Beware of Costs
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    As a consumer of financial advice and services, you should be aware of some of the financial mistakes that you can make in the process of choosing help.  As in many other businesses, financial services run the gamut from highly ethical and skilled options, to unethical and overly expensive choices.

    I’ll freely admit a strong bias toward fee-only financial advice, being a practitioner myself.  Fee only planners compromise less than 1% of all financial advisors, but represent a highly ethical group whose interests are aligned with those of their clients.  In particular, those planners who belong to the National Association of Personal Financial Advisors (www.napfa.org)  are screened by swearing to a fiduciary oath (promising to put no interest ahead of the client’s), having extensive training and experience, and committing to an extraordinary amount of continuing education courses. Most fee only planners charge either an hourly fee, or a percentage of assets under management to both offer advice on comprehensive financial planning as well as money management.  Commonly, brokerage based representatives will charge at least the same fees as a fee-only planner and offer only investment management services (no financial planning advice in areas such as estate planning, retirement planning, educational planning, etc).  
   Other financial advice is offered as “fee based” or totally compensated by commissions.  Here, you must be wary, and understand just what you are actually paying for your “help.”  For example, many brokerage accounts/stockbrokers offer “wrap” accounts with all trading fees covered by a yearly percentage charge.  However, this charge is usually significantly  more than you would pay a fee-only planner using low cost index fund investments.  In addition, the brokerage company and the representative may be getting paid from mutual funds chosen for your account.  The expense of the funds is “hidden” but can be significant.  When you choose a representative of a brokerage house for investing advice, make sure that you understand all the costs.  Ask about the various types of mutual fund categories (A,B,C and other share classes) and how each reimburses your representative.  Understand 12-b1 fees and other account fees.  Ask about yearly expenses for the funds that are recommended to or purchased for you.
Also, beware of insurance purchases.  In particular, life insurance other than term policies have a tremendous variety of costs associated with them.  I have seen costs that exceed 100% of the first year’s premiums, but have seen others which are much more reasonable.  There are “no load” whole, universal and variable life insurance policies which are exceptional values.  There is nothing wrong with compensating an insurance advisor for advice, you should just understand just how much you are paying and take the time to review your options.

In between insurance policies and regular investment choices are annuities. Annuities in particular are subject to significant commissions, yet are freely available directly from a number of sources at “no load.”  Make sure you spend a few minutes to check out these options yourself, and potentially save a tremendous amount of money.  Again, good advice is worth paying for, but you should understand the options.
Paying an good advisor to help you negotiate the complex world of investing may well be worth the cost.  Regardless of whether the advisor can “beat the market, he or she may prevent you from making significant financial mistakes, and help you follow the long term discipline that leads to investment success.  However, every dollar you spend on investment costs is a dollar you lose to long term investment returns.  In a world of probably single digit investment returns, an even “moderate” investment cost may be very harmful to your long term investment success.  Make sure you understand the many costs and choices you have in your financial life.
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