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Why do investors hire financial advisors? Why do clients fire financial advisors? And what
bearing does the advisor’s role in investment management have on client satisfaction?

Taken together, these three questions go to the heart of the advisor’s understanding of his
or her value proposition, especially in the aftermath of the economic and market crisis.

In April 2010, Northern Trust Investments conducted research aimed at understanding
advisors’ views on the outsourcing of investment management. Data collected in a blind
survey to Advisor Perspectives subscribers is the basis for our white paper on advisors
who choose not to fully outsource or partner their investment capability.

The trend toward outsourcing investment research has been driven by several market
dynamics.

A heightened understanding of what clients value. Investment performance is no doubt
part of what a client expects from working with an advisor. But investors have been
surveyed exhaustively over the last two years and the feedback is unambiguous in terms
of what clients value most. According to a June 2009 report by Cerulli Associates, client
satisfaction is driven more by advisors’ service and knowledge than performance.

“Many best-practice advisors have found that time with clients and prospects remains their
most valuable activity,” Bing Waldert, Cerulli Associate Director, wrote in IMCA’s Quarter |
2009 Research Quarterly.

The time required to perform essential investment management tasks competes with time
that might otherwise be spent with clients. As shown in the accompanying data reported in
the College for Financial Planning‘s 2009 Survey of Trends in the Financial Planning, more
than 50% of advisors’ time is spent on client-facing activities.

Investment management activities represent the second largest (18.5%) demand on an
advisor’s time.
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How Financial Advisors Spend Their Time

Client-facing activities 53.0%
Meeting with current clients 26.3%
New client acquisition 156.1%
Client service problems 11.6%

Investment activities 18.5%
Research/due diligence 9.3%
Trading and asset management 9.2%

Operational activities 11.8%

Office administration and management 7.6%
Dealing with operations/back office 4.3%

Training/professional development 7.3%

Compliance 6.6%

Other 2.8%

Source: College for Financial Planning‘s 2009 Survey of Trends in the
Financial Planning Industry

Practice management recommendations. As we elaborate on in Northern Trust
Investments’ Building A Signature Practice program, advisors need to consider the
efficiency and effectiveness of what they do. The trend toward outsourcing investment
research represents an acknowledgement that an in-house operation can’t do it all.

In general, larger firms typically offer more services, and that drives overhead expenses.
According to the 2009 FA Insight Study of Financial Advisory Firms: People and Pay,
larger firms tend to rely more on in-house staff to produce and support services while small
firms outsource services more often.

The Northern Trust Investments research found that firms with assets under management
of $150 million and $1 billion were least likely to be outsourcing or partnering for their
investment management capability. Elsewhere in the research is a consequence of their
decision. As the firm grows in AUM, advisors spend increasingly more time on investment
research-related tasks—up to as much as two workdays per week at the largest firms.
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Others question the effectiveness of in-house investment management, particularly at
firms whose capabilities have developed over time and in an ad hoc fashion. Relatively few
firms have the capital base and people and technology infrastructure to take an open
architecture-type approach to asset management. The inadvertent result:

investment strategy decisions that favor familiar or easy-to-implement solutions.

Expanded “outsourcing” options. The investment industry has created multiple
iterations for how to approach the management of the investment portfolio. Best known is
the full outsourcing of all investment responsibilities to a third-party asset management
program (TAMP). Firms that choose this option optimize their time for working with clients.

But full outsourcing isn’t for all advisors, as survey respondents expressed loud and clear.
Asked for the primary reason they are not outsourcing, 37% of RIAs said they consider
investment research part of their value proposition, and 19% said the in-house capability
was a competitive advantage.
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While these advisors appear resolute, options that stop short of full outsourcing exist for
them, too. Many seek investment management-related help today in the form of
investment product analysis, asset allocation models and multi-manager mutual funds.
Multi-manager funds, in particular, offer a means of “outsourcing” the manager research
and due diligence, the portfolio-construction and ongoing monitoring, including balancing.

As advisors focus on growing their businesses and serving their clients, there is no reason
to believe that investors’ post-crisis desire for communication and education will ebb. Small
and high net worth investors alike are seeking more information, and particularly about the
risk exposure of their portfolios. The good news is that even advisors uncomfortable with
fully outsourcing have options for fulfilling their investment management role in-house
while freeing the time to be responsive.

The information in this report has been obtained from sources believed to be reliable, but
its accuracy and completeness are not guaranteed. Opinions expressed are current as of
the date appearing in this material only and are subject to change without notice. This
report is provided for informational purposes only and does not constitute investment
advice or a recommendation of any security or product described herein.

There are risks involved in investing including possible loss of principal. There is no
guarantee that the investment objectives of any fund or strategy will be met. Risk controls
and models do not promise any level of performance or guarantee against loss of principal.

Before investing you should carefully consider the fund’s investment objectives,
risks, charges and expenses. This and other information is in the prospectus, a
copy of which may be obtained by calling 877-867-1259. Please read the prospectus
carefully before you invest.

Northern Funds are distributed by Northern Funds Distributors, LLC, not affiliated with
Northern Trust.

ABOUT NORTHERN TRUST INVESTMENTS

Finding the right financial partner is more important than ever in helping your clients
prepare for today and tomorrow. Northern Trust Investments is an asset management arm
of Northern Trust Corporation. Our client base includes financial advisors, analysts and
institutional portfolio managers. We employ an investment process—across all product
lines—that seeks to balance risk with return. Returns on the investments we manage have
always been framed in terms of the risks we took and those we chose not to take. We
provide financial advisors access to a broad array of 100% no-load mutual funds including
multi-manager funds and managed accounts solutions. Northern Trust’s size, scale and
staff tenure provide tangible benefits for you and your clients. Call our advisor consulting
group at 877-867-1259 to learn more.

NOT FDIC INSURED | May lose value/No bank guarantee
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For a free subscription to the Advisor Perspectives newsletter, visit:
http://www.advisorperspectives.com/subscribers/subscribe.php
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