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Firing On All Cylinders: Success in Succession
Planning

While all eyes have been watching the DOL / fiduciary developments, another risk continues to
loom over the industry: the dual trends of a rapidly aging FA force and their aging clients.

Nearly half of advisors have 20+ years of industry experience and those advisors control a commanding majority
of assets under management at their respective firms (see figure 1). That means the majority of assets are

controlled by advisors who may be near-retirement—making those assets a flight risk.

Figure 1: Percent of Total Firm AUM Controlled by Near-Retirement FAs
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Further threatening asset retention is the aging client population and their transfer of wealth to the next generation
of investor, who have very different views on what they want to see from the wealth management industry and
from their relationship with a wealth advisor (see figure 2).
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Figure 2: How to Improve Client Engagement with their Wealth Advisor
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As a result, firms need to tackle two parallel problems: transferring retiring FA assets to younger advisors and
building an advisor force that is in tune with future generations of clients. These shifts provide an opportunity for
firms to maintain control of at-risk assets and develop strong bonds with the next generation of investor through
successful succession planning.

A competitive and flexible succession plan is essential to finding the right talent to advise the next generation of
investors. Firms have employed succession planning to keep the assets of retiring FAs in-house, even going so
far as recruiting retiring FAs to sunset at their firm. In fact, over a third of recent competitive recruits have had 20+
years of industry experience. But building an advisor force by recruiting older FAs is an expensive proposition
(see figure 3), as these FAs demand a compensation premium over their younger peers.
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Figure 3: Recruiting Class by Years of Industry Experience
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While recruiting older FAs can certainly increase a firm’s share of AUM in the short-term, it exacerbates the issue
of such a high asset concentration with these more experienced FAs. Such a strategy executed in isolation
represents a missed opportunity to build the next generation of FA. As firms add older FAs and their associated
AUM, they should concurrently add new, younger FAs and build trainee programs that improve upon the historical
success rate of ~50% attrition by the end of typical 3-year programs.

This raises an important question: how can firms find the right talent to build their succession plan? A good place
to start is applying our talent selection tool. Modern people analytics have allowed firms to incorporate science
and rigor in their assessment and selection of talent. Aon has applied this proprietary assessment technology with
federal law enforcement agencies to help them improve talent selection, and this assessment technology can be
customized to assess Financial Advisors. Incorporating comprehensive diagnostics which measure both
personality traits and cognitive ability helps firms identify entrepreneurial individuals who have the drive and
persistence required for success as an FA, and who are a good overall fit for the role and the firm’s culture. More
specific to transition planning, talent selection can help firms on multiple fronts: (1) better match clients to FAs, (2)
increase team efficiency, and (3) identify FAs most likely to adapt to regulatory changes.

As talent exits the organization and new clients take the place of old, transferring knowledge and preserving
continuity are critical. More than ever, incoming talent needs to have the capabilities to perform at the highest
levels, align to the company’s culture and assimilate quickly into a team. Our talent selection tool provides insights
into the key performance drivers of talent, ensuring low volatility and high performance in the workforce—so firms
have the data they need to build successful succession strategies.

As sweeping changes disrupt the industry, all efforts to retain clients and their assets remain of paramount
importance. The right succession planning strategy can help firms retain at-risk assets while developing FAs to
serve a new generation of investors and maximize the client experience. In our next piece, Building Blocks for
Financial Advisor Success, we will discuss strategies that aim to improve the performance growth curve for
advisors at various stages of their career.
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About McLagan

McLagan provides compensation consulting, operational benchmarking and best practice research across the
financial industries. McLagan combines 50 years of thought leadership in strategy, performance, capital
requirements and compensation regulations with fact-based advice to create a tailored solution specific to your
organization. McLagan is part of Aon Hewitt, a business unit of Aon plc (NYSE: AON). For more information on
McLagan, please visit mclagan.aon.com.

About Aon Hewitt

Aon Hewitt empowers organizations and individuals to secure a better future through innovative human capital
solutions. We advise, design, and execute a wide range of solutions that enable our clients’ success. Our teams
of experts help clients achieve sustainable performance through an engaged and productive workforce; navigate
the risks and opportunities to optimize financial security; redefine health solutions for greater choice, affordability,
and wellbeing; and help their people make smart decisions on managing work and life events. Aon Hewitt is the
global leader in human resource solutions, with nearly 34,000 professionals in 90 countries serving more than
20,000 clients worldwide across 100+ solutions. For more information on Aon Hewitt, please visit aonhewitt.com.

This article provides general information for reference purposes only. Readers should not use this article as a replacement for legal,
tax, accounting, or consulting advice that is specific to the facts and circumstances of their business. We encourage readers to
consult with appropriate advisors before acting on any of the information contained in this article.

The contents of this article may not be reused, reprinted or redistributed without the expressed written consent of McLagan. To use
information in this article, please write to our team.
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