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A higher degree. A higher purpose.
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Small Business Administration statistics indicate that 20% of small businesses fail within
the first 2 years and 50% fail within 5 years. The purpose of this case study was to explore
the success factors and strategies of 12 small business owners of independent financial
planning firms who achieved profitability beyond 5 years. The conceptual framework was
entrepreneurship theory and Porter’s five forces model of competitive strategy. The data
gathering method included semistructured interviews and analysis of business artifacts such
as websites and newsletters. Initial coding of the responses preceded an analysis of recurring
patterns and themes. The major themes identified were: technical training is necessary but
not sufficient for success; planners need training in business creation, operations, and
marketing; differentiation is important and is achieved by specialization. Developing
internet websites proved to be the most effective approach to attract new clients. These
results provide information to people considering starting or maintaining a small business,
providers of professional education and training, and business leaders seeking to improve
recruitment and retention of financial planning employee retention. Implications for positive
social change include providing information to policymakers who seek to support small
businesses to mitigate small business failure rates, expand job creation, and provide sources
for financial guidance for American employees.
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Introduction

The 21st century began with a series of various crises. After nearly a decade of economic downturns,
the United States economy began to grow again in 2009 (International Labor Organization, 2009).
Government policy makers and institutional leaders around the world have heralded the small
business sector as a primary force leading economic recovery. Small businesses are integral to
economic growth, and their success is important, but the number of small businesses is declining
(Small Business Administration [SBA], 2014). In the United States, the small business sector
represents 99.7% of all businesses and accounts for 60% of net new jobs with 75% of small businesses
being self-employed individuals (SBA, 2014). While business starts each year number almost
500,000, less than half survive 5 years or more (SBA, 2014).

The financial services industry is not immune to economic declines. The industry in the United
States includes more than 16,000 companies with combined annual revenues of more than $30
billion (First Research, 2014). Large firms dominate the industry with 50 of the largest companies
accounting for half of the revenue. Trends in the number of financial planners in the United States
have followed the national economic trends. The number of professional financial planners leveled off
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during the financial crisis of 2008—2009 but began to rise again in 2010 (First Research, 2014).
Forecasts for the financial industry are positive with predictions of annual industry growth of 8%
between 2014 and 2018 (U.S. Bureau of Labor Statistics, 2013). The important drivers for growth are
(a) energy prices, (b) technology innovation, (¢) commodity prices, and (d) the growing number of
female clients (First Research, 2014). This level of growth will require additional financial planning
professionals (First Research, 2014) and will create opportunities for the creation of independent
financial planning firms. Individuals who are considering starting a business may benefit from an
understanding of successful strategies used by others.

Small business owners need business strategies that differ from those of large firms, but owners
often lack training in business and marketing strategies. Specifically, financial planners are trained
to provide planning services that include topics such as (a) debt reduction, (b) asset accumulation, (c)
college savings, (d) retirement, (e) estate planning, and (f) tax planning (see Certified Financial
Planning [CFP] Board of Standards website: http://www.cfp.net). The training is rigorous and
focused on technical expertise but does not include marketing techniques or business operations.
Individuals who attempt to start a business without sufficient skills suffer a high risk of failure
(Luca & Cazan, 2011).

In addition to training needs, financial planners face challenges from many sources. New and
complex investment products may be difficult to understand, and small business owners often find
staying abreast of innovations difficult (First Research, 2014). In addition, financial advisory firms
are subject to regulation by at least three regulatory bodies: the Securities and Exchange
Commission, the Financial Industry Regulatory Authority, and the individual states in which they
operate. Moreover, increased regulatory oversight such as the Dodd—Frank Wall Street Reform and
Consumer Protection Act of 2010 adds additional levels of scrutiny and an overhead burden that
small firm owners find difficult to meet (First Research, 2014).

Increased competition for financial planning firms comes from many sources. The passage of the
Gramm-—Leach—Bliley Act of 1999 created the opportunity for bankers to offer investment and
insurance services along with commercial banking. In addition, accountants and other professionals
are increasing their capacity to provide financial planning advice. Furthermore, free online tools
serve the needs of some clients who favor technology over personal advising. Financial planners need
to be aware of the competitive forces that affect their industry so they can develop strategies to help
establish and maintain their position in the industry (Porter, 1980).

Purpose

The purpose of this qualitative case study was to explore the success factors and strategies of 12
independent financial planning small business owners who achieved profitability and had been in
business for more than 5 years. The intention was to understand the success factors and strategies
that helped the owners maintain their businesses despite a highly volatile economy. The owners
comprised seven women and five men in the New York City, New York, area, the number of
employees in their respective firms ranged from one to five, and the experience of the business
owners ranged from 5 to 30 years in financial planning. Personal, in-depth interviews were recorded,
and data were gathered from business brochures and advertisements. The participants verified the
accuracy of their transcriptions. The results of this study contribute to business practice by providing
information to individuals who are considering starting a financial planning firm and to managers
who want to improve recruitment or retention of financial planners. The findings contribute to social
change by assisting policy makers in formulating policies that mitigate small business failure rates,
thus contributing to new job creation and national economic growth.
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Conceptual Framework

The basis for this study was entrepreneurship theory combined with Porter’s model of competitive
strategy. Entrepreneurship, a developing field with no unique originator, focuses on business
creation and innovation (Andersen, 2012). Strategic management includes the study of how
businesses grow and are maintained over time. Porter (1980), one of the pioneers in strategy, studied
why some firms’ owners are able to grow their organizations while others fail. Further, Porter
argued that for firms to outperform others, owners needed to implement one of three strategies: (a)
cost leadership, (b) differentiation, and (c) focus, or a combination of these. This study combined the
two concepts, both of which contribute to an understanding of how small business owners of
independent financial planning firms can achieve profitability and maintain a business for more
than 5 years.

Literature Review

This section includes a brief review of studies relating to entrepreneurship and Porter’s five forces
model of strategic management. The discussion focuses on how the theoretical concepts apply to
small business owners of financial planning firms.

Entrepreneurship and Personality Traits

In an attempt to increase the creation of new businesses with resulting increases in employment and
economic development, government leaders, institutional managers, and academic administrators
have attempted to find ways to encourage the development of new entrepreneurs (Arthur & Hisrich,
2011; Caliendo, Fossen, & Kritikos, 2014). One popular approach was developed by psychologists and
involved a five-factor personality model including (a) extraversion, (b) openness to experience, (c)
emotional stability, (d) agreeableness, and (e) conscientiousness (McCrae & John, 1992).
Surprisingly, when economists attempted to apply the model, they had mixed results and found only
the first three traits were good predictors of becoming an entrepreneur; conscientiousness and
agreeableness were strong predictors of business failure (Caliendo et al., 2014). Other factors were
found to be associated with successful entrepreneurs.

Studies show that entrepreneurs, while commonly described as fearless risk takers, are individuals
who recognize risks and cautiously deal with them (Caliendo & Kritikos, 2012). Entrepreneurial
behavior includes taking initiative, creating and organizing mechanisms to achieve objectives, and
accepting the risk of failure (Arthur & Hisrich, 2011). Entrepreneurs have a need to achieve
something or to create something new (Arthur & Hisrich, 2011). They have a passion for what they
do (Cardon, Gregoire, Stevens, & Patel, 2013).

A popular belief is that business owners’ primary motivation is the desire for financial rewards
(Carter, 2011). Studies show, however, that almost all entrepreneurs exhibit a high degree of
autonomy even though it may require a tradeoff with financial rewards (Caliendo & Kritikos, 2012).
Croson and Minniti (2012) found that self-employed individuals were willing to accept lower income
in exchange for the psychical benefits anticipated. Carter (2011) found that flexibility and job
satisfaction were important forms of compensation for entrepreneurs.

These studies contribute to our understanding that entrepreneurial motivations are complex.
Entrepreneurs are extraverts who are open to new ideas and have the emotional stability to deal
with uncertainty. They are individuals who have a need to achieve, a high degree of autonomy, and a
passion for what they do.
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Human Capital and Entrepreneurship

While many people express a desire for entrepreneurship and may exhibit entrepreneurial
personalities, few are successful (Arthur & Hisrich, 2011). Luca and Cazan (2011) posited that those
who fail may lack the skills to succeed or the knowledge and ability to identify markets, conduct
effective marketing, and understand tax laws. They may lack sufficient human capital (Solomon,
Bryant, May, and Perry, 2013).

Human capital includes (a) formal education, (b) training, (c) work experience, (d) parental
background, (e) skills, and (f) knowledge (Unger, Rausch, Frese, & Rosenbusch, 2011). Block,
Hoogerheide, and Thurik (2013) determined the higher an individual’s level of the education, the
higher the probability that the individual will start a business. Van Praag, Witteloostuijn, and Van
Der Sluis (2013) investigated the effects of formal education on income returns for entrepreneurs as
opposed to employees. The researchers found there were on average between 2% and 13% higher
returns for each year of formal education for entrepreneurs compared to employees (Van Praag et al.,
2013).

While these studies have explored the effects of education in general, many policymakers promote
entrepreneurial education, assuming that individuals can learn entrepreneurship skills regardless of
personality characteristics. However, studies on the relationship between entrepreneurial education
and successful entrepreneurship have yielded mixed results. Von Graevenitz, Harhoff, and Weber
(2010) found that an entrepreneurship education was valuable in determining more clearly whether
students were suited to entrepreneurship. While training may not increase entrepreneurial ability, it
may help to minimize failure on the part of those who are uncertain about their ability.

Business Survivability

The motivating factors and characteristics that drive business startup may not be the same as those
that contribute to business survivability. Many researchers have analyzed the factors contributing to
small business survival with interesting results. Mayer-Haug, Read, Brinckmann, Dew, and
Grichnik (2013) found that planning was more important than entrepreneurial skills. Coleman,
Cotei, and Farhat (2013) found that financial capital at startup was the most important factor in
business survival. Sok, O’Cass, and Sok (2013) found that the relationships among marketing,
innovation, and learning capabilities created a synergy that prevented competitors from imitating
the firm, thus enhancing marketing outcomes. Ayala and Manzano (2014) emphasized
entrepreneurial resourcefulness as important to survivability. Solomon et al. (2013) found that
cognitive skills were not sufficient for business success but that technical assistance in marketing
and financial planning had a positive impact on business growth and success. Porter’s approach
provided an analytical model that addressed survivability from a different perspective.

Porter’s Model of Competitive Strategy

Porter (1980; 2008) concluded the business environment contains five competitive forces that must
be analyzed: (a) entry barriers, (b) supplier power, (c) buyer power, (d) threat of substitutes, and (e)
competitive rivalry. Porter’s (1980) fundamental premise was that business owners need to
differentiate their businesses from others in their industry. Porter (1980) advised that firm owners
could overcome competitive forces by choosing one of three broad strategies: overall cost leadership,
differentiation, or focus. Cost leadership stresses efficiency and high volume, differentiation stresses
innovation, focus stresses focusing on a particular market segment and may include cost leadership,
differentiation, or both. Should firms fail to choose a strategy in at least one of these dimensions,
they would be in a poor strategic position to achieve and maintain profitability (Porter, 1980).
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Porter’s model has helped businesses in a variety of industries including manufacturing, retail, the
hotel and food industries, as well as the service sector (Dobbs, 2014; Oraman, Azabagaoglu, & Inan,
2011). Business strategists need analytical tools to determine ways to keep up with changes in an
industry as a whole. Porter’s model has proved to be an effective tool for business analysts in many
cultures and is applicable to financial planning firms.

Need for Financial Planning

One of the serious outcomes of the financial crisis of 2008—2009 was the erosion of confidence of
consumers concerning financial institutions (Hansen, 2012). However, the need for financial
planning remains. The complexity of financial products can be overwhelming to consumers who have
become more cost-conscious as a result of increased competition and the global slowdown (Nejad &
Estelami, 2012). The CFP Board reported that in 2012, 28% of American households used a financial
planner or adviser and more were likely to do planning in the future (Certified Financial Planner
Board of Standards, 2013). In an empirical study, Marsden, Zick, and Mayer (2011) found that
individuals who worked with an adviser engaged in goal setting, calculated retirement and other
needs, accumulated increased emergency funds, and had increased confidence in meeting their
financial goals. In another study, Hunt, Brimble, and Freudenberg (2011) found that when clients
had a trusting relationship with their financial planner, the clients felt more enabled to make good
financial decisions. When individuals actively engage in setting goals and identifying strategies,
their lives are enhanced (Irving, 2012). Successful financial planning firms are those that forge
strong relationships with their clients. Projections (U.S. Bureau of Labor Statistics, 2013) show the
need for financial planners will increase in the coming years. Those who prepare well for the future
may reap the benefits of forming their own firms. The results of this study may provide detailed
information from others who have survived in spite of turbulent economic times. It may also provide
managers with information they can use to understand who to motivate and retain their employees.

Methodology

The primary research question that guided this study was, “What are the success factors and
strategies of independent financial planning small business owners who have achieved profitability
and have been in business for more than 5 years?” Personal, semistructured interviews with 12
small business owners of financial planning firms were conducted, and client newsletters and
organization websites were examined. The participants included seven women and five men. All
businesses existed for more than 5 years and the number of employees ranged from one to five. The
firms met the criteria for defining a small business according to the SBA; that is, firm revenues were
less than $35.5 million, and the number of employees was less than 50.

A literature review of peer-reviewed studies yielded a basis for theoretical propositions relating to
the primary research question. Following an approach described by Yin (2014) who encouraged the
use of guided conversations, a list of open ended questions was used for the interviews. When the
interviews were complete, the responses were coded to protect privacy (participant names were coded
as P1, P2, ..., P12), and NVivol0 (QSR International) software was used to assist in identifying
recurring words and phrases, and, ultimately, common themes. Table 1 contains the questions,
theoretical propositions, and recurring themes.
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Table 1: Interview Questions, Theoretical Proposition, and Coded Themes

Number Participant question Theoretical proposition Rationale/Coded theme

1. Please describe when and Entrepreneurial Desire for independence, desire
how you decided to start characteristics and to help people, love financial
your own business. motivation planning

2. Please describe your Specific business skills CFP Training, work experience,
education, training, and needed or acquired personal communication skills
skills that enabled you to
maintain profitability.

3. How do you differentiate Business differentiation  Fee structure, guidance only,
your firm from your characteristics customized service
competitors?

5. How do you perceive the Use of social media Website is essential
value of social media or the
use of a company website?

6. What advice would you give  Advice to others Credentials are crucial,
another financial planner business/marketing plan,
who was considering experience, personal
embarking on opening a characteristics, cash reserve
small business? What skills
or specific training would
you recommend?

7. What else, if anything, Other insights Take care of clients/add value,

would you like to add to our

conversation about the
success factors and
strategies related to your
business’ survival during
the first 5 years?

have a game plan, be flexible, be
true to self, have heart

Theme 1: Motivation for Starting a Business

A common popular belief is that individuals start businesses because of a desire for financial
rewards (Carter, 2011), but the majority (75%) of the participants in this study stated that they
started their business primarily because they wanted to be independent. This finding aligns with
studies by Carter (2011) and Caliendo and Kritikos (2012) who found that self-employed individuals
sought psychic rewards and were even willing to trade autonomy for financial rewards. P4 explained,
“Part of it is a matter of need. I view myself unemployable. I've been a partner in several . . . firms
and I really love and thrive on doing my own thing.” P5 stated, “It was an easy decision in the sense
that there was not a single firm that I could find that I would want to work for because I'm very
particular in how I think a financial planning firm should be run . .. I couldn’t find all those things.”

Theme 2: Education, Training, and Skills Needed or Acquired

The participants in this study emphasized the need for technical training, marketing, and
communication skills. All 12 of the interviewees stated that they obtained CFP certification prior to
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starting their business. In addition to obtaining CFP certification, all participants had
undergraduate degrees, and four had advanced degrees. The participants were unanimous in the
belief that credentials and training were prerequisites for success. This finding aligned with studies
showing there is a strong positive relationship between human capital and business success (Block et
al., 2013; Unger et al., 2011).

Few of the participants had initial training in business operations and marketing. All 12
participants acquired this knowledge by working in the financial services field prior to starting a
business. The business owners found that work experience helped to fill the gap in their training. As
P3 stated, “The only thing they do not teach you in financial planning is marketing.” This finding
aligns with those of Aldrich and Yang (2013) who concluded that working as an employee could
provide individuals with specific habits and routines that could prove valuable, and previous
experience was an important factor in entrepreneurial success.

Only one participant had developed a strategic plan prior to starting the business, and three
participants stated they had developed a one-page, cash flow summary. The remaining interviewees
relied on prior work experience and strong communication skills, developing their business skills by
self-study, or, as P3 stated, “I evolved by trial and error.”

Three participants stressed the need for a cash reserve large enough to cover the first few years. All
participants mentioned the need for resilience and perseverance, especially in the beginning when
revenues are likely to be small. These findings support those of Ayala and Manzano (2014), who
found that entrepreneurial resourcefulness was critical for survival.

Theme 3: Differentiation as a Key to Business Survival

A business owner may start out with a high level of skills and favorable conditions, but skills alone
may not be enough to ensure success (Porter, 1991). Porter (1980) advised that firms’ owners could
overcome competitive forces by the use of three broad strategies: (a) cost leadership, (b)
differentiation, and (c) focus, or a combination of these. The business owners in this study used all
three of these strategies to some degree.

To distinguish themselves from other professionals, all participants in this study emphasized client
service. All business owners stated their uniqueness lay in their high level of service or the way they
delivered their services to clients. The interviewees stressed having close client relationships. They
tailored fees to client situations and provided fee estimates before beginning a client engagement,
ensuring that clients perceived value.

Another area that business owners used to differentiate themselves from their competitors was by
focusing on a specific area of expertise, group, or type of client. For example, one participant
specialized in providing advice about healthcare needs in retirement, another focused on individuals
in the construction industry, while yet another worked with individuals who were in a state of
transition. One participant worked with individuals who had a minimum of $3.5 million in
investable assets, while another focused on helping young professionals. One participant stated that
she used her female gender as a differentiating factor, “Some people, some parts of the public, see
that as equating to more trustworthiness and more conscientiousness and being more
communicable.”
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Theme 4: Strategies Used to Maintain the Business

Relationship management in the financial services industry is a fundamental component in company
survival (Hunt et al., 2011). All business owners in this study mentioned unique customer service
and consistently delivering what they promised (Miles, 2013). The owners created customer loyalty
with resulting high client retention rates.

Half of the business owners in this study mentioned referrals as their primary source for new
business. Referrals came from existing clients and from organizational websites. Building strong,
trusting relationships with clients was important and resulted in high client satisfaction and
retention. These findings are in alignment with results found by Hunt et al. (2011), whose studies
reflected the important role that relationship building plays in a financial planning engagement.
These findings also align with Porter’s recommendation that business owners must provide a unique
value proposition for their businesses to survive.

Theme 5: Social Media

Eleven of the 12 participants had company websites, and one had a website planned. All participants
viewed websites as necessary for business. As P11 expressed, “I think that anyone today who holds
himself out as an advisor or a business person is expected to have a company website at a
minimum.” P9 stated, “My website is rather simple . . . it just explains a little bit more about me and
my philosophy. . . If you go to my website, you’ll get who I am.” Three of the business owners
reported using social media sites, such as LinkedIn or Facebook. This strategy is in alignment with
Porter’s (1980) recommendation that successful business owners need to differentiate themselves
from their competitors.

Theme 6: Advice to Others

An important question for the participants was to reflect upon their own experiences and provide
advice to an individual who might be considering starting a financial planning firm. The participants
were generous in the advice they offered. They unanimously recommended obtaining training and
credentials, specifically CFP. They also acknowledged that technical expertise was not sufficient for
establishing a successful business; training in business startup and development with emphasis on
marketing was equally important. Eight of the participants (67%) recommended internships with
other firms, specifically to learn best business practices and to gain experience. Three of the
participants acknowledged that there were no guarantees and warned newcomers not to expect
success to come quickly. P5 cautioned, “You need to give yourself some time to build your business.”
P9 added, “The first piece of advice would be to make sure that they have a healthy cash reserve
going . . . because I don’t think there’s any guarantee they will succeed.” P10 provided this advice,

“. .. be prepared for hills and valleys. They have to have some money in the bank.”

The business owners also cited various personality characteristics, habits, and attitudes as
important keys to success. P1 advised, “The advice I would give people is to specialize in something
that you're interested in. P7 advised, “Communicate a lot.” P6 added, “Make sure you take care of
your client.” P5 stressed “adding value to clients’ lives,” and P10 emphasized “flexibility.”

Financial planning businesses are centered on satisfying clients’ needs. P11 summed it up by saying,

I think your relationships are going to be key because this is a business about
people. We are not selling shoes. You can hate the salesman, but if you love
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the shoes, you are going to take the shoes anyway. There are no shoes here.
It’s all relationships and contacts.

P8 succinctly added, “You gotta have heart.”
Summary of Findings

In summary, several themes permeated the coded responses. Three fourths of the participants stated
a desire for independence was their primary motivation for starting a business. All participants
believed professional credentials to be essential for success. Surprisingly, not all participants
developed a business plan prior to business startup, but many expressed the need for a marketing
plan for business expansion. Strategies for differentiation included customized services, fee
structures and market focus; maintaining the business depended largely on relationship skills and
referrals. All of the participants regarded having a website as important, but few used social media
sites such as LinkedIn and Facebook. Although several of the participants mentioned the need for a
cash reserve, none of the participants mentioned financial rewards as a primary driver for business
startup or as a measure of success. All participants expressed a passion for their work and found
satisfaction in helping clients. Table 2 contains a summary of the findings.

Table 2: Summary of findings

Number of Percent (%) of
participants to offer participants to offer this
Thematic categories this perception perception
Professional certification required 12 100%
Related work experience recommended 12 100%
Resilience/Perseverance required 12 100%
Differentiation through fee structure/services 12 100%
Website usage 12 100%
Market niche 8 67%
Marketing skills necessary 8 67%
Strong communication skills needed 7 58%
Growth through referrals 6 50%
0 0%

Financial gain is most important

Conclusions and Applications to Professional Practice

The findings of this study indicated financial planning professionals have a strong need for business
and marketing knowledge prior to embarking on starting a business. Traditional training in the
financial planning field includes technical training in specialized areas, but additional preparation is
necessary for a financial planner to succeed. The participants in this study strongly recommended
that individuals enter the profession by working in a financial planning firm. The interviewees
understood the need for financial planners to become fully knowledgeable in business operations
prior to branching out on their own. Professional organizations may also help satisfy this need by
facilitating the establishment of apprenticeship programs in existing firms. Academic institutions
may assist by facilitating internships and by including appropriate course offerings in their

curricula.

The findings of this study corroborated Porter’s (1980) position that to be successful, firm owners
need to have a clear understanding of their strengths and place in the industry. Business owners
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need to combat competition by developing strategies that use (a) a low-cost strategy, (b)
differentiation, and (c) focus, or a combination of these. To survive, firms need to provide a unique
value proposition (Porter, 1980). The business owners in this study provided individual, customized
guidance for clients, offered expertise in specialized areas, and had unique fee structures.
Specialization should be encouraged among financial planning professionals. Providing unique
expertise within a generalized framework of comprehensive financial planning can attract clients
with particular needs and can allow planners to focus efforts in an area that may eclipse competitors.

Corporate managers who employ financial planners may benefit from a strategy of specialization as
well. Managers may form teams of specialists within their organization, thus providing clients with a
wide variety of expertise from a single source. In addition to increasing client satisfaction, Frey,
Bayon, and Totzck (2013) found that increased client satisfaction has a corresponding increase in
employee satisfaction, resulting in lower employee turnover.

Individuals desiring to be successful as independent financial planners must be client-centered as
well as business-oriented. The ability to attract clients requires good communication skills and
relationship management, both of which are the hallmarks of sustainability (Luca & Cazan, 2011;
Solomon et al., 2013). How to find clients, how to make presentations, and how to market oneself are
skills that are prerequisites for business success (Mayer-Haug et al., 2013). However, these skills are
often overlooked in favor of technical training. The ability to use networking effectively may provide
a strong basis for filling gaps in marketing, but individuals may need assistance in learning how to
network (Jones & Rowley, 2011). Professional organizations should offer training in these skills to
benefit their members and increase their membership.

Financial planners benefit individuals and households in many ways. Planners provide professional
guidance in (a) budgeting, (b) investing, (c) managing risk, (d) reducing tax liabilities, and (e) estate
planning. Financial planners who establish their own businesses help individual clients, and are a
source of new job creation. Strong financial foundations mitigate unemployment and economic
uncertainty for both planners and their clients. Assisting small business owners of financial
planning firms encourages economic growth and business expansion. More individuals can achieve
financial independence to become their own source of financial security.
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