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The firm I started working for as a financial advisor 
had a blue compensation manual. It was about 2 
inches thick, because every product (and they were 
all proprietary) had its own complicated formula to 
determine both compensation and production. 

“Production” was short for Total Weighted Production, 
yet another proprietary creation used only by one 
company. One advantage of this metric (for the 
company) was that it was hard for recruiters from 
other firms to figure out how much business an 
advisor actually generated! At some point shortly 
after 2000 the company switched to industry standard 
Gross Dealer Concession and it turned out that $1 of 
GDC was equal to about $33 of TWP. So a $1Million 
producer (TWP) was actually generating about 
$30,000 of GDC. That one example stands in for 
the general mess that makes up traditional advisor 
compensation systems.

Regardless of the measurement system, most financial 
services professionals actually operate on the oldest 
compensation plan in the world: Eat What You Kill 
(EWYK). This makes sales managers happy because 
producers have an incentive to produce more, and it 
makes good salespeople happy because they can make 
more money if they sell more. 

However, the list of what it doesn’t do is long:

 EWYK doesn’t foster collaboration amongst  
 colleagues

 EWYK doesn’t encourage good client service  
 over long relationships with clients

 EWYK doesn’t build enterprise value in a firm

According to the 2017 Investment News Adviser 
Compensation & Staffing Study*, the most successful 
firms (Enterprise and Super Ensembles) pay virtually 
all advisors a salary. The purpose of salary is to 
compensate professionals for their work, reward them 
for collaborating on behalf of the firm’s clients, and  
incent them to participate in committees, task 
forces, and project groups. In other words, much of 
the important work done by professionals in an 
ensemble simply wouldn’t generate any EWYK 
income. 

Since clients are connected to the firm and not 
exclusively associated with the advisor, it wouldn’t 
even be possible to figure out how much revenue is 
directly attributable to the service professional. Lead 
advisors, service advisors, paraplanners and 
receptionists all surround the client with service and 
advice. Human resources, accounting, compliance, 
planning and investment departments all support the 
clients in the background. I suppose you could track 
phone calls and pay $50 per call, or $100 per hour 
of face time. But EWYK simply doesn’t make sense 
in an ensemble. Thus the salary is among the largest 
sources of advisor income.

While firms want to align compensation with the 
ensemble approach to client service, they do find it 
valuable to incent successful business development 
and revenue growth. Our company has developed five 
elements of compensation to provide above average 
income to our advisors, align the business’s and 
advisors’ interests, and reward individual results. 
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Salary is benchmarked to industry surveys such as the Compensation and Staffing Study and is 
commensurate with servicing the firm’s clients.

Team bonus is the second element. Team bonus is based on the quarter over quarter growth of 
revenue and allocated amongst the entire client service team with an easy to understand and 
transparent formula.  

3 An individual bonus is paid to advisors for sourcing new clients to the firm regardless of whether 
the client will be served by that advisor in the future or not.  

You may choose to integrate some or all of these elements in your own compensation plan:
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Dividends are paid to partners according to their ownership allocation. Of course this can just look 
like an unobtainable treasure in the absence of a career path which includes ownership opportunity. 
All of our advisors know exactly where they are on a multi-level career path which includes 
increasing tranches of equity available. 

The final and possibly most lucrative element of compensation is the growing value of equity in an 
ensemble firm. Of course this compensation is not realized until a liquidity event, but for many of 
our partners, firm equity is their most valuable asset. 

Investment advice offered through CX Institutional™, a registered investment advisor. 

info@cxinstitutional.com cxinstitutional.com269 532 1901

John Knowlton, CFP® is Managing Director – Corporate Development for Credent Wealth 
Management, a RIA with locations in Michigan, Indiana, and Texas.

We have come a long way from a multi-dimensional compensation grid to calculate TWP! We believe that 
compensation is the primary driver of behavior in the workplace for advisors.  Therefore, thinking carefully 
about how to align advisor income with the interests of clients first and the firm second can really pay off.

*See pages 13-21 for a detailed compensation discussion.


