Setting Fees for Service: An Argument for A La Carte Pricing

By David L. Lawrence

One nagging question that keeps arising is whether or not the services provided by financial advisors are profitable given the amount of time, effort and resources expended to provide them. Despite how often this question comes up, the answer is frequently unknown. This may be because practitioners simply haven’t taken the time to add up all the costs associated with various tasks performed on behalf of the client. 

As an example, a recent discussion with a financial advisor revealed that his firm was charging an average of $750 for a standard financial plan. Yet, a subsequent audit of the workflow processes required to produce the plan determined that it took the firm (consisting of the financial advisor and a Para-Planner) about 20 hours to complete the plan. Given a $150/hour rate normally charged by the advisor (according to him), the hourly cost to produce the financial plan was around $3,000, not $750.  Given staff time, printing costs, paper and binding expense, the actual cost to the firm could be even higher. The argument for continuing to charge the $750 was that they would make up the difference in the asset management fees. This may be true, but the larger question is; what is the overall impact to the firm for such sloppy workflow tracking? And, what is the message that is being sent to the client? 

Many firms have begun to consider breaking apart their fee structures in an effort to get a better handle on profitability and to eliminate so-called ‘loss-leader’ services. The reason to create an a la carte menu of services is to create a stable cash flow for the practice and to better justify what is being charged to the client.  Let’s say you have a fee-based financial advisory practice where you charge 1% asset management fees and you offer financial planning as a part of overall services that do not incur a separate fee. The advantage of this system, it might be argued,  is it is easier to do the accounting and simpler for the client to understand. The disadvantage is that, in a down market year when assets under management (AUM) might decrease; your fees would go down as well. And, it may be telling your clients that the advice isn’t worth much. Additionally, many advisors question the wisdom of this practice as it suggests their services are worth less in a down market year. 

The alternative is a la carte pricing or breaking out the advice fees and potentially decreasing the AUM fees. The calculated amount of revenue from a client might be the same, but in a down market year, the advice fees (if flat rate or fixed) could help stabilize an otherwise declining revenue base. And, the message being sent to clients is that the advice is worth as much or more when the going gets rough. You may also find your practice being more competitive in the AUM fees (if they are lowered) as compared to other practices in your community.
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