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The Hiring Dilemma
A Guide to “When, Why and How”
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Hiring a new employee is no small decision. In many respects, it’s
nothing less than a leap of faith—a deep confidence that: a) a jump in
compensation and related expenses will be rewarded with future asset
growth and productivity gains; and b) any increase in fixed expenses
won’t materially burden profitability during cyclical market declines.

At its core, however, it is the belief in
self and an advisor’s partners. It is a
conviction that in working together,
with a sound plan, advisors can
build something bigger and more
meaningful. In this white paper,

“The Hiring Dilemma,” we examine

the many critical decision points that
advisors face when contemplating

additional staff, addressing a number

of important questions, including:

@ “When do | know it’s the
right time to hire?”

“What do | need to consider
before hiring a new employee?”

@ “What is the best strategy
for adding staff?”
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When to Hire

While the decision to pull the trigger on adding headcount may be a difficult one, there are
clear signs when the time has come for hiring additional staff. Here are some of the most
common indicators that an advisor’s practice needs more hands on deck.

Higher value employees are spending too Customer service is

much time on lesser value tasks. deteriorating.

There are numerous
ways that customer

service can slide, from
increased response
times and delays in
problem resolution to

b /
a poorly maintained
Web site and lagging
communications. If poor
servicing persists, clients

and their assets will flee.
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Staff is overworked. New demands emerge. Plans for expansion.

New responsibilities and requirements
can emerge from a changing regulatory
and technological landscape that cannot
always be absorbed by existing staff.
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Measure Twice, Hire Once

Once advisors have made the determination to hire additional staff, they may want to use this
opportunity to re-evaluate the division of labor among employees, establish clear career paths
and ponder how best to fill the open position.

Let’s take a look at two scenarios in which this multi-dimensional decision approach can help
foster more optimal hiring decisions, while improving career mobility for existing staff.

SCENARIO 1

Post-CAPM Investment Advisory, Lee T., Principal and
Owner, $110 Million AUM

Lee’s practice has grown nicely in the 30 years since he founded his advisory firm; however, backing out market
appreciation, asset growth has been flat in the last three years, while the number of clients is up only marginally.

Consequently, Lee has decided to start marketing his services more aggressively. He understands that the nature
of reaching prospects has changed radically since he first entered the business, leading him to the conclusion that
he needs to hire someone familiar with social media marketing and Web site management, as well as managing
electronic communications plans.

His initial thought was to reach outside to find someone with social media marketing skills and experience. After
more careful reflection, he remembered that Randi, a college grad he hired a year ago to help with the back office,
runs her own online business selling her artwork.

Rather than bringing an unknown quantity from the outside to manage his social media efforts, Lee offered Randi
the new position and, thanks to some new technology upgrades, Randi’s existing work was distributed among the
other staff members without a material increase in individual workload.

SETI Financial, Demora S., Principal and Owner,
$53 Million AUM

Demora was fortunate to have founded her financial advisory practice 12 years ago in a vibrant community that has
seen a sharp rise in the number of highly-compensated professionals and technology workers. This has led to strong
growth in assets and clients, but it has begun to stretch the limits of current staffing. Demora understands that an
increase in staffing is needed in order to continue growing and provide the exceptional level of service for which she
is known.

Demora has identified her top hiring priorities: a junior advisor, an operations person and a dedicated receptionist.
Three hires represent a big jump in fixed costs; however, she feels that unless she increases staffing, her practice will
stagnate, and potentially even shrink, over time.

In speaking with industry peers about her staffing challenges, she realizes that hiring three additional permanent
employees is not her only option. After learning what other advisors have done to accommodate practice growth,
she decides to hire that junior advisor, and contract out the operational duties and receptionist function to an
outside service provider. This not only keeps fixed costs from rising too much, but it also allows her to redeploy
existing staff to marketing and client service initiatives.

As the above two examples illustrate, there are different staffing strategies for addressing the specific challenges
and opportunities of a growing practice. In the remaining insight, we will explore the staffing options advisors have
and how an advisor might best apply them to his or her specific set of circumstances.
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Buy or Lease: Evaluating the Best Way to Fill a Position

Adyvisors have two basic options for meeting their staffing needs: hire a permanent employee

or engage a contract worker.

The rules and regulations that govern
what defines a full-time employee and an
independent contractor are not always clear
and may be defined differently by federal
agencies—the Department of Labor (DOL) and
Internal Revenue Service (IRS)—and the state in
which an advisor does business.

For example, at the federal level, the IRS
common law rules test references 20
factors that help identify whether a worker
arrangement is considered an employee or
independent contractor relationship. It groups
these factors into three broad categories:

Behavioral

Does the company control or have the right
to control what the worker does and how the
worker does his or her job?

Financial

Are the business aspects of the worker’s job
controlled by the payer (e.g., how the worker
is paid, whether expenses are reimbursed, who
provides the tools/supplies, etc.)?

Type of
Relationship

Are there written contracts or employee-
type benefits (e.g., pension plan, insurance,
vacation pay, etc.)? Is the work performed

a key aspect of the business?

This determination can become more complicated because the DOL applies its own standard
for employment relationship by invoking an “economics reality” test that reviews, among other

things: to what degree the functions are essential to the business; the impact an employer may
have on the profits and losses of an independent contractor; and the level of skill, judgment
and initiative involved in the job performed by the worker.
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The advantages and disadvantages of full-time employees and independent contractors are such that there is no universal “right choice.” Rather, the best

option may depend upon the individual circumstances and preferences of the advisor.

Independent Contractor Permanent Employees

Easier and quicker to hire and fire

Greater control over worker’s output and quality of work
product

Not required to pay benefits, FICA taxes, workman’s comp,

unemployment insurance, etc.

More loyal to employer

Ideal for project-specific, short-term assignments*

Greater commitment to work product

Can “test drive” potential permanent hires

Advantages

Employees are more familiar with practice’s systems,
operations, products and services, making them more
productive

May offer skills not readily available

When hired through a temporary staffing agency, advisors
are relieved of a number of responsibilities, including finding

candidates, background checks, payment functions, etc.

May cost more than full-time employee on an hourly basis

May be more expensive due to costs of benefits, taxes, training,

professional development, etc.

needs

Since independent contractors can set their own time and may
work for others, availability may not always fit with advisor’s

More difficult to fire

Revolving door of independent contractors may be less
productive over an extended period*

Disdvantages

Requires substantial time and effort to hire, including screening
resumes, interviewing and performing due diligence on
potential candidates

Independent contractors may not be as loyal as permanent

employees

Requires office space

* By law, independent consultants are limited to 1,040 hours of work annually (about four months of full-time work) for any single employer.

In view of the competing pros and cons of permanent employees versus independent contractors,
it might be most appropriate to:

Hire an independent contractor when...

an advisor’s needs are short-term, the work doesn’t require much
supervision, the duties demand a particular expertise—like Web site
development—or the work requires only several hours a week, such as
certain administrative tasks.

Hire a permanent employee when...

the need is likely to be long-term, the work needs to be done under
supervision, the advisor wants to exercise control over the prioritization
of a worker’s hours and projects, the work is essential to the business,
and where the impact on clients and profits is consequential.




THE HIRING DILEMMA

An Alternative—Outsourcing

secssee

.
>

€S ‘@a .||||‘ ,*J

v

secccscone —

__,_]_Ihx_

Though hiring is often viewed as a binary decision (permanent employee or contractor), in many

instances there may be a better alternative—outsourcing the work.

Outsourcing work accrues to the advisor many
of the benefits of an independent contractor
(e.g., no benefits, no tax or insurance payments,
and reduced paperwork), while maintaining
employee-like control over quality and
prioritization through the power of being a

customer of the service provider.

Many core functions in an investment advisory
practice can be outsourced, from social media
and Web
administrative and operational duties, and there

marketing management  to

is no shortage of providers who can competently

A prime example of this outsourcing option is
American Portfolios’ Virtual Administrative
Services program, in which subscribing advisors
can work with a dedicated “virtual administrative
assistant” to perform a wide variety of otherwise
time-consuming tasks, including client meeting
preparation, new account openings, completing
client proposals and service agreements, and
managing operational and maintenance items,
among other responsibilities.

Given the economies of scale these outsourcing
service providers have, advisors may find that

assume these functions. outsourcing is more cost effective than hiring

an employee or independent contractor.

The Internship Solution

While the summer months tend to be among the slowest of the year in the investment
advisory business, it is also true that the bulk of a practice’s staff is likely to choose these
months to take their vacation time.

For some advisors, hiring a summer intern may be the preferred solution to a temporary hiring need, while others find reward in performing a valuable
social service by providing a member of the next generation of workers with real-world experience.

Before hiring an intern,

advisors should be 20 L LRI e TS

to keep an intern
engaged over the
course of the internship?

Will the position be
an opportunity for the
intern to learn?

able to answer three
key questions in the
affirmative:
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Finding an intern can be done in several different
ways, including:

Networking with Clients

Working with Local Colleges

Tapping into the American Portfolios-VEI Internship Program

An advisor who establishes an internship may be wondering if it should be a paid internship or an unpaid one. The ethics of offering unpaid internships is
an issue on which reasonable people will differ, but advisors should know that the DOL applies a strict “primary beneficiary” test to unpaid internships that
includes, among other factors, the extent to which the internship is tied to the student’s educational program and whether it provides beneficial learning.

No matter the path you take to fulfill your staffing needs, it’s important to realize that, first and foremost, there are options available to you. Such a decision is
a potential commitment and investment, so take your time exploring the options, speak with others who have been in similar situations, and choose the course
that best suits you, your practice and your clients.

Kimberly A. Branch, CFP® - 631.439.4630

The views in this commentary do not necessarily represent those of American Portfolios and are not intended as specific investment advice. Information has been obtained from sources believed to be reliable and are subject to change
without notification. The information presented is provided for informational purposes only and not to be construed as a recommendation or solicitation. Investors must make their own determination as to the appropriateness of an
investment or strategy based on their specific investment objectives, financial status and risk tolerance. Past performance is not an indication of future results. Investments involve risk and the possible loss of principal.

About American Portfolios

Headgquartered in Holbrook, New York, American Portfolios Financial Services,
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Inc. (APFS) is a full-service, independent broker/dealer and member firm of wpany supports independent i p of A
FINRA and SIPC, offering a complete range of financial services, includi and jstered hroughout the nation.

personal. ial and lanni; ies trading, mutual funds,

aceess 1o i research, long care pl i products American Portfolios has numerous recognitions by a number of industry

and tax-free investing. Fee-based asset management is offered through its sister
subsidiary, American Portfolios Advisors, Inc., (APA), an SEC Registered
Investment Advisor. Both entities, along with technology entity American
Portfolios Advisory Solutions, LLC, collectively reside under the legal entity
American Portfolios Holdings, Inc. (APH). Full-service securities brokerage

is available through a clearing firm relationship with Pershing, LLC, a BNY
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publications and izations. Such acknowled includes: multiple
Broker-Dealer of the Year* (Division III) wins by Investment Advisor magazine;
multiple finalist and award wins by WealthManagement.com Industry Award
in multiple categories**; Corporate Citizen of the Year by Long Island Business
News; multiple top placements as one of the Best Companies to Work for in

the state of New York by the New York State Society for Human Resources

Management (NYS-SHRM) and the Best Companies Group (BCG); and one
of the Top Long Island Workplaces by Newsday.

*Based on a poll of registered rep jves conducted by Ir Advisor
magazine. Broker/dealers rated highest by their representatives are awarded
"Broker/Dealer (B/D) of the Year."

**Wealthmanagement.com Industry Award finalists are selected by a panel of
independent judges made up of subject matter experts in the industry. Award is
based on support provided to AP affiliated people and does not reflect public

customers nor their account performance.
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