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For Immediate Release:

Study Finds Financial Institutions’ Focus on Profit Margins
Might Limit the Profit Contribution of Their Investment
Services Business

Chapel Hill, NC, September 20, 2023. Financial institutions tend to manage their investment
services businesses the way they manage the core business of banking—controlling expenses
to increase profit margins. But a new study from Kehrer Group finds that this approach might
actually reduce the total profit contribution from investment services.

The study found that as a bank-based investment services firm moves from unprofitable to
modestly profitable, total profit naturally increases. But widening profit margins beyond 30%
actually results in a decline in total profits. “The bank would make more money from investment
services with thinner profit margins,” commented Tim Kehrer, the author of the study.

“That is because the major expense that is being controlled is the cost of advisors,” Kehrer
explained. “Adding a new advisor reduces profit margin at first because the new advisor
typically has a higher transition payout at each level of production than established advisors,
and there are other onboarding and recruiting expenses. Financial institutions understand this,
which is why headcount is a frequent target of cost-cutting initiatives. The new advisor might
actually be contributing profit, but less profit than after the advisor’s production has ramped up.’

Advisors are the largest expense of an investment services business, but they are also the
drivers of revenue. No surprise, adding advisors increases revenue. But the surprise is that
adding advisors increases revenue exponentially. “That means that each new advisor adds
more revenue than their incremental production,” Kehrer explained.

The study found a similar relationship between advisor headcount and total profit contribution.
Profit increases exponentially with the addition of advisors.

“As firms add advisors, they create efficiencies by enabling advisors to focus on smaller branch
territories and fewer clients, so they actually become more productive,” he concluded.

The study—

—was sponsored by Cetera Financial
Institutions, part of Cetera Investment Services. Kehrer Group analyzed the experience of 196
banks and credit unions from 2019 to 2022, and determined how their profit margins and
advisor headcount impacted their total revenue, revenue growth, total profit contribution, and
advisor productivity.

For nearly 40 years, Cetera Investment Services has empowered financial institutions to deepen
client connections and expand their services with customized support that helps financial


https://kehrergroup.com/research/thought-leadership/business-strategy/margin-mismatch

Study Finds Financial Institutions’ Focus on Profit Margins Might
Limit the Profit Contribution of Their Investment Services Business
September 20, 2023

professionals meet their clients' full lifecycle needs. Learn more about Cetera's resources and
support for financial institutions.

About Kehrer Group

Kehrer Group is the bank and credit union financial advice community’s trusted partner for
original thought leadership, insight based in data, and strategies that drive success. Drawing
insight from data and leveraging those insights against the challenges facing our clients is at the
core of everything Kehrer Group does. For more information, visit our website at
www.kehrergroup.com.

About Cetera Financial Group®

Cetera Financial Group (Cetera) is the premier financial advisor Wealth Hub where financial
advisors and institutions optimize their control and value creation. Breaking away from a
commoditized and homogenous IBD model, Cetera offers financial professionals and institutions
the latest solutions, support, and services to grow, scale, or transition with a merger, sale,
investment, or succession plan. Cetera proudly serves independent financial advisors, tax
professionals, licensed administrators, large enterprises, as well as institutions, such as banks
and credit unions, providing an established and repeatable blueprint for scalable growth.

Home to more than 8,000 financial professionals and their teams, Cetera oversees
approximately $341 billion in assets under administration and $121 billion in assets under
management, as of June 30, 2023. In a recent advisor satisfaction survey of more than 21,000
reviews, Cetera’s Voice of Customer (VoC) program vigorously measures advisor experience
and satisfaction 24/7. Currently, it's ranked 4.8 out of 5 stars.

Visit www.cetera.com, and follow Cetera on LinkedIn, YouTube, Twitter and Facebook.

“Cetera Financial Group” refers to the network of independent retail firms encompassing, among others, Cetera
Advisors LLC, Cetera Advisor Networks LLC, Cetera Investment Services LLC (marketed as Cetera Financial
Institutions or Cetera Investors), and Cetera Financial Specialists LLC. All firms are FINRA/SIPC members.
Located at: 655 W. Broadway, 11th Floor, San Diego, CA 92101.

Individuals affiliated with Cetera firms are either Registered Representatives who offer only brokerage services
and receive transaction-based compensation (commissions), Investment Adviser Representatives who offer
only investment advisory services and receive fees based on assets, or both Registered Representatives and
Investment Adviser Representatives, who can offer both types of services.



