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How Leveraging Outsourcing and 

Shared Service Providers Increase 

RIA Margin and Value. 

 

1 Scale Realized 

Never before has the RIA industry experi-

enced such a rapidly increasing competi-

tive environment. With hundreds of new, 

sophisticated break-away RIAs, dozens of 

mergers each year, rapidly evolving tech-

nology solutions, increasingly difficult regu-

latory and compliance requirements, robo 

entrants, and evolving client needs, the re-

quirement to professionalize an RIA has 

never been more essential. It is clear that a 

RIA industry shake-out will occur over the 

next decade, seeds are now being planted 

that will grow the winners of the future.  

 

Much has been speculated about the fu-

ture structure of RIAs and which types will 

be winners and losers. Virtually all industry 

participants agree that RIAs must realize 

some level of “scale” if their business the-

sis is to grow, deliver the highest level of 

value to clients, and deliver excellent re-

turns to the RIA’s owners and team.  

To bring some data to the discussion, 

Dynasty Financial Partners and Advisor 

Growth Strategies completed joint re-

search to better understand productiv-

ityscale, growth, and profitability trends 

across the industry. The objective of this 

research was to better determine the 

drivers of profitability, identify if scale or 

“virtual” scale delivered by partnering can 

improve profitability, and the potential im-

pact of technology on driving margin. 

 

Based on the results of our analysis, it 

became clear that optimum scale for 

RIAs is greater than the $1B - 2B AUM 

size that is industry conventional wis-

dom. Also, that shared services plat-

forms can provide the scale and capabili-

ties of far larger firms to deliver superior 

profit margins, the opportunity for superior 

growth, and higher firm values.  
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“Based on the results 

of our analysis, it be-

came clear that opti-

mum scale for RIAs is 

greater than the $1B - 

2B AUM size that is in-

dustry conventional 

wisdom.” 
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The Dynasty/AGS Benchmarking analysis 

compares firms that are currently part of 

the Dynasty Network (the “Shared Plat-

form Cohort”) versus various industry 

benchmarks from known and established 

entities (Fidelity, Pershing, etc.) as well as a 

custom benchmark of large, established 

RIAs for whom Advisor Growth Strategies 

collected equivalent profitability data (the 

“Standalone Cohort”). 

 

The data shows the Shared Platform Co-

hort benefits economically from the virtual 

scale and expert capabilities of being in a 

network of firms; in other words, although 

Dynasty partner firms are independent 

with their own ADV and ownership group, 

they essentially operate as a buying group 

that shares the cost of “C-Suite” talent in-

cluding a Chief Marketing Officer, Chief 

Technology Officer, Chief Financial Officer, 

and strategic business consultants. The 

analysis also proves that the Shared Plat-

form Cohort gain substantial scale via Dyn-

asty’s expertise and negotiating power 

with technology and custodial providers.  

 

The cohort of RIA firms in the Shared Plat-

form Cohort are significantly more profita-

ble than those firms that operate on a 

stand-alone basis, based on industry 

benchmarking results as well as the AGS 

Standalone Cohort. Additionally, there is 

evidence that the Shared Platform Cohort 

grows at a faster pace than Standalone 

firms within the industry, on average. 

Given the result of the analysis, a conclu-

sion can be made that attaining virtual 

scale through a Shared Platform Results in 

firms better positioned to realize higher 

firm valuation based on the metrics that 

matter most: Size, revenue growth, profit 

margin, and professionalism.  

 

In order to effectively compare 

RIAs on an “apples-to-apples” 

basis, we first needed to estab-

lish a consistent definit ion of 

profitabil ity:  

+ As soon as firms employ advisors who 

are not owners, or have owners who 

are not advisors, EBOC creates an 

apples-to-oranges comparison be-

tween firms with non-partner advisor 

professionals versus firms that only 

have owner advisors. 

+ EBIT, or EBITDA, is an industry stand-

ard measure of cash flow and is often 

how acquirers determine the price to 

pay for an RIA. However, owner oper-

ators tend to not differentiate be-

tween their compensation as an advi-

sor and their compensation as  

an owner, and therefore EBIT be-

comes difficult to quantify in a con-

sistent manner.  

 

+ Given the disparity in business struc-

tures across the RIA industry, EBOC 

does not tend to work as a meaning-

ful measure for larger, more profes-

sional RIA firms and EBIT does not 

tend to work for smaller, owner-oper-

ated firms. Consequently, we devel-

oped a new margin performance 

benchmark for the industry called 

“EBAC”, or Earnings Before Owner 

and Advisor Compensation. 

+ “EBAC” is defined as the firm’s margin 

before paying advisors (whether own-

ers or not), non-employee owners, and 

ownership payments for non-advisors.  

- For example, if the CIO is also an 

owner, his compensation as CIO 

would be included in determining 

EBAC, but his dividends/compen-

sation as an owner would be ex-

cluded in determining EBAC. The 

same would be true for non-

owner advisors. Their compensa-

tion would be excluded from the 

EBAC analysis of profitability.  

+ EBAC allows for an apples-to-apples 

comparison for the true margin of 

RIAs before paying advisors and own-

ers, and thus offers a meaningful 

comparison of margin across all size 

and types of RIA firms, regardless of 

how they structure their ownership. In 

this framework, a comparison can 

also be made across advisor channels 

RIAs, wirehouses, independent B/D, 

and banks.  

+ Using EBAC as the measure, industry 

participants, can establish a more 

consistent advisor compensation as-

sumption to determine the real cash 

flow of a business and arrive at a con-

sistent, apples-to-apples valuation 

method across firms. 

  

BENCHMARKING RESULT AND IMPACT 

DEFINING THE MARGIN BENCHMARK: 

EBAC = Earnings before Owner 

Compensation (EBOC) is a 

standard margin benchmark 

used in the industry, but it only 

provides a consistent compari-

son for firms where the owners 

are the primary or sole advisors 
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BENCHMARK  
METHODOLOGY 
 

RESULT  
OF THE EBAC  
BENCHMARKING:  
The results of the analysis show that scale 

matters when it comes to RIA profitability, 

and that virtual scale delivered through a 

shared services model can be an ex-

tremely effective approach to drive scale 

and professionalism of the firm.   

 

The Shared Platform Cohort firms reported 

EBAC of 62% of firm revenue on average. 

The remainder of industry benchmarks ex-

perienced EBAC rates from 56% to 58%, 

with Schwab an outlier at 48%. 

The most significant “aha” of the analysis is 

firms that “insource” elements of the front 

and middle offices including technology, 

compliance, reporting, operations, market-

ing, and investment research versus “out-

sourcing” to an integrated provider that 

provides “virtual” scale tend to over-invest 

in personnel and under-invest in their plat-

form. The net result is a higher overall ex-

pense, a lower profit margin and very likely 

a less scalable business model. The data 

from the analysis is most clearly displayed 

in the chart below: the Shared Platform 

Cohort pays more for their state of the art 

platform and consulting services, but these 

higher costs are outweighed by far lower 

personnel costs and other expenses. 

  

The EBAC analysis was completed by Dynasty 

and AGS in early 2018.  

 

Advisor Growth Strategies’ custom bench-

mark consisted of 19 RIAs with firm sizes 

ranging from $300M in AUA to $2B in AUA. 

AGS excluded firms from their database 

where benchmark data was incomplete, 

data was not current, or profitability levels 

were lower than 40% EBAC to eliminate 

less profitable outliers. 

 

The most recent benchmark analysis we 

obtained from Fidelity, Schwab and Invest-

ment News/Pershing and, where neces-

sary, additional information was obtained 

from these firms to provide comparable 

data. Schwab’s definitions were incon-

sistent with the other benchmarking stud-

ies, therefore this comparison is less rele-

vant to the overall study.  

 

15 Dynasty Partner firms were included in 

the Shared Platform Cohort. These were 

the total firms for which Dynasty had suffi-

cient data available and (for breakaways) 

their transitions had been completed. 

These RIAs ranged in AUA from almost 

$200M to over $4.1B. Dynasty Network 

RIAs still transitioning their clients and as-

sets from their prior firm or where financial 

data was not available because the firm did 

not utilize Dynasty’s outsourced CFO ser-

vice were excluded. 
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The fundamental difference in operating 

models between the Shared Platform Co-

hort firms and industry benchmarks is that 

Shared Platform firms leverage the experi-

ence and established scale capabilities 

made possible by the entire network shar-

ing the services, versus Standalone Cohort 

firms hiring and managing employees and 

consultants directly and evaluating, sourc-

ing and negotiating directly with technol-

ogy vendors and other Platform  

pieces to execute and continuously up-

grade and improve elements of the front 

and middle office.  

 

In the Dynasty instance of a Shared Plat-

form, firms pay a “Core” fee in exchange 

for integrated solutions across seven 

“Value Pillars”: Technology platform 

(OCTO), Investment Platform (with  

OCIO as an option), Marketing Support 

(OCMO), Compliance Consulting, Finance 

Support (OCFO), 

Practice Management and Business Plan-

ning, and providing a Community of peers 

with whom to collaborate and share prac-

tices. Dynasty was able to provide firms 

the virtual scale of a +$30B AUA business, 

even though the largest individual firm in 

the study was less than $5B in AUA. 

 

In general, firms within the industry experi-

ence similar costs for all other areas of  

the P&L.  
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SCALE  
IMPLICATIONS  

 

A fundamental hypothesis in our industry is 

a well-managed RIA will expand margins 

as they grow. We were curious whether 

this hypothesis would also play out in the 

case of the Shared Platform Cohort, who 

are already receiving the benefits of virtual 

scale. Interestingly, the results demon-

strate that individual firm scale remains im-

portant even within the context of a 

Shared Platform model. The Shared Plat-

form Cohort firms expanded EBAC as they 

scaled. It seems that firms don’t “grow out 

of” the benefits of virtual scale (at least 

within the size range of firms in the study); 

rather, by continuing to outsource ele-

ments of their middle and back office, firms 

continue to benefit from virtual scale to de-

liver higher and higher margins while re-

ducing their operational and management 

complexity and focusing on delivering the 

highest value services that drive client de-

light and attract new clients. 

 

 

 

This result is quite different than many of 

the industry benchmarks, which often 

show little margin improvement as 

standalone firms grow in scale. Anecdotal 

evidence leads us to believe that RIA own-

ers often overestimate their relative scale, 

underestimate the impact of the direct 

cost of employees, underestimate the diffi-

culty and time required to hire and man-

age non-advisory employees effectively, 

and over emphasize the relative cost of 

technology and outsourcing solutions. As a 

result, RIA firms that in other industries 

would be considered quite small (say, 

$25mm in revenue) mistakenly decide to 

in-source activities that would be more ef-

fectively outsourced instead. 

“…the results demon-

strate that individual 

firm scale remains im-

portant even within the 

context of a Shared 

Platform model.” 
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The percentage difference in EBAC valua-

tion between the AGS Standalone Cohort 

at 56% and the Shared Platform Cohort at 

62% is about 11%. The improvement ver-

sus the broader Stand-alone industry 

benchmarks of 58% (Fidelity and IN/Per-

shing) is about 7%. Even more remarkable 

is the potential impact on relative valuation.  

 

Because RIA valuations are explicitly or im-

plicitly based primarily on a multiple of cash 

flow to the buyer, or EBIT, we have to ad-

just from EBAC to EBIT. To estimate a 

“normalized” EBIT, we subtract an ex-

pected payment to advisors from EBAC. 

Although this amount may vary due to cir-

cumstances at specific firms, for this analy-

sis we assume 35%. Subtracting 35% pay-

ment to advisors results in the AGS 

Standalone Cohort with an EBIT of 21% 

and the Shared Platform Cohort with an 

EBIT of 27%.  

The 11% difference in EBAC becomes a 

29% difference in EBIT and most likely at 

least a 29% increase in valuation. If we as-

sume 40% compensation to advisors, the 

increase in EBIT and valuation for the 

Shared Platform Cohort becomes even 

larger, about 38%. 

 

Isolating free cash flow is not the only de-

termination of firm value. Other factors that 

tend to affect valuation include the sustain-

able growth rate and the professionaliza-

tion and scalability of an RIA’s operations. It 

would be our contention that leveraging 

the professionalization strategy of a state 

of the art technology platform and high 

quality shared services approach would be 

attractive to most buyers because it re-

duces the operational risk in the RIA and 

increases its scalability.  
  

IMPLICATION FOR RIA VALUATION 

Difference in Implied Plat-

form Cohort Firm Value vs. 

Stand Alone AGS Benchmark 
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COMPARING RIA 
GROWTH  

 

 

On the growth aspect of valuation, our 

analysis did not have sufficient data across 

enough firms to provide a data-driven con-

clusion regarding the relative growth rates 

for stand-alone industry players vs the 

Shared Platform Cohort. However, we 

were able to do an in-depth analysis for an 

existing RIA that joined a shared platform 

sufficiently long ago to determine relative 

growth pre- and with a shared platform. 

For this firm, pre-shared platform EBAC 

averaged 64%, while EBAC on the shared 

platform averaged 66%. So the firm was 

already operating at high margins, and  

improved margins slightly despite paying 

for the shared platform. More interestingly, 

revenue growth, which had averaged 9% 

per year doubled to 18% per year once 

joining the shared platform. Our anecdotal 

experience indicates this is not an unusual 

outcome, as advisors and managers of 

RIA firms often find their time unleashed  

to focus on growth instead of being dis-

tracted by mid and back office issues and 

managing non-advisor personnel. In fact, 

industries studies indicate that standalone 

RIAs spend an inordinate amount of time 

on unproductive middle and back office 

administrative activities as the chart  

below shows: 

IMPLICATIONS 
 

Key Implication #1: Outsourc-

ing and Shared Services are 

likely to predominate in the 

RIA industry, much like many 

other industries.  

Most industries successfully identify those 

areas that require “expert scale” and are 

not central to the core value proposition. 

Companies then outsource these tasks to 

shared services providers. Even the larg-

est, most sophisticated companies in the 

world outsource significant amounts of 

their activities. In the case of RIAs, it is evi-

dent that four factors argue for outsourc-

ing of a significant amount of the middle 

and back office elements of the business.  

 

First, the primary value proposition (based 

on client surveys) of most RIAs is their 

close relationship with clients, so this is 

strategically where most time and effort 

should be spent.  

 

Second, various studies show that most 

RIAs tend to spend significant amounts of 

time on middle and back office activities 

(including investing activities) rather than 

serving existing clients and developing 

new ones. Cerulli’s 2017 analysis showed 

that only 52% of RIA time is being spent on 

client-facing activities while 28% is spent 

on administrative activities.  
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Third, proficient outsourcing options have 

now emerged in the RIA industry, allowing 

RIAs to cost-effectively outsource various 

middle and back-office functions including 

technology, finance, marketing, invest-

ments, etc.  

 

Fourth, even the very “large” RIAs, those 

with greater than $10B of assets and 

$30M or more of revenue, would be con-

sidered quite small businesses in most 

other industries; the concept that these 

businesses have realized “scale” may be a 

little short sighted as we are still in the early 

innings of the industry’s evolution. For even 

smaller RIAs of $1-2B in assets, choosing 

to not outsource elements of their platform 

or firm operations may prove to be limiting 

their success. 

 

The primary question existing RIAs owners 

should consider is: “What is the highest 

and best use of our time? Are we better 

off partnering for those activities that oth-

ers can provide more expertly, and focus 

on those activities that our clients value 

and drive client and asset growth?” The 

metrics and results of this analysis show 

that outsourcing activities to shared plat-

form firms tends to drive improved mar-

gins and, likely, faster growth driving signifi-

cantly higher firm valuations. 

 

The most profitable and fastest 

growing RIAs wil l be the out-

sized winners as the RIA indus-

try consolidates.  

There is little debate in the RIA industry that 

increased competition, regulatory pres-

sures, and the value of scale for operating 

and marketing advantage will drive signifi-

cant further consolidation. Despite this 

consensus, it is our view that conventional 

wisdom underplays how significant this 

consolidation will be. We expect that over 

the next decade a dozen (or more) 

greater than $100B asset RIAs will emerge 

and compete nationally. 

 

 

 

Our observations of consolidation dynam-

ics in other industries tells us that the firms 

that end up the sustainable “winners” will 

succeed, in part, because they 1) are able 

to maintain higher operating margins than 

their peers, allowing them to invest more 

significantly back into their business, 2) are 

able to define their value proposition very 

clearly and relentlessly focus on delivering 

and improving it, and 3) remain clear-eyed 

about which activities to outsource to oth-

ers to minimize operational distractions.  

 
  

“The metrics and results of this analysis show that 

outsourcing activities to shared platform firms 

tends to drive improved margins and, likely, faster 

growth driving significantly higher firm valuations.” 
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In the RIA industry, this translates into 

maintaining a high EBAC, defining and 

evolving the value proposition demanded 

by clients, and selecting the most lever-

age-able outsourcing and shared services 

partners that minimize distractions and 

maximize firm professionalization.  

 

One common way to improve productivity 

is to increase focus on process “best prac-

tices”. The firms that enhance productivity 

are ones that have repeatable processes 

within the client experience and within their 

firm operations. However, RIA firms often 

don’t have deep capabilities in business 

management and can struggle with de-

signing and executing efficient workflows. 

Hiring and managing full-time staff with re-

quired expertise is likely a risky investment. 

Therefore, leveraging shared talent or, per-

haps, hiring consultants on a project basis 

may be the preferred solution. 

 

Implementing technology is another ap-

proach to improve productivity. The indus-

try’s CRM, reporting, trading, and planning 

technology solutions have improved mark-

edly in the last five years and this trend is 

expected to continue. However, most of 

these offerings are stand-alone solutions, 

with little if any true integration. And, RIA 

owners typically don’t have deep technol-

ogy backgrounds, nor can most RIAs af-

ford a quality, full time Chief Technology 

Officer to continually evaluate and inte-

grate technologies. Again, leveraging a 

shared services model where technology 

expertise is outsourced to firms that are 

expert in developing and integrating tech-

nology platforms cost efficiently can pro-

vide an attractive solution.  

 

RIAs that don’t have ambition  

to be one of the future National 

RIAs can benefit from the “vir-

tual scale” that comes from  

leveraging shared services  

providers. 

 

Even modest-sized RIAs that want to grow 

and succeed in the future must find the 

optimal path to professionalizing their busi-

ness. The results show that, although 

EBAC margins grow with scale, an equiva-

lent-sized firm operates with higher margin 

(and probably higher growth as well) lever-

aging a shared platform. We use the term 

“virtual“ or “synthetic” scale. For example, if 

a $1B AUM RIA contracts with a $50B AUA 

shared services firm, they receive many of 

the benefits of scale and expertise as 

though they themselves were a $50B firm. 

Because of this virtual scale effect, we an-

ticipate that the RIA industry can remain 

relatively competitive for medium-sized 

firms that avail themselves of these ser-

vices. 

 

Since many of the shared platform provid-

ers in the RIA industry are still relatively 

new, we postulate that we are still at the 

“early adopters” stage of the service. The 

determinants of eventual penetration of 

the shared platform model include the im-

pact on profitability, impact on growth, and 

impact on business control; each of these 

argue for eventual high penetration for 

shared services providers. 

 

In an increasingly competitive and consoli-

dating RIA industry, the status quo may not 

be sustainable. RIAs should ask them-

selves the question: “Even though we 

have a successful firm today, is there a 

path to being even more successful, more 

sustainable, more valuable? What should 

we consider outsourcing versus doing  

ourselves?” 
  

“Since many of the 

shared platform pro-

viders in the RIA indus-

try are still relatively 

new, we postulate that 

we are still at the 

“early adopters” stage 

of the service.” 
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