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THE DARWIN FACTOR:  Replacing Brokers Of Record.  A Sales Idea by Sean Kelley, former Hancock & AIM Retirement Plans Wholesaler.

Overview

Many top producing brokers report unprecedented success in the retirement plans market and one of their primary strategies includes replacing brokers of record on existing retirement plans business.

 Replacing brokers of record has been a long-standing practice in other industries, such as property/casualty and group health plans, but the strategy has been under utilized in the retirement plans marketplace.

Most sponsors that change providers improve their situation because many providers aggressively price new business to attract assets while maintaining pricing and features on existing business.

Most plan sponsors have at least some issues with their current plan arrangements, but the dissatisfaction is often not severe enough to warrant the effort and expense of converting to a new provider. 

Most rookie brokers advocate converting to a new provider, but when the sponsor decides not to take this course of action, the broker is forced to wait on the sidelines and hope they remain in the picture until a change is finally implemented.

Contrastingly, the top producing retirement plans specialists try to control the plan from the outset.

Discovery Process

Replacing brokers of record is not an end goal, but rather an additional tool that can be utilized in a successful retirement plans practice.  The discovery process is often identical to other plan level sales and many problems can be attributed to a breakdown in communications between sponsors, providers and their brokers.

The successful broker is able to identify and isolate these specific problems. The problems could be the result of provider error or incompetence, but more often, the problems could have been avoided if the plan was implemented and serviced by a knowledgeable third party.

The majority of plans below the $50 million market have been sold by brokers/advisors of some type.  Many of these “advisors” have almost no retirement plans experience and they have not been willing or able to service their plans.  Some even lack a securities license.  In short, many brokers/advisors are receiving commissions from plans where they have no ongoing interaction with the sponsor or participants.

Specialization & Competitive Analysis 

Brokers can always get lucky on a “one-off” type sale, but replacing brokers of record as a business line requires detailed information about the incumbent provider’s products, commissions and other potential providers.

Competitive analysis often shocks the plan sponsor, but it is non-threatening and quantifies cost, product features and fund performance.  Competitive analysis also gives the broker something concrete to discuss and a basis for comparison and recommendations.
Unbiased competitive analysis also makes brokers look professional preempts other brokers and saves time and money in the prospecting cycle.

Bottom-up competitive analysis can be obtained by subscriptions to competitive analysis services, networking with other top retirement plans brokers and developed relationships with 2-3 top retirement wholesalers in the same geographic area.
Brokers could also perform their own product due diligence, but this is time consuming and a full time job.

Economics of Compensation

If the broker works for a firm that has limited selling agreements, the broker must first find out what providers and products are approved, both registered and non-registered, for sales purposes. 

The broker should also determine the process for securing new selling agreements and or serving as broker of record on “one-off” situations.

The ability to function as a registered investment advisor could also   offer some distinct competitive advantages (See “Perception Is Reality: An Alternative Compensation Model”) and by knowing what scenarios they can service, smart brokers avoid wasting time on plans that can’t or won’t deliver revenue.

Once a broker has determined that a plan is worth pursuing and has confirmed that their firm will allow them to receive compensation from the provider, they can proceed with their strategy. 

The Value Proposition

Many plan sponsors, particularly small plan sponsors, don’t know what they own or why they own it, but specialists can quickly educate them about their current product.  It’s also important to expose the dollar value of the commissions paid to the current broker and understand the significance of keeping commissions off the form 5500.

Many plan sponsors, particularly small plans, have used brokers that have family ties or other personal relationships with the owners and executives.  These relationships should be identified as early as possible in the sales process and brokers should remind sponsors that their fiduciary duty is to the plan and its participants, not relatives or friends of the principals.

Simply put, sponsors must be made to appreciate the ongoing service and expertise required to implement and maintain a successful retirement plan.  Plan audits, including documentation, sponsor duties, communications and performance, can also help demonstrate a broker’s expertise.

Sponsors are often less than loyal and many will take a broker’s ideas and suggestions and implement them with their current broker.  To preclude this, brokers should present the change of record paperwork to the sponsor at the second or third meeting. 

If logic cannot overcome existing relationships or if the sponsor refuses to sign the paperwork, brokers should strongly consider walking away.

Brokers should also avoid taking over plans without sufficient revenue to warrant an appropriate level of service. For example, it doesn’t make sense to take over a plan that expects on-site visits across the country, but only produces a few thousand dollars in annual revenue.

Many specialists will no longer solicit plans with less than $3 million, but once the paperwork has been signed, the broker has some control over the plan.  If new efforts with the current provider fail to correct the problem areas, the broker is then in a solid position to suggest other alternatives.

Evolve Or Risk Extinction 

Many brokers think they can only get paid if they convert a plan, but replacing brokers of record generates revenue without a product sale.  To capture this revenue, the broker must, however, sell their expertise and skill levels.

As noted, many brokers fail to understand the revenue opportunity that existing plans present as well as the concept of controlling the plan for a future search.

Consolidation among providers has already started and half of today’s providers could be out of the full service business in the next five years.  However,    we have only seen the tip of the iceberg in terms of the consolidation of retirement plans business at the broker of record level and now is the time for brokers to get in front of plan sponsors.

Most top producing brokers already understand and utilize this approach, but brokers that fail to adopt this strategy will face declining revenues, loss of market share and eventual extinction. 

Mid-market providers that fail to target the top producing retirement plans specialists are also facing declining revenues, loss of market share and eventual extinction.
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