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PRESSURE RISING ON PLANNING PRACTICE VALUES

By Milana Pokrajac on 10 September 2010 4 comments 0 tweet
Structural reform taking place in the financial advice industry is putting downward pressure on financial

planning practice sale values.

The head of acquisition and succession for AXA's financial advice network, Steve Davison, said financial
planning practices were losing value in terms of recurring revenue multiples. Davison said AXA was already
seeing multiples come down to around 2.7 times recurring revenue, down from 3 times recurring revenue
18 months ago.

He said the introduction of fee-for-service models would see a polarisation in the market where, on the one
hand, clients would be willing to pay fees that reflect the true value of the advice provided.

“But at the other end of the spectrum, we'll see some clients happy to transact on a one-off basis when they
have a need but are not willing to pay an ongoing fee each year,” he said.

“And that's going to see some businesses’ revenues come off, which will, in turn, play through to their
business value,” Davison said.

Business broking firm Kenyon Prendeville’s latest figures show average prices achieved across Australia
over the 2010 financial year amounted to a 3.3 recurring revenue multiple. But this is a fall compared to
previous years, and Kenyon Prendeville’s data over three years reflects a downward trend in sale prices for
planning practices. In 2009, planning practices were attracting an average of 3.45 recurring revenue sales,
compared to 3.55 in 2008.

Townsend Business and Corporate Lawyers principal Peter Townsend expressed concern over the
buoyancy of the market once the ban on commission payments is introduced. He predicted a change in
business models would drive prices down.

“If accountants get 0.9 [recurring annual revenue], why would a financial planning practice get much more
than the accountancy practice?” he asked.

However, co-founder and director of Kenyon Prendeville, Alan Kenyon, argued reforms would not impact
the valuation of financial planning practices, as demand for planning practices would remain strong.
Kenyon said the supply/demand dynamic for planning practices still favoured vendors, although “there are
more businesses coming to market for a whole bunch of reasons”.

He added there were currently two types of buyers for financial planning practices.

“There will be those that will want to buy businesses that haven’t made that transition [to a fee-for-service
model], because they’ll see the opportunity in transferring those businesses and getting an uplift. And there
will be those who'll buy businesses that have already or are well underway with that transition,” Kenyon
said.

“So, as long as you have demand exceeding supply, prices are going to be strong,” he added.

Davison agreed with Kenyon about strong demand for financial planners’ client books, but questioned at
what stage would the demand reduce and supply increase.
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RECENT COMMENTS

Daniel Weeks said

You all make valid comments, however you cant
paint all Financial Planners or all Accountants with
the same brush. Im a Financial Planner...

Brett said:
John, | am a finanical planner, university qualified
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Brian - If you have already started losing clients in an 'Opt-Out’
environment, how many clients will you lose with ‘Opt-In'? | suggest you exit the business quick
smart while it is still worth something! Most advisers have no idea how bad these new 'Opt-In’
rules are. Clients are hopeless at returning paperwork at the best of times, so good luck getting
the annual renewal notice signed off; and if you think you can complete it face-to-face - then
imagine if you're away sick for 3 months ... 25% of your revenue will disappear automatically!

Ben | 13 September 2010 at 11:14

Brian, Good to see you are still fighting the fight! Best of luck

Ray Page | 10 September 2010 at 21:17

While | agree that the ongoing ASF model makes reccurring revenue more vulnerable, our
experience over the past four years is that only two clients have turned off their ongoing ASF.
Both were fringe clients. When explaining our business fee model to 'discerning’ clients, we tell
them the logic behind the ongoing ASF and emphasise the fact that they can turn it off if “we fall
out of love". In this context, | think advisers who have strong self belief in the value of their
advice and service, have little to fear from ASF, or related potential to devaluate business. That
said, after 23 years on the job,  am now looking to exit the industry so am about to find out if my
theory is correct?

Brian Handley | 10 September 2010 at 12:56

It seems to me that whenever we read about practice valuations the market as whole is
treated as a homogenous market which is simply not correct. It's realistic to argue that
previously "overpriced" practices were bought for distribution rationale at multiples taht were
wrong in the first place. Conversely, Good practices that have adapted to the changes taking
place have actually increased revenue by reducing costs in platform and funds management
and replacing them with increased fees for advice. We as in Paragem see this happening quite
regularly and provide tools for practices to achieve this. The outcome is that good practices can
actually be valued at a lower multiple but still have higher capital value because the revenue is
higher ...... not one report on this in the industry as yet despite all the practice management
consultants helping to convert to fees for service. The message is good practices are like good
houses in the property market, they always retain long term value. Just a thought.

lan Knox | 10 September 2010 at 11:50
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with a post grad (none via correspondence)and a
qualified accountant. I've also been a...

Andrew said:

John, | couldn't agree more in regards to your
comment on setting up a SMSF and not providing
product advice, and | am a Planner! However,...

Graham said

"Partial Licences" for Accountants, Intra Fund
advice, so why is a Financial Planner still has to
offer full advice to every client?

Jason said:

John, totally agree. | go one step further. Financial
planners shouldnt even give investment advice.
What do they know about...

John said:

For some reason, the penny hasn't yet dropped.
SUPERANNUATION IS NOT AN INVESTMENT ITS
A TAX (TRUST) STRUCTURE Accountants give
advice on...

*a43 said:

The "reforms" during the 2000's saw a large
increase in non-productive and renumerated
bureacracy. The compliance burden has made life
for...

Noah said:

Angry and Jason, you must each have a crystal ball,
thats pretty much spot on how all of this will
probably play out.
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