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Is it Time to Outsource
Investment Management?

Potential benefits include more time for clients and growth in AUM

Adhesion -
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Investment management was once considered a core component
of an advisor’s relationship with their clients. These days, however,

’

there is a strong case to be made for outsourcing the task of managing clients
investment portfolios. RIAs who outsource stand to benefit from more time to
work directly with clients and more opportunities to grow revenues and assets
under management (AUM). These are just some of the findings of a January
2021 WealthManagement.com survey commissioned by Adhesion Wealth
Advisor Solutions and involving more than 330 RIA firms.

The survey’s other key findings include:

* OQOutsourcing investment management is already widely adopted among RIAs.

* The main drivers for outsourcing are generally tied to improving client relationships.

* Advisors who currently outsource also link the strategy to growth in client numbers, in
addition to the growth seen in AUM and revenues.

* Most advisor see a decrease in operating costs in conjunction with outsourcing investment

management.




Outsourcing is already here

As a practice, outsourcing investment management
is already an established model in the industry. More
than half of advisors surveyed are currently outsourcing
investment management or plan on doing so in the next
12 to 18 months. It is a strategy adopted by a range of firm
sizes, in terms of either AUM or number of clients, as well

as firms that offer a range of services.

Percent of Firms That Outsource
Investment Management

17%

No, but plans to do
so within the next
12 to 18 months

47%

No, and no plans
to do so

36%

Currently
outsourcing

Outsourcing tends to be more common among RIAs
working alone versus those already working as part of a
team. Meanwhile, smaller firms with AUM of less than $100
million are more likely to outsource than to have no plans
of doing so (45% versus 37%), while larger firms with AUM
of $500 million or more show the opposite: 36% of larger
firms report no outsourcing plans while 25% are currently
engaged in the strategy. This trend is perhaps not surprising,
as smaller firms may feel the pressure to outsource more
than their larger peers to facilitate growth and expansion,
and they may also lack the resources that larger firms have

at their disposal to handle these services in-house.

This trend toward outsourcing investment management is
not new. More than 9 in 10 firms currently outsourcing
their investment management services have been doing
so for at least two years, with 81% of advisors saying they
have three or more years of experience to draw from.
Based on this experience, nearly nine in 10 (87%) of advisors
who currently outsource say the practice has had a positive
economic impact on their firm, with 58% claiming the impact

has been “very positive.”
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Outsourcing benefits clients...

Most advisors look to outsourcing so they can focus more time and resources on clients. In fact, more than half (52%) of advisors
cite a desire to spend more time with clients as the main driver of their decision to outsource, while one-third (33%) cite improving

quality of client service and 30% pursued the strategy to offer better investment options to clients.

Main Drivers of Outsourcing Investment Management

Enhance efficiency / productivity - spend more time with clients _ 52%
To improve quality of client service _ 33%
Offer a broader / better menu of investments __ 30%
Fulfilment of my fiduciary obligation / compliance concerns __ 29%
Product / investment differentiation (access to unigue products) __ 28%
Superior results (better performance returns, income, volatility dampening, etc) __ 25%
Enhance client experience / align with value proposition __ 20%

Introduce consistency and continuity to help with succession or valuation _ 12%

Prohibitive cost of keeping function in-house _ 9%

Generate sustainable revenue growth - 4%

These drivers largely align with the benefits
advisors are actually seeing from the strategy. For
instance, more than two-thirds of advisors (69%)

report the primary benefit of their decision to

outsource has been more time to spend on other
services, on client relationships and on business
development. Meanwhile, 88% of advisors who
outsource report their decision “definitely” or
“probably” contributed to an ability to spend more
time client prospecting. Clients also benefit in
the performance arena, as more than one-third
of advisors (38%) cite better overall investment
performance as a primary benefit of outsourcing—

the third-most cited benefit.
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...and offers financial benefits for advisors

Outsourcing gives advisors more time to build stronger relationships with clients, develop new relationships with clients
and focus more on growing their business. These qualitative benefits have an impact on real performance metrics for RIA
firms. For instance, AUM growth is a primary benefit of outsourcing according to more than half (53%) of advisors engaged in
the strategy. In fact, 72% of advisors report annual AUM growth of 10% or more since they decided to outsource investment
management, which puts them above the 6% to 9% growth measured by industry benchmarks.? And 87% of the advisors who

report AUM growth point to outsourcing investment management as a direct contributor.

Annual Growth in AUM Annual Growth in Revenue
Since Outsourcing Since Outsourcing

5%
No Revenue
Growth

4%

No AUM Growth

4%
Less than 5%

3%

Less than 5%

31%
10% to 14%

21%

5% to 9%

38%

15% or more

30%

15% or more

34%

10% to 14%

30%

5% to 9%

Revenue growth is also high on the list of outsourcing benefits, according to one in three advisors. Of those advisors reporting
growth, more than half (61%) report growth of 10% or more, which represents a growth rate 30% higher than the median revenue
growth benchmark of 7.3% cited by Schwab’s benchmarking study. As with AUM growth, 88% of those advisors who reported
growth in revenues say the decision to outsource had an impact on that growth. What’s more, freeing up more time to spend on
developing client relationships has also paid off in measurable growth in client rosters, with 86% of advisors reporting more than
5% growth in their number of clients since outsourcing, and more than half (51%) reporting growth in excess of 10%—both above

Schwab’s benchmark of 4.7% growth!

"Schwab 2020 RIA Benchmarking Study (9.2% median annual growth in AUM)

2 Fidelity 2020 RIA Benchmarking Study (6% median organic growth in AUM)
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Costs and other barriers to outsourcing

Not all advisors have embraced outsourcing investment management, and costs are viewed as one of the top obstacles. Of

those advisors with no current plans to outsource, 43% say costs were a primary deterrent, while more than half of advisors (55%)

planning on outsourcing soon cite costs as a primary deterrent (the most frequently cited factor). And yet, for most advisors,

outsourcing actually reduces costs.

More than half (58%) of advisors who currently outsource
their investment management report their operating
costs have declined since they began outsourcing, with
40% seeing declines in costs of 5% or more. By comparison,
less than 1 in 10 advisors say their operating costs have
increased since outsourcing. Further underscoring the
positive relationship between costs and outsourcing, more
than a quarter (28%) of advisors cite cost reductions as a
primary benefit to outsourcing—on par with higher revenue

growth and better performance of investments.

In addition to costs, more than half of advisors not currently
outsourcing their investment management cite reduced
control and the inability to customize or personalize
solutions as top deterrents. As with costs, however, these
concerns are most likely based on a misperception of what
outsourcing means. There are outsourcing options available

that address these concerns.

Annual Change in Operating Costs

Since Outsourcing

(o)
8%
Costs have
increased

18%

Decreased costs
by 10% or more

34%

Remained
the same

22%

Decreased costs
by 5% to 9%

18%

Decreased by
less than 5%
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What outsourcing can look like

When selecting a potential outsourcing partner, most advisors (53%) focus on cost as a consideration, while just under half
view historical investment returns (48%) and service and support model (48%) as top concerns. Experience also matters: 45% of
advisors said experience was a key consideration in choosing a potential outsourcing partner. It is perhaps not surprising that
these considerations largely overlap with the deterrents listed in the previous section—particularly costs and the service and

support model.

Key Considerations When Choosing an Outsourcing Partner

Cost 53%
Service and support model 48%
Historical investment returns 48%

Experience

End-user experience
Flexibility

Level of guidance offered

Ability to integrate with your systems

The most popular outsourcing partners are managed accounts/UMA platforms and TAMPs (Turnkey Asset Management Provider),
with 1in 4 advisors citing these two types of partners. But outsourcing can take many forms, including models that allow advisors
to maintain a higher degree of control. The survey data has shown that most advisors were able to find an outsourcing

partner that reduces their costs. Customization and personalization are just as available, depending on the partner involved.

Some outsourcing models allow advisors to decide what they want to do in terms of their investment objectives and goals, and
then build the relationship around those goals rather than limiting advisors to specific investment options. In particular, open
architecture models allow for the flexibility that advisors appear to be concerned they will lose if they opt to outsource. There are
even outsourcing models that offer advisors access to the full suite of investments they may want—in essence, partnerships that
are agnostic to an advisor’s investment solutions. In fact, it is possible that with the right outsourcing partner, concerns about all

three top deterrents to outsourcing (namely cost, control, and customizability) can be addressed.
Ultimately, outsourcing investment management offers advisors the opportunity to free up their time and energy to focus on

areas of their practice where they can add the most value. Based on the responses of advisors in the current survey, that choice

has helped generate positive economic impacts for their firm.
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Disclosure

FOR FINANCIAL PROFESSIONAL USE ONLY. Adhesion Wealth is a leading provider of outsourced managed accounts, including sophisticated
and customized investment solutions, integrated with practice management tools and outsourced back- and middle-office, to wealth advisory
firms. These solutions enable advisors to easily provide separately managed account (SMA) and unified managed account (UMA) portfolios and
create personalized solutions for investors. Its platform empowers advisors with highly scalable, flexible, and customized portfolio

solutions, enabling them to deliver better investor outcomes.

Adhesion Wealth Advisor Solutions, Inc. (“Adhesion Wealth”) is an investment adviser registered with the U.S. Securities and
Exchange Commission. Registration does not imply a certain level of training or skill. Investing in securities is subject to inherent
investment risks, including the potential loss of principal. Adhesion Wealth does not provide personalized investment or tax advice. Where
information or data is presented that has been prepared by third parties, the source of such information will be cited, and these sources have
been deemed to be reliable; however, Adhesion Wealth does not warrant or independently verify the accuracy of this information. Adhesion
Wealth and any such third parties are separate and unaffiliated and are not responsible for each other’s policies, products or services.
Reproduction in whole or in part in any form or medium without express written permission is prohibited. “Adhesion Wealth” and the
Adhesion Wealth logo are registered trademarks. Other trademarks contained herein are the property of their respective owners. Adhesion
Wealth believes that the information in this publication is accurate as of its publication date; however, such information is subject to change

without notice. © 2021 Adhesion Wealth Advisor Solutions, Inc. All rights reserved.

Contact Adhesion Wealth:
(888) 295-8351

www.adhesionwealth.com

5925 Carnegie Blvd,
Suite 500 | Charlotte, NC 28209
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