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The Advisor Impact Client Inde2009

The Advisor Impact Client Index is designed to take the collective pulse of our clients. Since 2002,
Advisor Impact has been gathering client feedback on behalf of financial advisors and helping them to
use that information to build deeper relationships and improve client profitability. Our focus remains
the same. Every year we speak with tens of thousands of clients who tell us about what they need, want
and expect in a relationship with a financial advisor and that information is the basis of the Advisor
Impact Client Index.

The report summarizes the data for the five year period between 2004 and 2008, representing more
than 56,000 clients and more than 3,000,000 data points. While the database is much larger, this
represents the most recent snapshot. Given market trends over the last 18 months, the 2009 report
includes separate commentary on trends, drawing on data from the first quarter of this year. Data is
presented in the aggregate or, where appropriate, the average is compared to ‘top clients’, a group
representing the roughly 6,500 clients who responded with $1m or more in total investable assets.

Insight trumps data every time and for that reason we have structured this report to follow the
structure of our client feedback reports for advisors, focusing on the data as it relates to key advisor
objectives and further focusing on the implications for advisors on a day-to-day basis. We hope you find
the information of value.

About Advisor Impact

Advisor Impact is a leading provider of client feedback solutions for financial advisors, accountants and
investment management firms. The company’s flagship programs, the Client Audit and Advisor Audit,
help advisors or firms to build deeper relationships and identify revenue and referral opportunities.
Advisor Impact works with leading custodians, broker-dealers and investment management firms to
deliver creative client feedback solutions that have a direct impact on the bottom line.

Founded in 1998, Advisor Impact works with clients in the US, Canada and the UK. In addition to its
primary product offering, the firm conducts on-going research to identify and assess practice
management trends. The company’s president, Julie Littlechild, writes and speaks frequently on the
topic of innovation in practice management. She is also the author of the Business Success Kit, an
advisor guidebook that is used in many training programs.

For more information contact info@advisorimpact.com or go to www.advisorimpact.com.
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Hrst Things First: Client satisfactiomia down market

Let’s start with the elephant that is quietly sitting in the room. What has happened to client satisfaction
since October 2008? Are clients running for the exit or are they satisfied that their financial advisors will
help them navigate difficult waters ahead?

The answer, of course, is “it depends”. It depends on the extent to which you have built deep
relationships with clients. It depends on the extent to which you are proactive in managing the
relationship through turbulent times. Perhaps most importantly, it depends on the extent to which you
have clearly communicated your value, creating a disconnect between the value of advice and market
performance.

The good news is that across the 56,000 clients included in the current Advisor Impact Client Index,
average satisfaction is 4.7 out of a possible score of five, with 78% of clients in the ‘very satisfied
category’ as outlined on the chart below.

Q: Please rate your overall level of satisfaction with your relationship with your financial advisor.

100%
80%
80% /8%
60% -
0% -
20% - 16% _16%
3% 2% 1% 1% 1% 1%
0% a T T 1
Very Satisfied Somewhat Neutral Somewhat Very Dissatisfied
Satisfied Dissatisfied

H All Clients ® Top Clients

Source: Advisor Impact Client Index : 2004 i 2008
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If we break the ‘overall satisfaction’ ratings down by year and then contrast it with the first quarter of
2009, we see an interesting trend.

Overall Percentage Percentage at

Satisfaction | ‘Very Satisfied’ Risk

2004 4.7 76% 5.2%

2005 4.7 77% 5.3%

2006 4.7 78% 5.1%

2007 4.7 80% 4.7%

2008 4.7 79% 5.0%

2009 (Q1) 4.5 69% 9.7%

Source: Advisor Impact Client Index: 2004 i 2008

The chart above shows the percentage of clients who provided a ‘top box score’ on overall satisfaction
with the relationship. The flipside of satisfaction is the percentage of clients at risk, which is defined as
the percentage of clients who provide a rating of three out of five, or less. They are, by definition,
neutral, somewhat or very dissatisfied. Notice first that overall satisfaction has been extremely stable
over the last several years. Notice also that satisafaction has taken a hit in the first part of 2009. The
negative spin on that last row is that risk has doubled; a positive spin might be that overall satisfaction is
still relatively high. Only time will tell if the difference in 2009 will be ‘washed out’ with the benefit of a
full year of data.

The lesson that is being reinforced in the current market is that satisfaction is simply not enough. While
satisfaction is clearly important, as a single metric it does not tell us everything we need to know about
the quality of the client/advisor relationship. And while we can use overall satisfaction ratings to help us
understand the percentage of clients that are clearly at risk, there may be a more insidious form of risk
at play and one to which we can pay heed as the markets turn upwards once again.

In order to understand real risk, however, we need to go below the surface of overall satisfaction.
Specifically, we need to look at how clients are ratings their advisors on three key issues:

i The extent to which investment performance is meeting expectations
9 The extent to which the advisor is perceived as proactive in managing the relationship
9 The extent to which the client is confident in his or her plan.
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The reason that we focus in on these three elements is partly because they rank among the aspects of
service that clients consider to be the most important and partly because we find an interesting trend
that suggests new form of risk in relationships in a down market. To demonstrate, consider the
following two groups of clients that are emerging.

Group 1: Satisfied and Committed

9 These clients are satisfied overall however there is a clear satisfaction gap regarding investment
performance, which is not surprising. Digging deeper, however, these clients are generally
satisfied with respect to service delivery (e.g. frequency of contact), the extent to which the
advisor is proactive and they are confident in their financial plans. We believe that the latter
may often represent a ‘plan B’, given current market conditions, however there is a general
confidence in that long-term plan.

Group 2: Satisfied but at Risk

i These clients are satisfied overall however there is a clear satisfaction gap regarding investment
performance; they are the same as group one in this respect. Digging deeper, however, we find
that while they are satisfied, overall, there has been a negative halo create by the markets —
their dissatisfaction with the markets appears to create a dim view of the advisor with respect to
proactivity and the quality of the plan.

Simply stated, the advisors of Group One clients have done a better job of communicating the value that
they deliver above and beyond investment performance. They are guiding their clients through the
current crisis but are not necessarily being blamed for the current crisis. They are reinforcing the fact
that ‘value’ is added by helping clients understand the implications of market conditions and adjust their
long-term plans accordingly. They are responsive to, but not responsible for, current market conditions.

This trend highlights the importance of clearly defining, communicating and reinforcing your value, on
an on-going basis to clients. This can be accomplished through simple techniques such as providing a
service agreement.
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ObjectiveOne Enhance Client Loyalty

A primary objective for most advisors is ensuring that their clients are satisfied and, ultimately, loyal.

Loyalty is driven by many aspects of the relationship, specifically how you are doing and what is most

important to your clients. The former will tell you if you need to make any changes in the way you

deliver service to your clients and the latter will help you focus your time and energy on high value

activities and ensure that you are excelling in those things that are most important to your clients.

Below is a table showing the percentage of clients that rate a specific service dimension as ‘critical’ to

them in a relationship with a financial advisor (a five out of five). The table is ordered from highest to

lowest based on importance. In the next column is the percentage of clients that ‘strongly agree’ that
the statement is true, which you can translate as a ‘top box score’ on satisfaction. The more critical the
service dimension, the more you hope clients are satisfied on that dimension. Note that there are three
sizable negative gaps, as outlined above; these are highlighted in red. Note also that there are three
sizable positive gaps, highlighted in green, which means that advisors are actually outperforming on

some aspects of service. By understanding what is most important to clients and ensuring that you are

exceeding expectations in those areas, you can solidify or deepen client relationships.

Service Dimension Percentage Percentage Difference
W/ NAGA(YONRY T

My advisor is trustworthy 98% 91% -7%

My account is handled with few errors. 91% 77% -14%

| have confidence in the skills of my 87% 72% -15%
advisor’s team.

My advisor understands my goals for the 81% 70% -11%
future.

| am comfortable with the level of risk in my 75% 66% -9%
portfolio.

Difficult financial concepts are clearly 71% 66% -5%
explained.

Any problems are resolved quickly and 70% 77% +7%
professionally.

My statements are clear and easy to 67% 64% -3%
understand.

My calls and e-mails are returned promptly. 56% 84% +28%
The range of services provided by my 52% 61% +9%
advisor meets all of my financial needs.
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| have a strong personal relationship with 47% 59% +12%
my advisor; he/she cares about more than
my investments.

By focusing on the gaps, it becomes clear that creating engaged client relationships is as much (or more)
about what happens during a meeting, rather than the number of meetings that are held. Advisors who
structure meaningful client reviews — those that go to the heart of what is most important to clients -
will build those deeper, more engaged and more profitable relationships.

Page | 7



Advisor

ObjectiveTwo: Structure a Meaningful Service Plan

Every advisor faces the challenge of delivering a level of service that is both meaningful for clients and
profitable for the business. While there is no necessary contradiction between the two, it all starts with
a clear understanding of exactly what your clients expect, in order to assess your current service delivery
plan and, in some individual cases, to actively manage expectations.

In thinking about the specifics of client communication, the first thing we see is that clients place a
highest value on communications that they consider to be core, such as portfolio reviews or
performance reporting. Beyond these activities/communications, educational activities tend to receive
higher value ratings than client appreciation and websites. Note that we ask clients what they 'value' in
this question, which impacts the results. They may 'like' client appreciation, but they ultimately value
the review and reporting process.

Q: Please rate the following communicat®that you receive from your advisor, in terms of their value
to you.

5
4
3.6 3.6
>t 29
3 . 27 27
| I
1 T T T T T
Review Performance Newsletter Educational Website Appreciation
Meetings Reporting workshops
Source: Adv isor Impact Client Index: 2004 i 2008

Educational activities are likely becoming even more important to clients, with a majority indicating that
they would like some form of education.
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Q: Do you feel it is important for your advisor to provide you witltational opportunities about the
markets or investments , such as workshops or newsletters?

100%

80%

60% 55%

40% -

30%

20% - 15%

0% -

Yes No | don't know

Source: Advisor Impact Client Index: 2004 i 2008

You can use this information to ensure that you have an appropriate mix of communications and that
those communications are perceived as being of ‘high value’ to clients. It is easy to assume that clients
value certain communications, however the cost and effort of delivering can sometimes outweigh the
perceived value.

Direct contact is, of course, one of the most important aspects of client communication. It is the most
highly valued, it drives client engagement and it also drives profitability because it is a ‘high cost’
activity. The next chart highlights something we have known for some time — that when it comes to
direct contact, averages mean very little. Clients have very different views on the scope of contact that
is meaningful and the extent to which you can meet those needs profitably will success. The range of
contact expectations are shown on the next chart, representing an average of 2.6 reviews/year or 2.9
reviews/year for top clients.
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Q: In a 12month period, how often do you expect to meet (either face to face or by telephone) to review
your plan or portfolio?

20%
31%
30%
23%
0% 19%
15%
10% 9%
2%
0% - T T T T T 1
0 1 2 3 4 5+

Source: Advisor Impact Client Index: 2004 i 2008

A notable trend is that clients are demanding more and more contact. The next chart shows the
percentage of clients who expect four or meetings per year (as a proxy for high contact expectations).
Clients clearly need and demand more contact during a down market, but the trend is upward
irrespective of market conditions. To the extent that you are meeting these changing demands you are
fundamentally altering the profitability of client relationships by increasing the cost of service delivery.
There is nothing inherently wrong with increasing contact levels, however doing so carries with it a need
to evaluate pricing and/or minimums to ensure that you can do so profitably.

Percent oficlients demanding fourormore

reviews per year

2006 8%
2007 11%
2008 28%
2009 (Q1}) 32%
Source: Advisor Impact Client Index: 2004 i 2008
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ObjectiveThree Streamline Service Delivery

There are many ways to streamline service delivery in order to enhance practice efficiencies. While the
process starts with a clear segmentation of your clients, it can also include utilizing more efficient
delivery methods. The client data shows that advisors have an opportunity to streamline service
delivery through telephone contact, e-mail or delegation while still meeting expectations. For example,
on average 64 percent of reviews could be held by phone based on the stated needs of clients.

It is accepted wisdom that e-mail communications are the most efficient way to communicate and there
is clearly a trend to greater acceptance of (or preference for) e-mail communications between advisor
and client. At the same time, many clients still indicate a preference for mailed communications,
although they would no doubt be influenced by the content of the communication.

Q: How do you prefer to receive written communications from your financial advisor?

100%

80%

60%

51%

40% -

26% 23%

20% -

0% -

By mail By e-mail No preference

Source: Advisor I mpact Client Index: 2004 i 2008

Perhaps nothing drives efficiency as much as the effective use of a team. Top producing advisors are not
only more likely to delegate more often, but to delegate a wider range of activities; they promote a true
team approach to client management. Also note that having confidence in the team was critical to
clients —they understand that service is delivered by more than one individual. While the average
shows that a majority of clients are comfortable speaking with team members about their plan, there is
a substantial range of responses. Those advisors who have educated their clients on a team approach
are much more likely to see positive feedback regarding confidence in the team.
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Q: Are you comfortable discussing youoaficial plan with someone on your financial advisor's team
other than the senior advisor?

100%

80%

60% 31%

40% -

25%
18%

20% -

0% -

Yes No Idon't know

Source: Advisor Impact Client Index: 2004 i 2008
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ObjectiveFour. Increase Client Revenue

The vast majority of advisors say that they do not feel they are getting full value out of the businesses
that they have built or the client relationships they have established. Unlocking value is, of course,
driven in part by operating efficiently, but also by ensuring that you have capitalized on the untapped
revenue opportunity among your existing clients. Based on client input, there is substantial opportunity
to grow existing client relationships through cross-selling, increasing share of wallet or increasing
referrals.

As you can see in the following table, there appears to be opportunity among existing clients, either to
enhance awareness of existing services or to cross-sell additional services.

Q: Which of the following services would you be interested in learning more about from your advisor?

Tax planning strategies 59%
Retirement planning 58%
Estate planning 51%
Trust services 40%
Family wealth management 38%
Long-term care insurance 30%
Planning for needs of aging parents 27%
Planning for child’s education 23%
Charitable giving 20%
Life insurance 19%
Succession planning 11%
Source: Advisor Impac  t Client Index: 2004 i 2008

The percentages on the above chart are even higher if you consider the clients who responded ‘Il don’t
know’, suggesting they are not fully aware of the benefits of some of the services available through their
financial advisor. By understanding the specific needs of your clients you can communicate more
effectively, providing targeted communications linked to stated interests, follow-up on specific
opportunities or structure internal marketing/educational campaigns around specific topics of interest.

Opportunity is also uncovered by focusing on insurance needs or by identifying clients who may be
looking for support in discussing the estate within the family.

Page | 13



QAQL%or
1pact

Percent of all clients Percent of'top clients
responding ‘yes” respending ‘ves’

I don’t have a will 14% 5%
| don’t have life insurance 20% 23%
I've never held a family meeting to 51% A1%
discuss plans for the transfer of the
estate

Source: Advisor Impact Client Index: 2004 i 2008

Share of wallet is also a clear opportunity for many advisors, although not for all. The next chart shows
that a high percentage of clients are working with another financial advisor, suggesting a consolidation

opportunity.

Q: What percentage of your investable assets aaaaged by this advisor?

100%

80%

60%

40%

20%

0%

57%

All Clients Top Clients

<10% N 10-24% 1 25-49% B 50-74% B 75%+

Source: Advisor Impact Client Index: 2004 i 2008
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ObjectiveFive Increasing Referrals

While most advisors indicate that referrals are the best source of new business, many also recognize
that they are not capitalizing on their potential referral opportunity. Identifying the clients who are
comfortable providing referrals is a good place to start. From there, helping clients to spot a good
referral opportunity is critical; you can find more information on this topic by downloading the
Economics of Loyalty report at www.advisorimpact.com.

To start, we look at client ‘comfort’ in referring. The good news is that, based on comfort alone, there is
substantial opportunity as the next chart shows.

Q: I am comfortable referring my advisor to friends, family and colleagues.

100%
80% 77%
60%
40%
20% 15%
H - - -
1 1
0% : — . : .
Stronly agree Somewhat agree Neutral Somewhat agree Very agree
Source: Advisor Impact Client Index: 2004 i 2008

Despite high comfort levels, a small percentage of clients actually provides a referral. The data clearly
shows that this is not due to a lack of willingness, which is helpful information. Instead, clients need to
understand the kinds of clients you can help so that they are able to provide a referral as and when that
is appropriate. The power of client feedback, of course, is that you can identify specific clients who are
comfortable referring in order to target your efforts.

Centers of influence are also a key source of opportunity for advisors and one which we believe is under-
utilized simply because it is a more complex, longer-term growth strategy. A look at the client data
highlights that many clients are working with other professional advisors and those may be the best
source of new centers of influence for your business. For example, the next chart shows that nearly
three quarters of clients, who work with CPAs, are very satisfied with service. If you can identify these
clients in your own client base, you have a good place to start a campaign to add new centers of
influence.
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Professional Advisor Percentagera A Y3 W4  Percentage rating financial
{FGAATFTASR I ROA&2N W+ SN
Accountant 72% 78%
Lawyer 57%
Personal banker 44%
Insurance agent 43%

Putting it all Together

The Advisor Impact Client Index for 2009 is reassuring in that it highlights the strength of most
advisor/client relationships. It demonstrates that we need to look beyond overall satisfaction to
understand how we are performing on those things that are most important to our clients and highlights
the need to focus not only how often we meet with clients, but what takes place during those meetings.
The goal is, ultimately, to actively engage our clients and drive higher levels of commitment. Despite the
turmoil of the last 18 months, the Index clearly shows that there is opportunity to grow our client
relationships via referrals by focusing first on building deeper relationships.

At the end of the day, this report is necessarily focused on averages. Averages are helpful in highlighting
trends, however the only metrics that really matter are those that reflect what your individual clients
need, want and expect. Our focus continues to be on helping advisors gather and use that information
in their business.

We welcome your questions and comments at info@advisorimpact.com.
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