Managing A Retirement Income Type Practice: Some New Considerations
By David L. Lawrence

Recent research done on retirement patterns in conjunction with the U.S Bureau of Labor Statistics reveals some interesting new trends in retirement behavior that would seem to contradict conventional views on retirement. In a study published as a working paper in September 2005, which examined whether permanent, one-time retirements are coming to an end just as the trend towards earlier and earlier retirements did nearly 20 years ago, found that one-half to two-thirds of the HRS respondents with full-time career jobs take on bridge jobs before exiting the labor force completely. Interestingly, the study also found that bridge job behavior is most common among younger respondents (the study looked at 10 years of data with respondents chosen in a range defined as 51 – 61 years of age), respondents without defined-benefit pension plans, and respondents at the lower- and upper-end of the wage distribution. The study suggests that changes in the retirement income landscape since the 1980s appear to be becoming a definable trend. “..Going forward, traditional retirements will be the exception rather than the rule.”  

What does this mean for the financial advisory practitioner? It would undoubtedly result in more complex issues of retirement income management. Given the unpredictability of the so-called bridge jobs, this income may pose problems for the financial advisor who is trying to prepare a client for a dependable income stream in retirement. Given that the study shows this bridge job behavior prevalent among both lower and upper income people, it would suggest that those executive type clients who retire might be retained in some consulting type capacity (for example). However attractive the income might be to the overall retirement picture for that client, transitioning someone from a W-2 income to a 1099 income has its own challenges, chiefly owing to the mis-perception of greater income which can complicate future budgetary requirements once that bridge job income is gone.  

Ultimately, what this study suggests is that the task of providing ongoing advice and support to retirement income oriented clients is likely to become considerably more difficult and time consuming. In previous studies conducted by LIMRA and the US Department of Labor, it has been pointed out that the so-called baby boomers will be entering retirement in alarming numbers over the next several years. With medical advances pushing life expectancy numbers higher, it is possible we could be looking at people retiring with considerably more years to provide income for than previously thought. It may not be uncommon for the typical retiree, going forward, to be faced with up to 30 years or more of retirement income need. Given the potential finite resources and limited income potential post-retirement, the task for the financial advisor will likely be to not only manage assets consistent with those considerations, but to provide considerably more ongoing “advice” to the client on managing their retirement lifestyle. 
This places a greater burden on the financial advisory practice to find ways to provide this heightened level of client service while being mindful of the profitability of the practice in general. If you have not already considered it, this might be a compelling argument to consider setting up an advice-based retainer fee for those clients who need it. Many practitioners have already adopted such a practice, using a variety of methods to compute the fee. Some of the more common ones are:

1) A flat rate fee, based on a percentage of assets (in the onset of the agreement). In this instance, the dollar amount of the fee might remain the same from year to year, updated periodically based on the actual amount of work performed on behalf of the client.
2) A percentage fee, similar to an asset management fee, but broken out from the asset fee (a la carte pricing structure) to better account for the operational costs of supporting a heightened advice-based structure.

3) An hourly fee billed monthly or quarterly, based on an established hourly rate for such services.

Of course, one of the challenges of charging an hourly fee is the accounting of who does what in your firm and what should be charged. Is the fee a blended hourly figure based on a combination of your time and your staff’s? Or, is it an arbitrary number with no real accountability? With the latter, defending your fees to the client might be difficult. If you are an RIA practice, how do you account for such fees in your ADV form? And, perhaps most important, is how do you set up a billing system to keep track of it all?
As the relatively young profession of financial advisor continues to grow and evolve, practitioners might take a lesson from the operational experience of law firms who have faced and conquered this issue of billing. Most law firms have sophisticated billing systems, highly trained employees and operational procedures in place to support it. Yet, very few financial advisory firms have installed such sophisticated systems, despite the growing need. The response seems to be that using a billing system that incorporates the portfolio management software with a quarterly statement is sufficient. But is it? Once you add the advice component, assuming there is variability to those services (amount of staff time, resources expended, services provided, meeting time, etc.), how does the portfolio management software account for this in an efficient way? If you are associated with a broker/dealer that provides a proprietary billing systems package for your use, then you are ahead of most practices. For those of you who do not have access to such systems, here are a couple of alternatives for you to consider. 
1.) Thomson (the makers of such well known products as Thomson Advisor and Thomson CDA/Wiesenberger) has developed an integrated practice management platform called Thomson Elite Practice Manager (www.Thomsonelite.com/solutions). Thomson Elite is a complete package of practice management tools. From Email handling, document location and client relationship management, Thomson Elite contains a comprehensive billing system and workflow activity and management features all in one location to make your practice more efficient. It even has a conflict checker to search for potential conflicts of interest so that the integrity of the firm’s client relationships is never compromised. Additional modules include:
· Case Manager

· Conflicts Manager

· Marketing Manager

· Process Manager

· Records Manager
2.) If what you are looking for is a pure billing and time management software, you may want to take a look at LexisNexis® Billing Matters 6.0 Plus (www.timematters.com/products/billingmattersplus/).  The company reports on its website that, “Time Matters 7.0 with Billing Matters Plus includes advanced billing, full accounts payable and receivable, comprehensive trust accounting, a flexible general ledger, world-class check writing and reconciliation, and more. Firms needing basic billing can generate a bill and post a payment in one easy step. Firms needing advanced billing can use split, flat, consolidated, and allocated fees. The new accounting functions can be set for simple bookkeeping with lots of flexibility, or can be completely locked down to maintain tight accounting controls.” By integrating this product with their Time Matters client and matter management software, that includes calendar, docketing (meeting), document management, communications and knowledge management, the combined strength of both programs rivals Thomson Elite’s offering. 
As more and more clients reach retirement age, the influx of baby boomer clients into the category of needing more advice-based services will continue to mount for the financial advisory practice. So, if you have not considered ramping up the efficiency of your practice operations to handle these clients yet, it is not going to be long before you will have to. 
David Lawrence is a practice efficiency consultant and is President of David Lawrence and Associates, a practice consulting firm based in Lutz, Florida. (www.efficientpractice.com) David Lawrence and Associates is an approved sponsor of CFP Board of Standards continuing education credits and offers CE programs on a variety of topics, including the financial planning process.
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