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frequently receive calls from independ-
ent firms, inquiring if they're interested
in having “total control” of their prac-
tice, equity in their own firm. Their
peers have recommended them as peo-
ple who would fit into a boutique.

They know colleagues who have left
for the other side. They've read the
newspaper stories with headlines such
as “Bagging the elephant,” “Broker’s
departure stuns RBC” and “Little kid
on the block isn't so little anymore.”

They've read the IDAs last Wealth
Watch report. From December 2000
to Q1 of this year, assets from 27
independent firms grew 60% from
$66 billion to $106 billion while
assets at the six bank-owned brokerages
increased just 33%.

They've also heard how much invest-
ment advisors can be paid to leave the
bank-owned brokerage firms. Acquain-
tances have received a signing bonus
equivalent to a year’s production.
It’s enough to boggle the mind —and
sway loyalties.

Bank brokerage executives are putting
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on brave faces. “It’s the nature of any
sales culture,” says RBC Dominion
Securities national director David
Agnew matter-of-factly. “People are
wooed for various reasons.” And to be
tair, the number of departing invest-
ment advisors isn't exactly going to send
bank-owned brokerages to the poor
house. With a combined $785 billion
in assets under management, the Big Six
easily tower over the independents.
What'’s troubling, though, is the kind
of advisor willing to make an exit.
They're the firm’s superstars, whom
branch managers and clients revere and
colleagues seek to emulate. They'e peo-
ple like Susan Latremoille, a former
IDA Award of Distinction finalist who
left RBC Dominion Securities in May
for Richardson Partners Financial.
RBC in turn filed a statement of
claim against Latremoille and her team.
“The banks have to be
concerned about these
advisors Ieaving,”
notes Kim Mailey,
and

senior investment

a director

executive for Sco-
tiaMcLeod Inc. in
Vancouver. Mailey
manages a $165 mil-

lion book with his wife,

Victoria Rogers. “In the last year, we've
seen at least five departures of advisors
who were great role models, the types
of people you'd want to have in your
organization.”

What can bank-owned brokerages do
to retain top advisors like Mailey and
Rogers? Start with payouts. Most
investment advisors are paid on a
grid structure—which changes every

October. Depending on the level of

Deferred equity
may not be enough
to retain investment
advisors.

Cover Story

assets, a portion of the revenue gener-
ated by the advisor goes to the firm,
which in turn pays for resources and
services supplied for advisors. Gener-
ally, top advisors take home about
50% of their production.

TD Waterhouse Investment Advice
is the only bank brokerage firm not
completely on the traditional grid. The
firm offers 70/30 split compensation
for its high-end advisors. Seventy per
cent of the revenue goes to the advisor,
who pays his own expenses out of that
amount. In two years’ time, though, TD
will finish its move to a grid structure.
Under the new system, the firm will
cover most expenses but that may result
in lower take-home pay for the advisor,
says Don Little, a senior investment
advisor at TD in London, Ont., who is
currently on 70/30.

Say a 70/30 advisor brings in

revenue of $1 million and,

like Little, spends 15% on

expenses. That leaves the
advisor with $595,000.

But under the grid

formula, that same

advisor will receive

between $450,000 and

$500,000, a shortfall

of up to $145,000. “It

depends on how you manage

your business but no matter how you

cut it, it's going to cost the investment
advisor money,” says Little.

Of course, grid-based compensation
doesn’t include bonuses. Bank broker-
ages tend to give their top producers
company shares that are vested over a
three—year period. Not a bad deal, since
these blue-chip stocks have a better-
than-average track record over the long
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term, bolstered by the banks history of
grossing up dividends for shareholders.
But deferred equity may not be enough,
Mailey notes. “The amount of shares
[banks offer] has never been enough
money that would ever deter someone
from leaving,” he says. “Top advisors
may need more enhanced payouts to
fight back against boutiques flashing
money.”

ScotiaMcLeod, for one, has re-
evaluated its bonus plan after deter-
mining that deferred equity was not
an effective retention strategy. “That
was a real eye-opener for us,” admits
Hamish Angus, ScotiaMcLeod’s man-
aging director. “We received such strong
reaction against deferred compensation
that we went back to the drawing
board.”

Starting in November, the firm will
launch its new Performance Partnership
Plan, which gives all their advisors either
Bank of Nova Scotia shares or a cash

bonus annually. How much advisors

Kim Mailey

& Victoria Rogers,
ScotiaMcLeod Inc.,

Vancouver

receive depends on individual produc-
tivity and firm profitability but elite
advisors stand to do better ﬁnanciaﬂy
with this new arrangement. “This plan
addresses all of our advisors,” Angus
explains. “We found top producers like
the idea of building equity now and not
being handcuffed for three vyears.
On the other hand, younger advisors
genemﬂy don’t want equity. They want
the cash.”

Brian L. Curry, president and
national sales manager of TD Water-
house Investment Advice, sees money as
only part of the retention story.
“There’s a lot more involved in reten-
tion than compensation,” he argues. His
advisors, for example, want improve—
ments to TD’s product lineup. It’s no
longer a world of just stocks, bonds and
mutual funds, and TD has plans to
ramp up, namely in the structured prod-
uct arena. “We have the existing plat-
forms but it’s a question of building
them out and expanding upon them,”

Continued on page 27
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Curry explains, noting that a managed

account and philanthropic product will

launch this fall.

Success Stories

At the same time, investment advisors
are attracted by what the banks already
do well. One accomplishment at RBC
is the firm’s private investment manage-
ment program which allows accredited
advisors to focus on investment
management and portfolio modelling,
and maximize operational efficiencies
through bulk trading, says Agnew.
The program boasts an average
client account size of $750,000 and
$5 billion in assets under management,
which is more than 90% of the total
IDA discretionary business.

Other trumps are the two S factors:
stability and support networks. Stabil-
ity speaks to the bank brand and long-
term reputation. Everyone knows the
banks. Many boutiques haven't even cel-
ebrated their second birthday, so who
knows if they'll last 20 years? “People
definitely have a certain comfort level
with the bank,” explains Little. “Being
with a bigger institution gives you more
credibility with people from the get-go.”

Accordingly, some investment advi-
sors caught up in the boutique wave are
returning to their bank roots. Larry
Mumford rejoined RBC last year after
a year-long stint at Centurion Invest-
ment Advisors. He found he preferred
managing client relationships instead of
dealing with several operational issues
among his partners. “Having ownership
was the primary reason for going,”
explains Mumford, now a vice-president
and associate portfolio manager at RBC

Continued on page 29

THE
PHONE
PITCH

What do top producers want
from a company? It’s not just
the obvious things.

This time of year, it’s not only headhunters
doing the calling. Headhunter Mark Toren’s
phone has been fielding calls from mid-tier
investment advisors who are getting antsy
about the annual brokerage grid changes.

Some advisors question whether being
paid by a grid makes sense for them any-
more, since they may not even use all the
resources and services. “Independent firms
don’t have the operating costs that bank-
owned brokerages do and that alone can be
enticing to advisors,” says Toren, managing
director and founder of Altura Executive
Search in Toronto, a firm that specializes in
the placement of investment advisors, port-
folio managers and private bankers to inde-
pendent boutiques.

But the grid isn’t the only reason why
advisors are investigating their options.
Some have complained about ‘“‘heavy
biases” to sell proprietary product since
they may be paid more to do so, says Toren.

Surprisingly, some top advisors don’t feel
appreciated anymore. “They are tired of
being seen as just a number within the huge
bank conglomerate,” he says.

Going forward, Toren believes bank bro-
kerages should closely examine what the
boutiques are doing since the banks no
longer hold the monopoly on complete
wealth management services. He further
suggests the bank brokerages consult advi-
sors through an independent consulting
firm, so advisors aren’t afraid to state their
real thoughts. ' Only this will make all advi-

sors feel more involved,” he says. —D.G.
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in Saskatoon. “The reason to come
back was based on my client relation-
ships and where I thought they were
better served.”

Mumford had wanted to focus solely
on high-net-worth clients and discre-
tionary investing but found both diffi-
cult to manage at an independent.
Besides the private investment manage-
ment program, RBC also had a separate
risk management group to double-
check discretionary accounts against
mvestment policy statements—a huge
selling point for Mumford. “It would
be difficult for an independent to jus-
tify the cost of something like that,” he
explains. “To perform a certain service
for clients, I realized I needed more
resources and the bank had those
resources.”

The second S factor,

CXtCI’ldS to the all—uncler—one—roof pl’ll-

support,

losophy. Financial planners, insurance
specialists, estate planning specialists

and trust officers all reside down the

hall or a floor up or down. Specialists
usually don't have client bases of their
own; their roles are to assist investment
advisors with complex wealth manage-
ment issues that arise with clients.
Nancy Cobban, a vice-president and
portfolio manager/ investment advisor
at RBC Dominion Securities in Toronto,
encourages clients to take advantage of
these services. “We're known for invest-
ments but clients are often pleasantly
surprised to find out that we have other
services that are included in their fees to
us,” she explainsi

Branch managers may fall into the
support category as well. Mumford is
grateful he’s never had to experience
dealing with an unaccommodating boss
who only cares about his own interests.
“When you have a legitimate issue, it’s
always good to feel you have someone
who will stand beside you and help you
deal with issues,” he says.

If the two S factors weren't enough
to play up, consider the built-in

Continued on page 30
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referrals coming from bank branches.
RBC Dominion Securities received
$556 million in referrals from various
bank branches last year, says Agnew.

While there’s no guarantee that all
bank customers will become brokerage
clients, the referral at least gets the
investment advisor’s foot in the door,
something hard to come by at an inde-
pendent firm. “There’s often a sense of
loyalty to the bank,” explains Little.
“We have some business owners who
have dealt with the banks for 30 to 40
years so there’s this feeling that the
banks have helped them along the way,
like when they had to borrow money.
They're more receptive to talk-
ing to you.”

Finally, many bank
brokerage advisors, like
Cobban, do feel they
have the best of both
worlds. With two asso-
ciates and two assis-
tants, Cobban runs her

own boutique within the big-
ger bank environment. The Cobban
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“The glass is 95%

full where we are

and we know what
we have here.”
— KIM MAILEY

constant has been her advice. “Day to

| day, my life has not changed. I come
'~ into work every day, sit at my desk, talk

with my clients and review their port-
folios. Change has given me more access
to resources when I want them but it
does not impede in any way my rela-
tionships with clients. I'm able to do my
job as independently today as when I

ﬁrst began."

Constant Contact
Resources don*
negate challenges, though. SO the banks

automatically

will often use national advisory councils
and committees to stay plugged into
what advisors think. Advisory
councils work like this: Six

to 12 advisors elected
by their peers serve a
two-year term and
keep management
informed about
issues on the front-
lines. They usuaﬂy
come to Toronto
twice a year for qu—day

meetings. “Any policy change we

| want to implement, we run by the advi-

sory council first,” says Agnew. “They
help us to run our business.”

They've had their successes: It was
through an advisory board, for example,
that RBC management learned advisors
wanted more independent research
beyond RBC Capital Markets. RBC, in
turn, structured a nine-year deal with Ver-
itas Research, an independent, buy—side
firm that primarily focuses on 80 Cana-
dian stocks and trust units, says Agnew.

But having a handful of advisors to
represent as many as 1,600 advisors can
be seen as futile. That's why there’s no

substitute for one-on-one contact.

Mumford likes what he sees at RBC
Dominion Securities. “There’s been
some positive movement to personalize
the firm again,” he says. “[ The broker-
age executives| are getting out of head
office more to meet with advisors
across the country. They're also putting
more ernphasis on the name Dominion
Securities as opposed to losing their
identity to the bank.”

Some investment advisors are still ask-
ing themselves, “Should I stay or should
I go?” In the case of Kim Mailey and
Victoria Rogers, the answer is a no-
brainer: There’s no place like their cur-
rent set-up. “The glass is 95% full where
we are and there are many unknowns
with undertaking a move,” Mailey
explains. “Will we like the manager or
regional manager somewhere else? Cur-
rently, we know all the key people in our
organization and they know us too. To
build those ties in a new organization
would be very difficult.”

They also aren't convinced that mov-
ing would be in their clients’ best inter-
ests. “For the most part, I believe advi-
sors who leave are doing so because it’s
better for them financially, not their
clients,” says Mailey.

Of course, theyd like to earn more
money—who wouldn't>—but it isn't
everything. Their office is close to their
West Vancouver home and their chil-
dren’s school. They recognize raising
their income is a personal responsibility,
and look forward to the payout changes
coming from their firm. As Rogers puts
it, “We know what we have here and we

think it’s pretty good.” [ AE|

Deanne N. Gage is managing editor of
Advisor’s Edge.
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