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INTRODUCTION




Is your financial advisor competent?

Does your financial advisor have
integrity?

Is your financial advisor motivated by
self-interest over your interest?

What information do you need to evaluate
whether your advisor is ethical?

Where can you find information about your
advisor?

What questions should you ask about your
advisor’s background?

 


Your money is too important
to your future financial wellbeing to not have answers to these
questions. In fact, in more than 25 years of working with
clients, these questions tend to be foremost in clients’ minds.
Like most subjects, knowing what questions to ask and where to find
answers is the key to learning about the person you are dealing
with.

 


The questions, however, tend to go unasked
or unanswered. The reasons are myriad including, but not limited
to, you don’t want to offend the advisor, you don’t know what
questions to ask or you don’t know where to get this
information.

 


Unfortunately not much literature is
available that provides guidance on how to evaluate both the
integrity and competence of the financial advisor you are
considering working with. With that in mind, the primary objective
of this book is to shed light on factors to consider when working
with your financial advisors, factors usually shrouded in
mystery.

 


The factors covered in this book
include:

- the compensation structures and how it
impacts an advisor’s recommendations;

- how an advisor’s licensing and credentials
influences their recommendations; and

- how the advisor’s experience and training
(or lack thereof) affect their approach to financial planning.

 


By achieving this primary objective, you
will find answers to the above questions and, in doing so, be able
to discern whether the advisor is acting in your best
interest. From there, you can make informed – and smart – financial
decisions.

 



SECTION I.

PARSING TITLES

 


Chapter 1.

Beware
Wolves in Financial Planner Clothing

 


In the past it was not unusual for
individuals working in the financial services industry to hold
themselves out as “financial planners.” Today, however, the use of
the term “financial planner” is limited to those individuals who
have achieved specified designations. Consequently, it would be
inappropriate to refer to all financial services professionals as
“financial planners.”

 


For purposes of our discussion, therefore,
persons practicing in the financial services industry will be
referred to generically as “advisor.” Designations and
certifications will be elaborated on and clarified in the chapter
dealing with credentials.

 


With that said, let’s explore:

 


The 3-Legged Stool to Evaluating Financial
Advisors

 


When presenting information about his
investment product, Robert Parks cautioned investors to work with
financial professionals who had both integrity and competence.
Without integrity, he warned, someone will cheat you deliberately.
Without competence, someone may cheat you inadvertently. In my
three decades in the industry, I have seen far too many incidents
where clients were cheated either deliberately, inadvertently
through incompetence, or both.

 

And if you understand the three legged stool
to evaluating an advisor’s integrity and competence, you can
distinguish for yourself whether a financial planner’s
recommendations are based on integrity and in your best
interest versus acting for his or her own personal
benefit. 

 


 



Chapter 2.

What are
the Three Legs to Consider?

 

In her workshops and trainings, Holly Katko
frequently refers to three legs of a stool to explain a concept.
Evaluating a financial professional’s integrity and competencies is
one of those area where the three-legged stool analogy is
relevant.

 


What are the three legs to evaluating a
financial professional’s integrity and competence? They are as
follows.

 


1.
Compensation
 Whether consciously or unconsciously, how
the financial advisor is compensated influences his/her
recommendations. Compensation may be fee based, commission based,
combination of fee and commission based, an hourly fee, salaried
employee or retainer. Since financial advisors are human (at least
for now), they are prone to human weaknesses, one of which is being
influenced by rewards. How an advisor is compensated is one of
those influences and may even impose limitations on what he or she
may offer you.



As integral as a financial advisor’s compensation is to the
services he or she can offer, for the general public this area is
typically shrouded in mystery. The chapter on compensation
practices will pull aside that shroud and shine light on how
financial advisors are paid. Armed with this information, you can
make informed decisions as to whether the advisor’s recommendations
are in your best interest or are just padding their own
wallet.

 


2. Credentials

Additionally, the services and products an
advisor recommends or is able to deliver may be limited by the
licenses held (such as securities, insurance, mortgage, etc.), the
lack of such licenses or influenced by accreditations,
certifications and trainings obtained.




The financial services industry utilizes a
plethora of financial professional titles. These titles may seem
interchangeable: financial planner, financial advisor, financial
consultant, retirement specialist, divorce specialist, investment
representative, or any number of other titles. These
titles are not, however, interchangeable. Each title conveys
distinctive clues as to the credentials the advisor has
achieved.

 


The chapter on credentials will help you
learn not only the meaning of various labels, it will also teach
you how to differentiate between those titles to assist you in
determining whether the advisor has the right skill set to assist
you with your unique financial needs.

 


3. Experience

Thirdly, an advisor’s recommendations are
also influenced by his/her experiences in the financial planning
industry, the time frame and economic cycles the advisor has
experienced, as well as the advisor’s occupation prior to becoming
a financial guru.

 

Let’s look at how each of these factors
influences the advisor, starting with compensation.
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