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With economic pressures putting additional strain on budgets, outsourcing of parts of an advisory practice has become more popular lately. One reason to consider outsourcing is to focus on what the advisor does best and outsource the rest. For most, this involves the advisor focusing on the client relationship and potentially finding ‘outsource partners’ for such diverse elements of business as technology, investment management, financial planning and more. A few questions need to answered before embarking on the outsource bandwagon. What should and should not be outsourced? When does outsourcing make sense financially and operationally? And, what could the future hold for new outsource avenues?

1.) What should or should not be outsourced?

This is a critical issue to determine based on what you offer to your clients and what is your expertise. For most, technology is probably not an area of expertise. Therefore, outsourcing technology such as website hosting and maintenance, computer hardware, network and connectivity support may be of interest. But, technology is not limited to just this. Many firms use outsourced computer file backup and restore services such as MozyPro (www.mozypro.com) and similar. Other technology outsource providers could include email archiving, offsite file storage, Mobile connectivity solutions (mobile access to client database, investment portfolios, etc. and virtual phone answering services. 

For Registered Investment Advisors, back-office solutions offer some economies of scale and could simplify daily operations for smaller practices. Focus Point Solutions (www.focuspointsolutions.com) is a good example of this type of outsource partner. For independent Broker/Dealer affiliated advisors, many independent B/Ds (such as Raymond James Financial and others) offer a la carte services that permit the advisor to choose those aspects of operations that they wish to outsource and those that they would prefer to do themselves.

You should not outsource those aspects of your financial practice that you like to do and do well (and efficiently). For some, this could include financial planning, or even investment management. Certainly, client relationships cannot and should not be outsourced. But, there are aspects of client relationship management that can be (i.e. newsletters, online client portals, automated reporting, etc.)

2.) When does outsourcing make sense financially and operationally?

Performing a cost/benefit study of an outsource function is absolutely necessary to determine whether or not it makes sense. As an example, let us suppose that a firm has a para-planner who is responsible for preparing financial plans (in conjunction with a lead planner). Let us further suppose that this person is paid about $40,000 per year. The firm, in this example, might charge the client $2,500 on average for a financial plan and they are pacing around 14 full-blown plans per year. What this means financially is that the revenue generated purely from the financial planning fees is $35,000. While ignoring for the moment, additional costs such as printing, binding, ink, etc., the cash flow for this firm is running a deficit of $5,000 per year. Granted, there is additional potential revenue from a plan that should be considered in evaluating the viability of outsourcing, but if these were the only numbers to consider and the firm could locate a vendor who could produce the same quality of plans for around $400 - $500 each, then the cost savings alone could be enormous. 
But, consider this, that the firm may find a financial planning outsource provider that is capable of delivering plans that might be higher quality than what the firm was capable of doing on their own. While this may seem hard to believe, it is often true. The fact is, an outsource financial planning firm that specializes in producing financial plans (for example), would have the opportunity of approaching the planning process from a very high level, using the latest high-end technology and be trained to adapt the style of planning to match what the firm is or wishes to do. What this means to a practitioner is the ability to produce a client deliverable at a very high level with minimal cost, training and time expended. There may also be the ability to share the financial plan production duties. For instance, the outsource provider may be employed to prepare the front-end of plans, leaving the actual recommendations to the advisor. 
Operationally, the same could be true of other outsource areas such as investment management. Rather than try to compete with the ‘big boys’ a firm could tap into the experience and resources of an outsource provider to deliver much more sophisticated investment strategies than what they could produce on their own. Examples might include Dimensional Fund Advisors (www.dfaus.com), Asset Dedication (www.assetdedication.com) and many others.
3.) What could the future hold for new outsource avenues?

Quite frankly, the sky is the limit here. We are already seeing innovative new solutions available to advisors on an outsource basis. Marketing is key concept. Companies such as Boulevard R (www.boulevardr.com), Twist/Evolutionize (www.evolutionizemypractice.com) and others have emerged to support marketing efforts and website development and coordinate those efforts with existing systems such as client relationship management software, etc. 
Compliance has long been a popular outsource choice for Registered Investment Advisors (RIAs) and independent advisors. New compliance outsource providers are using the web more effectively to cut down on costs and make compliance reporting more accessible. National Compliance Services (www.ncsonline.com), Market Counsel (www.marketcounsel.com) and RIA Compliance Consultants (www.ria-compliance-consultants.com) are a few of the dozens of outsource providers in this area that serve the needs of Independent Advisors. 
Virtual phone answering and virtual assistant services have been a debatable aspect of outsource services; debatable because some practitioners see a potential loss of personal contact with clients and potential clients with the use of such programs. However, advances in such services lessen the impersonal nature of these. A couple of such services to check out are www.virtualassistant.org and www.onebox.com. Many firms are now using receptionist services that use live receptionists in remote locations to receive, forward calls and take messages where appropriate. Often, these may be part of an executive office firm’s offerings such as www.regus.com/virtualoffice and www.intelligentoffice.com. If you have a smaller firm with, for example, a part-time receptionist, you may wish to compare the costs associated with virtual receptionist services that are full-time against the costs you currently pay for part-time onsite help. It may actually be possible to cut costs while expanding the scope of services. However, there are trade-offs that must also be considered, such as the lack of a physical person onsite to greet clients, etc.
Workflow management, time management, communications management and seminar hosting, scheduling and follow-ups are new areas being explored by advisors. In meetings and event management, a major outsource player is CVENT (www.cvent.com). 
In short, finding outsource solutions for your practice may require some research and due diligence, but when an effective solution that fits is found, the increases in efficiency and profitability make the journey worthwhile.
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