Two Conferences – Two Perspectives on Economic Challenges
By David L. Lawrence, RFC®, ChFE®, AIF®
Most months of the year, there are multiple conferences for advisors to choose, based on topics or emphasis. September is one of those months. In fact, it is a month in which it may be difficult to decide which of the many conferences are worth attending. However, two conferences in particular are of interest for their seeming diverse topics. On the surface, financial advisors who focus on divorce and those who do not might appear to have little in common with their respective practices. However, after attending the Association of Divorce Financial Planners Conference in New Rochelle, New York and then attending the Schwab Impact Conference in San Diego, one overriding issue was on tap at both; the challenges faced by the current economic conditions.

There are many reasons to become a financial advisor. One of those reasons might well be an earnest desire to help people with their financial future. Knowing that there are a number of ways to accomplish this, it is probably not surprising that one of those ways might be to guide clients through a divorce. The financial issues that accompany a divorce are so complicated that they have spawned a specialization among financial advisors, with a complement of credentials to follow. 
Given the recent economic conditions, the recent annual meeting of the Association of Divorce Financial Planners (www.divorceandfinance.org), held in New Rochelle, New York, echoed sentiments similar those voiced by financial advisors in all walks of the profession. In her opening address, President Lili A. Vasileff, CFP®, CDFA® somberly detailed much of the financial challenges facing divorce financial planners over the past year. Curiously, there is a clear dichotomy of challenges in this profession; chiefly the desire of clients to divorce coupled with the inability to afford a divorce under the current financial circumstances. However, Ms. Vasileff’s comments were not all doom and gloom. She accurately depicted the hope of advisors nationwide that recovery of the financial markets signals a return to business for specializations such as the divorce markets as well. 

The conference focused on many aspects of this specialization, including but not limited to an emphasis on collaborative divorce, a concept in which the family law attorney, divorce attorney, therapists, forensic accountants and others join together with the clients in a true collaborative effort to end a marriage under the most favorable terms financially to all parties involved. This emphasis on collaborative divorce is a driving force of the association as it creates a winning situation for the client as well as the advisor. In a true collaborative environment, no one person is higher in stature or control than another. While this offers a great opportunity to share information and advice in a unbiased environment, it is difficult to achieve given attorney’s predilection to control the circumstances of the engagement. 

Collaborative divorce requires the financial advisor to agree to work only with both clients which basically means that, in the event the collaboration evaporates, the advisor must end the engagement and not choose to work with either party. Collaborative divorce also means that once the divorce is finalized, the advisor cannot pursue management of assets of either party as it represents an ethical breach. (how can an advisor suggest a solution when there exists a potential conflict of interest if he/she has the possibility of managing money after the fact).
Therefore, collaborative divorce, insofar as financial advisors are concerned, is limited to the billable hours associated with the divorce itself. While this may seem limiting, it does have an upside. In complex cases, where representation is needed at mediation hearings, depositions, or at trial, the divorce financial planner can and often does charge additional hourly fees for such representation. And, in the case where collaborative divorce efforts fail, the advisor is free to engage in services with one of the clients which could lead to the management of assets after the fact. (without an ethical problem)

Clearly, people, who have decided to, are going to seek a divorce, despite economic conditions. During difficult economic times, it may be that those who would fight a contested divorce would find it unaffordable. However, a collaborative divorce (while perhaps not as attractive) might be a more financially practical approach. Thus, the focus on collaborative divorce represents the opportunity for the financial advisor who works in this area to mitigate some of the downward trend of revenue generation during economic conditions such as what we have seen over the past 12 to 18 months. 

At the recent Schwab Impact conference, held in San Diego, California, the subject of reduced revenue for financial advisors was also discussed by many. Schwab’s practice management and technology sessions stressed the continued adoption and use of software and other technology solutions to increase practice efficiency. And, in other sessions, discussions were held on alternative fee structures. Those practices who relied almost solely on fees generated from a percentage of Assets Under Management (AUM) were found to be most heavily hit by the stock market declines. In some cases, practices experienced as much as 40 – 45% declines. 

One method of diffusing the risks associated with exposure to such stark declines is to re-visit how you charge for your services. More practices are adopting hybrid pricing models; That is, a fee structure that has both fixed and variable elements involved. In such a case, it may be determined that the financial advice component of services could be restructured to be an annualized flat fee (that could still be billed out quarterly) based on estimates of the actual work performed. In this example, the assets managed might still be subject to a percent fee. In some cases, advisors who have adopted such structures, have reduced the AUM fee percentages which had the effect of being more competitive with other firms, while actually not negatively impacting gross revenue.
In one Schwab Productivity Session, discussions were held on techniques to improve employee productivity and accountability through the use of management reports that stressed an analysis of productivity and profitability on a per-employee basis. Measuring the revenue per employee and profits per employee, particularly in practices where multiple employees perform substantially similar job descriptions, could uncover waste and unproductive activities. The session mentioned that there are essentially three key areas in which revenue can be leveraged: 1.) human capital, 2.) technology, and 3.) capital. Understanding the relationship of revenue generation and profitability as it applies to these three areas can go a long way toward a better understanding and improvement of overall profitability in a financial practice. 
And, while the discussions at both conferences were aimed at different audiences, the theme was quite similar in that the message was to provide ideas on ways for financial advisors to smooth out firm revenue during difficult economic and market conditions. Both conferences, by the way, voiced optimism on the future
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