ever-dysfunctional dynamics between generations: When I was in
high school, every year the seniors would look at the freshmen and say, “they’re never going to
be as good as we were,” and every year the freshmen would get older and start to fulfill whatever
promise was not expected of them and finally they would meet or exceed that senior class that
had looked down on them. It’s the same thing with generations, but much slower. Each genera-
tion looks at the younger and sees a bunch of slackers. And eventually that younger generation
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becomes us, and inevitably they do generally a better job than we did. In the next 15 years, I
think we can expect that of them just because that seems to be the way it always has happened.

And the third issue, which is really more troubling to me, is serving the middle-income con-
sumer. Doctors serve everybody; we don’t. As a profession I think we could, especially with the
tools that are becoming available to us — this social media thing I think is the ultimate leverag-
ing technology and somebody sooner or later is going to come up with a really neat way to pro-
vide financial planning advice over the next iteration of Facebook. There are good viable busi-
ness models now, but I think somewhere in the next 15 years, there’s going to be an even better
business model where you can do full-service life planning for somebody, but it will be through
the communications technology that the younger generation understands intuitively. Maybe the
killer social/communications technology hasn’t been invented yet, but once it is, it’s going to
change everything. Then all of a sudden we’re all going to scramble to figure out how to incor-
porate that into our practices.

John Brackett: As I sit and listen to the marvelous things that have been said today, I am re-
minded of the old saying, “The older I get the better I was.” I don’t care whether it’s business or
sports. It’s really interesting where this conversation is go-
ing. It’s not about the money; it’s about the money. I don’t
care how successful you get. I don’t care if it’s this business
or any other business — if you have a few bucks in your
pocket you tend to become philanthropic especially with
other people’s money. With all these wonderful ideas that
have been suggested today on how things should be, there
was no discussion on how we are going to get there. And
who’s going to pay for it? If we had a young person sitting ‘
here today who’s just starting out and listening to all of us, n Aw e
they would be thinking how am I ever going to get to that John Brackett and Marie Swift
place? Who’s paying for me to get there?

John
Bracket

We must not only think as CFOs for our clients, but for our own businesses. We are required to
train and mentor the next wave of advisors. Some of us are single practitioners. Dave said he has
a few hundred advisors. I, too, have a few hundred advisors. When we provide the training,
teaching, mentoring and recruiting for these young people, our margins shrink drastically. Again:
it’s not about the money; it’s about the money. Whether you are fee-based only or you work in a
brokerage firm, the demand for service continues to increase. With payouts approaching 98 per-
cent, how are these firms going to sustain that business? How are they going to provide any
value whatsoever? We have squeezed the margins and squeezed them and squeezed them.

I look at this business much like I look at my family. My children are successful today because
my wonderful wife encouraged their education at the best schools available to them. The net ef-
fect of this is they are all college educated and they all have jobs. There were certainly other
avenues they could have gone down. Compare that to our medical services. Who’s to say that a
sole practitioner is more professional than a team of doctors at an HMO such as Kaiser? Our in-
dustry is just like our schools and our medical profession: it’s about the training, the education,
and the watchful eye of those charged with protecting those professions. If we focus on that and
how it should be done, we will have a continued stream of new, excited advisors.

This is my first FPA national conference, and I was so pleased when I looked out at the audience
and they weren’t all gray-haired and bald. One of the young people from the attending universi-
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ties actually helped me put the app on my phone that provided the schedule for this conference. I
was struggling and that young man did it instantly. Imagine what they can teach us about tools
that can help us. But we have to find a way to pay to get them into this business.

Cameron Thornton: I think each of us, internally, have made promises to ourselves. We’ve sat
down and had one of those moments of deep reflection where we’ve really gotten serious about
something that we want to make sure occurs in our life. That’s a true statement for just about
everyone I’ve ever met, but they don’t necessarily share that unless they’ve been given the op-
portunity. People want to be heard.

I’'m a father of three. You probably have children of your own or
grandchildren or nieces or nephews. Do you ever remember
watching a child learn how to ride a bike? The struggle to get
them up on training wheels, and running along beside them mak-
ing sure they don’t fall off, and if they do fall off you’re there to
help pick them up and put them back on that bike. Well many
people, many professionals and people of significant means and
wealth often reflect back on their opportunity of parenting and
they see something that they feel they’ve missed. They’re so
busy at building the business, so busy at doing whatever, that
there’s this gap, there’s this void that they have. And there’s no
do-over in life.

Marie Swift and
Cameron Thornton

So in my work with The Heritage Institute, family unity tends to
be a very important factor that people want to focus on. What we
do is help families do some portion of a do-over through pre-inheritance experiences. By that I
mean you create processes, or steps, for family members to do while the parents are still alive, in
the background, so they can sit and observe and mentor the kids as time goes by. It doesn’t really
matter how large the sum of money is that is at stake. Have you ever seen a family member or
person receive $50,000 and then they blew it? I mean, it was gone. And you know that probably
wasn’t the outcome the person who worked so hard to create it had in mind. So it’s as applicable
to somebody in this middle-market that we’re talking about as it is on the high-end.

One of the real challenges is that wealth seldom stays in a family over three generations. Earlier we
were talking about our profession and about the second generation. In businesses, there is a 97 per-
cent chance that by the time the third generation rolls around, that original family business is gone
— it’s kaput. We’re faced with that same factor in our profession right now. But we’re this second
generation. I talked earlier today about the importance of engaging the second generation if you
want to work with a family instead of going out looking for additional assets to manage. My point
here is that we are that second generation and if we can be engaged in a way that is intellectually
correct, we have the opportunity to help families avoid becoming ruined by whatever amount of
money they are going to be receiving — this concept that we call ‘affluenza.’

Eric Cott: The first thing I want to do is thank all of you because I represent about 330,000 advi-
sors and my role is strictly one of education. I go back to Bob’s point about not being fearful of
new ideas and being open to change. I represent for advisors the opportunity to work with their cli-
ents and use options and the interesting thing is that we don’t charge for our programs and your
clients are coming out in droves. We just hosted a program with the New York Stock Exchange.
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We had 260 individuals come to learn about options and the only thing we gave them was free
education. So being open to new ideas and not being fearful is important.

Where do we see the profession in the next decade? Is it going to be 330,000 or is it going to be a
shrinking profession? Cameron, you talked about that and David you have your family working
with you. I think about that legacy of passing on a practice to the
next generation. But the next generation, Generation Y, wants
things immediately. They don’t want to wait and they don’t know
what it’s like — the sweat of getting a practice and maybe falling
on your face a couple of times and having the client reject you and
maybe making a mistake. So I think that the hope is that the profes-
sion grows exponentially and, again, there are a lot of opportunities
for individuals to go into this and help people.

With regard to social media, I think it may offer an opportunity for
that smaller client, but all of you know better than I that that per-
sonal approach, especially in the last 36 months, is critical for re-
X taining clients as well as for expanding your businesses. Because I
' L think the advisors who aren’t out there on a consistent basis, in
= N front of their clients, are finding that their competitors are present-
Eric Cott ing new ideas.

And the last point is relative to the banks maybe being the next model. Having worked for an
investment firm that got merged into a big bank and looking at all the cutbacks they’re going
through, I think the RIA model, the independent model is really the wave of the future. I think
there will be the big behemoths but I don’t think there’s ever been a history of successful banks
and successful investment firms coming together. Banks have always wanted that revenue
source. I think the big banks are going to have a hard time doing that. I don’t think they can offer
the services across all channels, but I could very well be wrong.

Stephanie Bogan: I really think there are two issues that are bifurcated, but are somehow inter-
woven with each other and they are the issues of the practice versus the conversation around the
profession. I think the biggest issue from a professional perspective, aside from things like fidu-
ciary, is what the next generation of financial advisors is going to look like — will it be recover-
ing from an ineffective generational transition or will it be building upon the hard work and suc-
cess of today’s advisors. In most professions, you have a pyramid where you have the highest
volume of people at the bottom with the least amount of experience and as you get older and
wiser there are fewer and fewer of you. And in our profession it’s absolutely turned on its end;
it’s an upside-down pyramid where all the people have all the wisdom at the top and there are
fewer people as you work your way down the pyramid. Clients aren’t the only ones aging, so are
advisors. If the average age is 60 (depends on which study you read), in ten years the average age
will be 70, and regardless of what advisors say about working until they leave this earth, there is
an inevitable slowdown and transition, and in some cases it will be sudden — more than I be-
lieve advisors anticipate.

When we address this with our advisor clients who are looking at that transition phase, the issue is
how many of the advisors behind them who are there to take over, really exhibit the care, the con-
fidence, the commitment, and the capability to actually take over the practice in a way that the
Founder feels good about? The number can quickly go from not enough, to “oh my goodness, who
will take over for me?” Then ask how many of that small pool of advisors who meet the criteria
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live in your neck of the woods or would be willing to move? And I suspect we will see a relatively
small pool of talent to draw from in terms of transitioning the practice. So I think we will see
smaller advisors consolidate or join other firms, and mid-size to larger firms rolling in smaller ad-
visors and merging with or buying up smaller and mid-sized practices. These firms will become
more enterprise-like and, very potentially, will be positioned to capture the lion’s share of the busi-
ness, because they’ll be marketing or buying the clients of the advisors that are aging. If you look
at industry stats now, a majority of assets reside with a small percentage of top firms. Perhaps
ironically, this marries what we see in advisor’s client bases, which is that the majority of the cli-
ents account for a significant portion of the revenue, and the higher volume of smaller clients ac-
count for a relatively small portion of the revenue stream.

Add to that the challenge that advisors have to successfully do three things to continue in the
professions — the things that the big firms used to do: train, transfer, and transition. We don’t
really do a great job of training. We don’t do a great job of transferring responsibility. Literally I
have heard conversations around, “Why did you buy a copy machine, you’re just a junior part-
ner?” At what point are they actually going to be allowed to make a decision? And then how do
we truly have an effective plan for transitioning the practice? The challenge is, if we don’t have a
clear plan for that I think the next generation will be recovering and rebuilding instead of build-
ing on the hard work and success of today’s advisors — which is what one hopes for our profes-
sion. We have to fill that gap at the practice level in order to make sure that there are enough
successful practices regardless of their form in order to continue the good work of the profession.
I think that as a profession we have done a less than adequate job of that. Our clients don’t love
training and mentoring because of the issue of the generation gap and the different perspectives
and it’s a really hard thing to wrangle. We’ve worked with three or four firms in the last few
months where we’ve done the career ladders and the comp plans and the partnership paths and it
is literally a game changer. I had a client come up to me today and she said, “We’ve gotten this
done and the dynamic has changed. It’s amazing the impact this has had. The conversation and
the firm are so different as a result.”

It’s not about the documentation; it’s about the
dynamic and the dialog that’s created around it.
We have to solve for that gap. If we can’t train,
transfer, and transition then it doesn’t matter un-
der what umbrella we’re operating or whether
we’re a silo or a member of a network. If we
don’t have the next generation to follow us and
we can’t transition that legacy to the profession, I

think we’re going to struggle. Michael Kay, Dave Hubbard
and Stephanie Bogan

Michael Kay: As the owner of an independent RIA and financial planning firm, we’ve tried to
address this issue of training and transition by hiring young, new professionals and having them
take the role of associate planners, paying them a salary for three years, and their job during
those three years is to help us collect the quantitative data, to scribe meetings and to observe and
then to debrief after the meeting. What did you see? What did you not notice? What were the dy-
namics? And help them see through our eyes. And by working with our seven full-time senior
advisors, by having them experience this with different advisors, they’re getting to see different
methodologies, although we use the same platform.

So if we’re going to take care of our future generations, our clients’ children, we need to have
younger advisors. My daughter’s friends who are just newly married are going to relate better to
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someone in their late 20s or early 30s than they are to me. So it is incumbent upon me to bring in
the twenty-something who’s just out of school, who’s going to train by watching and learning to
then take over that next generation who are the inheritors — my client’s inheritors. They’re there
to also serve less complex clients who might not have the sophisticated needs but they have
enough experience to help them. I think we’re trying to look at things from the standpoint of
serving our objectives and our passion by helping clients, but also knowing that we need to ele-
vate our game. We need to bring in more people, we need to have them take over responsibilities
and we need to make sure we are a multi-generational firm that not only handles the parents and
the grandparents, but the children as well, and the grandchildren, so that they stay in-house. We
know their story, we know their history, and it is just a continuing track to run on. And I think
that if the profession would take a look at a similar philosophy of, “ I must write the check to
bring these young people in and have them learn and have them experience,” we’re then going to
kind of seed the field of the next generation, the inheritors of what we do. And I think that’s our
responsibility, to pass that torch.

Bob Veres: There is one omission that I think we should at least touch on. We haven’t talked
about the fiduciary standard, which is really a rallying cry for something bigger. I think when
you talk about fiduciary, you are really talking about the profession versus the industry. Over the
next 15 years, I see the two becoming increasingly antagonistic.

Of course, what scares me is that the industry is much better financed and much stronger politi-
cally than the profession. That’s a danger that the profession is going to have to figure out how to
cope with if it’s going to survive.

I used to say that the profession is a burr under their saddle. Now I think we might be a poison
burr. And that becomes a more immediate issue. If the industry is ever motivated to put their full
resources toward killing the profession, then I think the profession is visibly endangered. That is
= fundamentally what is behind all of
this talk about regulation and stan-
dards and whether or not these
standards should be the law of the
land or not. The underlying issue is
that it is really a fight for survival
between two business models.
Each of the two feels the other is

John Brackett, Marie Swift, Cameron Thornton and Bob Veres endangering it.

Cameron Thornton: Bob, to your point, over the last 29 years that I’ve had my practice, I’ve
had to reinvent myself just about every four or five years. If I’'m not laying out train track and
standing out in front of the changes that are coming along, I would have been out of business a
long time ago. I think that’s just the natural progression that’s part of any industry. Without a
doubt, those issues that you toss out, they’re absolutely real, they’re going to get dealt with. They
will get dealt with as we’ve discussed today.

Bob Veres: You have so much more faith than I do. I’'m taking inspiration from you.
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Eric Cott: Along Cameron’s line, I do think you sort of have to reinvent yourself, but then I
would agree with Bob. I think there’s a problem in that the people in Washington and the indi-
viduals who are looking over the financial advisory business, they don’t understand the business.
I think they’re looking to impose regulations some of which might be appropriate, but others not.
I think there are some good voices in Washington from this industry. I think we need more of
them and, as a concerted industry that is going to thrive, there need to be individuals like our-
selves really speaking out.

John Brackett: For me, there’s a big elephant in the room that we haven’t addressed. It’s called
legacy. I think everything we’ve said is very important, but where are our individual businesses
ultimately going to end up? We at BAR Financial are three partners, and we have five younger
associates. A good leader knows when it’s time to step aside and allow the next generation of
leaders to take over. We have failed in this industry to provide legacy planning for our advisors.
We do it every day for our clients; now we need to make sure we do it for ourselves.

-- More --
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