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The Model Matters: A Consumer’s Guide to Shopping for Financial Advice

The benefits, tangible and intangible, that people reap from working with a financial adviser are well-documented. For example, according to research conducted on behalf of AXA Equitable Life, the median retirement account balances for K-12 educators who work with a financial professional were nearly double those of their peers who do not work with a financial professional. Meanwhile, in a 2018 study by the Million Dollar Round Table, roughly three-quarters of consumers who work with a financial adviser indicated they are more confident in their financial future as a result of that relationship. 

The question, then, is not whether a person can benefit from a relationship with a financial professional, but which type of financial professional should a person choose to maximize the benefits they get from that relationship. The field of financial advice includes a dizzying array of categories, subcategories and specialties, along with dozens of professional designations, accreditations and certifications. With nothing less than your financial well-being at stake, it’s worth taking some time to educate yourself about the options, so you can find a firm and a person who’s right for you.

The education begins here, take a look at the basic business and advice models that most financial professionals tend to follow. 

What’s their model for ADVICE DELIVERY?
Here in the digital age, a person can choose the traditional face-to-face, in-person type of relationship with a financial professional, or they can opt for other approaches that rely less on in-person contact and more on interaction via digital channels.

In the traditional, in-person client-adviser relationship, the client and adviser meet face-to-face at least once and perhaps more frequently each year, using those meetings, plus communication by phone, email and even text message to discuss issues as they arise. Those meetings may occur at the adviser’s office or at the client’s home. The in-person model gives the client a chance to gain a personal feel for the adviser, his or her firm and their offices “in the flesh,” an opportunity that some people value in a professional relationship. “My client relationships were all based on face-to-face interaction back when I entered this business in 2001,” recalls Financial Planning Association® (FPA®) member Randy Bruns, a CERTIFIED FINANCIAL PLANNER™ professional who heads Model Wealth in Naperville, Ill. “That’s still a big part of what we do, but it’s quickly shifting.”

For Bruns’s firm and many others like it, clients are shifting away from the in-person model to a virtual model for working with an adviser, where instead of face-to-face meetings, client and adviser meet virtually via a video conferencing app such as Go2Meeting or Skype. Although they’re not in the same space, they’re in the same virtual “room,” with the ability to see one another and converse, ask questions and screen-share to convey information. The key differentiator here is convenience. “Time is such a precious commodity for people today, and [the virtual relationship] takes travel time out of the equation, without sacrificing any of the contact that is so critical,” Bruns explains. “You also have the flexibility to meet during off-hours, if that’s what’s convenient. It just makes like easier for everyone.”

If having regular personal interaction and building a relationship with an actual human being isn’t a high priority, and your financial services needs are limited mostly to simple investment management, aligning with a firm that provides automated online investment management services could be a good option. These firms, nicknamed “robo-advisers,” manage assets for people via an online platform, with no person-to-person interaction. The investments themselves are largely automated — that is, they are passively managed. This automation and lack of person-to-person interaction helps to keep the fees charged to investors lower.

Some companies now offer services built on a hybrid model for delivering advice, blending elements of the virtual and robo approaches to package automated investment management with financial advice provided by an actual person. Schwab recently launched such a service, which includes a one-time $300 fee for a financial plan, plus a $30 monthly subscription fee. After the first year, it charges $360 annually to provide “robo” investment management, along with unlimited guidance from a CERTIFIED FINANCIAL PLANNER™ professional via phone and/or video conferencing.

What’s their model for COMPENSATION?
In recent research, Ernst & Young found that nearly half of wealth management clients (46%) are unhappy with the fees they pay and do not trust they are being charged fairly by the financial professionals with whom they work. 

The problem in many cases is a lack of transparency. People oftentimes aren’t clear about adviser compensation: how, how much, and by whom. One in five people don’t know how their financial adviser is paid, Personal Capital found in a recent survey.

Generally speaking, financial professionals are compensated in one of two ways: (1) via commissions on the financial or insurance products they sell or on the trades they execute; or (2) via the fees they charge to their clients.

A financial professional who is fee-compensated may follow one of several models: 

• Percentage-based, with the fee based on a percentage of the assets the adviser manages on a person’s behalf, known as AUM (assets under management).


• Flat fee, where the adviser/firm charges the client a flat, all-in amount for the services they provide.

• By-the-hour, where the client pays an agreed-upon hourly rate for the time the adviser (and perhaps other people in the firm) spend working on the client’s behalf.

Advisers such as FPA member Karen Van Voorhis, CFP®, with Daniel J. Galli Associates in Norwell, Mass., are turning to a flat, one-and-done approach. “We have developed a model for project-based financial plans — one flat price, different for each client depending on complexity [of the plan]…Clients love it,” she says. “So many [clients] don't want any asset management but are happy to pay for a comprehensive analysis.”
Among advisers who are compensated by fees, some get that compensation only from clients — a “fee only” model; others are compensated via a hybrid “fee-based” structure where most comes from fees charged to clients but a small portion comes via commission. As a consumer, it’s important to be aware that the respective compensation models align adviser interests differently. 

Based on their business model, HOW DO THEIR INTERESTS ALIGN WITH YOURS?

Besides differences in compensation models, consumers should be aware of another key distinctions in how advisers conduct their business with clients and where their interests lie. Some advisers are required by the terms of their professional license or designation to act as a fiduciary, meaning they must always put the best interests of the client first — above their own interests and those of their firm or the company (or companies) whose products and services they represent. Fiduciaries are held to the highest standard of the law when making recommendations for products and services.

Some, but not all, financial professionals are held to a fiduciary standard. Today, to find a financial professional who is required to act as a fiduciary, look for one with any of the following professional designations:

• A CERTIFIED FINANCIAL PLANNER™ (CFP®) professional, a designation conferred by the Certified Financial Planner Board of Standards under which the adviser must act solely in the client’s best interest when offering personalized financial advice.

• A Registered Investment Advisor (RIA), who is bound to a fiduciary standard established and enforced by the U.S. Securities and Exchange Commission. 

• An Accredited Investment Fiduciary®, a designation conferred by the organization fi360 under which advisers must adhere to a Code of Ethics that applies to personal and professional conduct. 

• A Certified Financial Analyst (CFA), a designation awarded by the CFA Institute under which the analyst must give undivided loyalty to their clients and must place client interests before their own.

Advisers who aren’t subject to a fiduciary requirement instead likely follow a less stringent suitability standard, which requires them to recommend products that are “suitable” to the client — that is, that the recommended security or product fit the client’s investing objectives, needs and circumstances. However, consumers need to know that there are degrees of suitability — that just because a product an adviser recommends is suitable for a client doesn’t mean it’s the best fit for that person. An adviser could, for example, recommend that a client invest in a certain mutual fund that is suitable for the person but carries a higher commission back to the adviser than another nearly identical mutual fund with a lower commission. If you prefer to avoid that type of ambiguity in where an adviser’s allegiances lie, perhaps working with a fiduciary is a better option.   
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