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Introduction

There has always been a commission management problem, but increased investment flexibility, an alphabet soup of share classes, a bear market and shrinking resources have intensified the problem.

In addition to escalating commission management problems, the retirement plans market is maturing, consolidation is intensifying, margins are under pressure and the financial services industry is facing a permanent contraction.

On the other hand, the retirement plans market is huge and specialists can still move up market and increase market share, but only at the expense of others.  In order to gain  market share, advisors must become more efficient and increase  their value proposition, but adding more value is challenging when advisors don’t know if or what they are being paid.

Commission management is a major problem and errors and lost commissions are common.  Some of the errors are no doubt offsetting, but the extent of the problem is unknown and there is no simple solution.

We cannot solve the commission management problem today, but we can increase awareness of commission management problems, point out areas of concern, expand due diligence and hopefully get more resources devoted to commission management.

SUMMARY & CONCLUSION

· Specialists Need Different Products & Vendor Capabilities for Different Market Segments & Plan Types

· All Products Require Trade-Offs, i.e., There Are No Perfect Products, & Many Of The Trade-Offs Are In The Commission Area

· Products, Investment Flexibility/Vehicles, Costs & Commission Payouts Vary Widely, But Specialists Must Understand The Products They Sell, Including The Commission Dynamics

· Commissions Are Multidimensional, Complicated & A Huge Potential Problem, But They Have Never Been An Industry Priority & There May Not Be A   Simple Solution To Commission Management
· A Universal Commission Verification Process Is Long Overdue, But Resources Have Not Been Devoted To Commission Management & Systems Are Archaic

· Increased Investment Flexibility, New Share Classes & Open Architecture Type Programs Have Increased The Complexities Of Commission Management

· The NSCC Was Set-Up With A Retail Mind & The Across-The-Board Coding Of Money Market/Stable Value Exchanges To Proprietary & Non-Proprietary Funds As Non-Commissionable May Have Incorrectly Precluded The Payout Of   Finders’ Fees In A Meaningful Way

· In Addition To Lost Finders’ Fees, 12b-1 Fees Can Also Be Lost On Alliance Funds & B-Ds Could Be Doing Much More In The Area Of Commission Management

· Rollover Assets Exceed Plan Assets & Are Expected To Grow, But More Providers Are Competing With Their Own Brokers Of Record For Rollover Business 

· Unless Assets Are Held Long & The B-D Is Skilled In This Area, Plan Level Reporting Is Almost Non-Existent & The Lack Of Identifying Detail Precludes A Simple Solution To Commission Management

· Margins Are Eroding & Consolidation Will Continue, But Costs & Commissions Will  Be Under Increased Scrutiny.  Fallout From The Late Trading Scandal Could Also Have A Serious Impact On The Retirement Plans Business

· Advisors Must Add More Value To Increase Market Share, But Advisors Don’t Know If Or What They Are Being Paid & Due Diligence Must Be Expanded To Include Commission Management Capabilities

· Identifying Commission Management Problems Are Easier Than Solving Them & Advisors May Have To Commit Their Own Resources To Ensure An Accurate Payout
· Specialists Need Flexibility, But Demanding More From Their B-D & Limiting Business To Providers With Demonstrated Commission Management Expertise Could Become More Common In The Years Ahead
· Evaluating Commissions Goes Beyond The Varying Payouts & Specialists Should Also Understand The Dynamics Of Mapping, Disclosure, Reporting, Licensing, Portability, The RIA Model & B-D Splits
· Commission Management Would Be The Ideal Area To Distinguish Themselves With Specialists, But Few Providers Focus On Getting Advisors Paid Properly
COMMISSION VARITATIONS IN GROUP ANNUITY, BROKER-SOLD FUND COMPANY & OPEN ARCHITECTURE PROGRAMS

Commission Payouts Vary Widely By Market Segment, Vendor, Product Type, Within Product Types, Asset Class & Share Class

The Costs Of Funding Commissions & Recovery Also Vary Widely By Program

---------------------------------------------

· Group Annuity Programs Generally Offer Open Architecture Within The Program Menu, But A Proprietary General Account Guaranteed Option With Off The Market Rates & Discontinuance  Penalties Is Usually Required

· Plan Level CDSCs May Apply, But Prospectus NAV Requirements & CDSCs Do Not Apply At The Fund Level

· Traditional Group Annuity Programs Generally Offer Commission Flexibility Via Add-On & Pay Equalized Commissions On All Funds & Asset Classes

· NAV Type Group Annuity Programs Are Generally Packaged With Less Commission Flexibility

· Group Annuity Program Commissions May Be Easier To Manage Than Fund Company Programs For Independents,   But They Can Be More Challenging When Paid Through A B-Ds Insurance Department & May Be Subject To A Haircut

· Group Annuity Programs Are A Viable Small Plan Solution, But A Tough Sell To Larger Plans

· Group Annuity Program Commissions Are Generally More Visible, But Hybrid Programs May Offer Less Visible Commissions Via Service Fees

· Group Annuity Bonus Commissions For Repeat Business Can Provide A Meaningful Enhancement To The Payout

---------------------------------------------

· Fund Company Programs Rarely Offer Open Architecture

· Fund Company Program Commissions Also Vary By Company, Program, Share Class & Asset Class, But They Do Not Pay Equalized Commissions On Stable Value, Money Market, Index Or Alliance Funds

· Alliance Fund Commissions Vary At The Product Level, By Fund Family & Share Class 

· Some Providers Offer Prospectus Commissions On Alliance Funds & Some Subject Them To A Haircut

· Prospectus NAV Requirements & CDSCs Generally Apply To The Alliance Funds 

· Proprietary Fund Mix Impacts Billable Pricing & Commission Payout 

---------------------------------------------

· Open Architecture Non-Fund Company Programs Are Generally Teamed with Preferred Funds & Prospectus Commissions
· Additional NSCC Flexibility Is Generally Available, But Commissions May Not Be Paid On The Non-Preferred Funds & Advisors Should Be Cautious About How They Communicate Open Architecture Programs & Programs Without Equalized Commissions

· Open Architecture Programs Generally Pose More Commission Management Challenges 
· Omnibus Level Trading May Assist With Plan Level Identification, But The Batch Trading Of Shares Could Make Commission Management Even More Challenging

· The RIA Pricing Model May Offer A Registered Solution To Disclosure & Equalized Commissions, But The 12b-1 Fees Must Still Be Tracked

· Advisors Using the RIA Model May Have A Fiduciary Duty To Track Commissions As They Are Owned By Participants, But Recordkeepers & Trustees Often Argue Over Who Is Responsible For Capturing The Data.

· Some Open Architecture Programs That Embrace The RIA Model Have Commissions Assigned To Them, Reclassify Commissions As Service Fees, Net The Service Fees Against Costs & Have Developed Software For Advisors To Track Revenue
COMMISSION ERRORS & LOST COMMISSIONS

· Most Providers Lack The Resources & Motivation To Ensure Advisors Are Paid Properly, Particularly On Outside Funds, & Few Have Assigned Their Best People To This Area
· Few Vendors Provide Meaningful Reports That Identify/Verify Commissions At The Plan Level & Most Advisors Have No Way Of Knowing If They Are Paid Properly
· Commission Tracking & Verification Is Labor Intensive & Reconciling Commissions With Participant Level Data Is Extremely Difficult

· B-Ds Could Do Much More In Terms Of Prioritizing, Reporting, Identifying & Segregating Retirement Plans Business From Retail Business

· Routine Commission Errors, Both Underpayment & Overpayment, Are Common & Outside Fund Commissions Are Often Not Credited To Advisors
· Alliance/Outside Fund Commissions Could Be Paid Direct Or Remitted Through The Provider

· Programs That Manage Commissions Through One B-D & Then Remit Them To The B-D of Record Seem To Track Well, But Common Remitters May Subject Commissions To A Haircut
· Direct Payment Of Alliance Funds Precludes A Loss Of Control, & Limits The Organizations Commissions Must Pass Through, But Also Complicates The Commission Management Process In Terms Of Registering, Tracking & Verifying Commission Payouts

· Direct Payment Of Alliance Fund Commissions Generally Precludes The Provider From Giving Commissions A Haircut Or Negotiating Away The Finders’ Fee To Generate More Robust Sub-TA Fees

· Mapping Could Have A Significant, But Often Unrecognized, Impact On Finders’ Fee Commissions

· NSCC Coding May Incorrectly Treat All Exchanges As Non-Commissionable & Finders’ Fees - On Both Proprietary & Non-Proprietary Funds - Are Often Lost When Assets Subsequently Transfer From Money Market & Stable Value Funds To Commissionable Funds

· Few Realize It, But If The Lost Finders’ Fees Can Be Identified & The Fund Company Is Notified, Advisors May Be Able To Recapture The Finders’ Fees

· By Paying The Finders’ Fees On A Per Participant/Per Fund Basis, The Finders’ Fees May Be Lost On Small Deposits Which Collectively Add Up Over Time
· When “A” Share Finders’ Fees Or “A” Shares Are Discontinued From Retirement Plans, Commissions May Not Be Grandfathered
· Loan Repayments On Takeover Plans Could Also Represent A Meaningful Loss Of Commissions

· Rollover Assets Now Exceed Plan Assets, But Providers Are Increasingly Competing For Rollover Business Via “House” Accounts & Rollovers Represent A Growing Area Of Lost Commissions
COMMISSION COSTS, RECOVERY, FUNDING & LIABILITY 

· Commissions Cannot Be Evaluated In A Vacuum

· The Costs, Recovery & Funding Of Commissions At The Plan, Participant & Advisor Level Varies Widely

· Commissions Payouts Must Be Related To Market Segment, Flexibility, Services & Total Expenses

· Commission Payouts Are Often Not What They Seem On Group Annuity & Fund Company Programs & Must Be Contrasted With:

· Sales Loads

· CDSCs At Plan Level

· CDSCs At Participant Level

· Commission Recovery At Advisor Level

· Expense Ratios

· Total Wrap Type Fees

· Commission Add-Ons

· Stable Value Lift-Off

· Stable Value Participant Level Contract Provisions

· Stable Value Plan Level Discontinuance

· Proprietary Fund Requirements

· Proprietary Fund Impact On Pricing & Commissions

· Total Billable Pricing

· Hard Dollar Deconversion Costs

· Advisors Should Be Aware Of The Liability Associated With Recommending Products Based Solely On The Commission Payout & Unreasonable Commissions

LICENSING, DISCLOSURE & REPORTING OF COMMISSIONS
· Licensing, Disclosure, Form 5500 Reporting & The Availability Of Sensitive Commission Information In Public Databases Varies Widely By Provider, Program Type & Within Program Types

SHRINKING RESOURCES & GROWING CHALLENGES
· Effective Commission Management Is Extremely Challenging, But It Has Never Been An Industry Priority

· Commission Management Resources Are Inadequate, But Allocating More Resources At The Provider Level Will Be Difficult Because The Total Resource Pool Is Shrinking

· Plan Assets, Margins & Budgets Are Shrinking While Commission Management Challenges & The Need To Add More Value At The Advisor Level Are Increasing
· Total Plan Expenses Are Too Low, But Costs & Commissions Are Coming Under Increased Scrutiny

· The Seriousness Of Commission Management Problems Are Unknown, But In Addition To Shrinking Margins & The Need To Add More Value, Commission Management Is Being Exacerbated By:

· Peek In Plan Formations

· Bear Market

· Drop In Participation

· Decreased Contribution Rates

· Reduction In Sponsor Contributions

· Increased Rollovers

· Providers Competing For Rollovers

· Shift To Money Market & Stable Value

· Increased Use Of Outside Funds

· More Share Classes

· Legislative Developments

· Fallout From Late Trading Scandal

· Given The Resource Shortage & The Need To Add More Value, Advisors Should Network With Other Retirement Specialists Regarding The Commission Management Capabilities Of Specific Providers

· To Facilitate & Streamline Increased Due Diligence, Advisors Would Also Be Wise To Develop A Commission Checklist For Group Annuity, Fund Company & Open Architecture Programs 

· Advisors Should Also Require Providers & B-Ds To Demonstrate Commission Management Capabilities Before Doing Business With Them
                                           ____________________________

GROUP ANNUITY PROGRAMS & COMMISSIONS

· Unregistered

· Typically Traded In Units

· Proprietary Fund Requirements Generally Do Not Apply

· General Account Guaranteed Option Usually Required & Subject To Meaningful Discontinuance Penalties

· Generally Sold With Equalized Commissions

· Generally Requires Signed Commission Disclosure Form

· Commissions Generally Reported Annually On Form 5500

· Commission Information Generally Available In Public Databases

· Traditionally Marketed With Multi-Manager Separate Accounts, Sub-Advised Funds, Wrap Fees & Commission Flexibility Via Add-On

· Sub-Advised Fund Investment History Often Manufactured

· Ongoing Deposit Based Commissions Generally Teamed With Declining Plan Level Surrender Charges

· Commission Recovery Could Also Apply At The Advisor Level When Deposit Based Commissions Are Not Teamed With Plan Level Surrender Charges

· Deposit Based Commissions Vary Widely & May Be Limited To The 1st Year & Subject To Breakpoints Or Ceilings

· Deposit Based Commissions May Also Be Limited To Certain Money Sources, i.e., Rollovers, 1st Year Contributions, Ongoing Contributions, etc.

· Group Annuity Commissions Could Receive A Haircut By The B-D Insurance Department

· Group Annuity Programs Are Generally Sold In The Small Plan Market, But Many Insurers Are Trying To Move Up Market In The B-D Channel

· Group Annuity Programs “May” Charge More, But They May Also Offer More Non-Price Value, i.e., Local Presence, On-Site Enrollment, Investment Flexibility, Plan Design, etc

· New Generation Of Hybrid Products Being Introduced

· Some Of The New Products Are Registered, Some Are Unregistered, Some Are Marketed At NAV & Some Still Incur Wrap Fees

· Registered Does Not Mean NAV & NAV Does Not Mean Registered
· New Hybrid Programs May Offer Non-5500 Service Fees In Lieu Of Commissions

· Repeat Producer Programs Could Offer Meaningful Commission Bonuses                                  

FUND COMPANY PROGRAMS & COMMISSIONS

· Registered
· Typically Traded In Shares

· Proprietary Fund Requirements Almost Always Apply

· Alliance Fund Choice/Use Generally Impacts Billable Pricing & Or Commissions

· Commissions Rarely Equalized

· Signed Commission Disclosure Form Not Required

· Commissions Not Reported Annually On Form 5500

· Sensitive Commission Information Not Available In Public Databases

· Commission Add-On Flexibility Not Available, But Different Share Classes May Be Available

· New “A” Share Sales To Retirement Plans Are Increasingly Restricted Because They Are Not Profitable, Discourage Asset Retention & Savvy Specialists Have Learned How To Beat The System

· “R” Shares Are Increasingly Used For Plans With Less Than $10 Million, But “C” Type Shares Still Used In The Small Plan Market

· “B” Shares & Individual Annuities Have Been Imprudently Sold To Small Retirement Plans In The Past

· “A” Shares Generally Sold At NAV, But “Ongoing” CDSCs Applicable To Prior Year NAV Purchases Often Apply To Plan Level Discontinuance

· NAV Requirements & Prospectus CDSCs Almost Always Apply To Alliance Funds Even When Waived On Proprietary Funds

· “R” Shares Generally Sold With 0.50% Immediate Trail, But Some Fund Companies Offer a Family Of “R” Shares & Others Offer Several “R” Share Commission Options

· GIC, Money Market, Index & Alliance Fund Commissions Generally Not Consistent With Proprietary “R” Or “A” Shares

· “A” Share Finders’ Fee Commissions Vary By Amount, Breakpoints, Annual Reset & Gross/Net Deposits

· “A” Share Finders’ Fees May Be Aggregated On Proprietary Funds Within A Full Service Program, But Probably Not Aggregated On Alliance Funds

· “A” Share 0.25% Trail Could Be Immediate Or 13th Month

· Trail Commissions Could Grade Down As Assets Increase

· Methodology Used To Pay Trail Commissions Varies By Provider & Some Fund Companies Float The Finders’ Fee

· Multifund Alliances Generally Include Multiple Share Classes With Varying Payouts

· Alliance Fund Commissions Vary By Fund Company & Share Class

· Prospectus Commissions May Apply To Alliance Funds Or Be Given A Haircut By The Provider

· Finders’ Fee Commissions Are Often Lost On Proprietary & Non Proprietary Funds When “Mapped Assets” To Money Market/Stable Value Funds Subsequently Transfer To Commissionable Funds

· Finders’ Fees May Be Lost In Non-Proprietary Programs When “New Contributions” To   Money Market/Stable Value Funds Subsequently Transfer To Commissionable Funds

· Trail Commissions May Be Lost On Alliance/Outside Funds

· Detailed Commission Reporting Generally Lacking

RECOMMENDATIONS

· Recognize A Maturing Market, The Need To Become More Efficient, Add More Value & Increase Market Share
· Position As A Solution & Become Broker Of Record Rather Than Trying To Replace The Current Provider
· Acknowledge That Commissions Are A Huge Problem With No Simple Solution & That There Is No Way To Know If Advisors Are Being Paid Properly

· Expand Due Diligence To Include Commission Management Capabilities & Provider Rollover Strategies

· Network With Other Retirement Specialists Re Commission Management

· Evaluate Provider & B-D Commission Management Capabilities “Before” Placing Business With Them

· Recognize That Some Providers & B-Ds Are Much Better At Commission Management Than Others

· Commit Your Own Resources To Commission Management & Develop A Commission Evaluation Checklist

· Demand More Detailed Reporting From The Broker-Dealer

· Augment With Alternative Pricing Models

· Avoid Recommending Products Based Solely On Commissions & Unreasonable Commissions

· Be Cautious About How Open Architecture Programs & Unequalized Commissions Are Communicated

· Develop A Commission Mapping Strategy

· Note The Advantages Of Equalized Commissions

· Seek Out & Acknowledge That “R” Shares Solve A Lot Of Commission Related Problems & Exceed “A” Share Payouts After A Few Years

· Audit Meaningful Finders’ Fee Commissions

· Devote More Resources To Rollovers & Prioritize Providers That Default To The Advisor Of Record 
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