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Basic Instincts

Some Advice on Getting Some Advice 

By M. P. DUNLEAVEY

PEOPLE often ask me whether I recommend using a financial planner, and if so, how to pick one. Alas, this is one of those tricky personal finance questions that even those of us familiar with the field find hard to answer.

Now that my husband and I are expecting our first child, however, we’re facing this problem as well. Decisions like how to pick the right life insurance or college savings plan pluck me from my sleep at night. 

There’s nothing like a life-changing event to cause you to swing into high gear. Indeed, says Dan Danford, president of the Family Investment Center in St. Joseph, Mo., people often look for a planner when they marry, have a child, inherit money, switch jobs or retire.

Figuring out how to pick the right one is where things get fuzzy — especially these days, as more investment companies and brokerage houses are offering clients the services of “financial advisers,” who may or may not have any formal training. 

Thus, you should take the same precautions when choosing an adviser, no matter whether they come recommended by your mother, your brother-in-law, or the broker who seems really nice on the phone.

“You want to ask: Are you a comprehensive planner? What is your background and education? And how do you charge?” said Peggy Cabaniss, past chairwoman of the National Association of Personal Financial Advisors (www.napfa.org), which specializes in fee-only planners.

Check Credentials Financial planning credentials can look like alphabet soup to a novice, but Ms. Cabaniss recommends looking for two credentials: certified financial planner (www.fpanet.org or www.napfa.org) and chartered financial consultant (www.theamericancollege.edu). “The C.F.P. is considered the gold standard,” she said, whereas a chartered financial consultant has a focus on insurance. But both can offer comprehensive financial plans. 

Mr. Danford agrees that “these credentials can be good screening tools,” but they shouldn’t be the only criteria on which you base your choice. Someone with an advanced degree or years of experience with your specific concerns, like estate planning, might be a good fit.

Follow the Money Disclosure of payment is a big topic throughout the industry, notes Sheryl Garrett, president of the Garrett Planning Network (www.garrettplanningnetwork.com) in Kansas City, Kan., who came up with the idea of paying advisers a set fee by the hour.

Advisers fall into three groups: fee-only, commission-only and a combination of the two. 

You may pay a set fee for a single plan, or you may pay a percentage of your assets for continued guidance. Fees can range from a few hundred dollars to several thousand. The amount depends on the services you want and the adviser’s fee structure. It’s not so much that one fee structure is better than another, Ms. Cabaniss says, “but you want the adviser to be upfront about it.”

Potential conflicts of interest have always been a shadow lurking in the corners of the 35-year-old financial planning industry, Ms. Garrett said. Many planners earn commissions from the insurance and investment products they sell their clients — which isn’t necessarily a problem, as long as they disclose the fact.

“If the adviser uses phrases like, “You don’t have to pay me; I’m paid by the company’, ask them to elaborate: which company, how and why,” Ms. Garrett said.

Do the Math No matter how you pay an adviser, remember that the amount will be on top of the fees and loads built into your investments. “Ask the adviser to convert it from a percentage to a dollar amount,” Ms. Garrett said. “A 1 percent fee of $1 million is $10,000. So then you want to ask, What do I get for that?”

Go à la Carte “Not everyone needs a full-blown $5,000 financial plan,” Mr. Danford said. He and Ms. Garrett say it is worth negotiating a plan based on what you need — even à la carte services like setting up a college savings plan for your as-yet-unborn child. “Everything is negotiable,” Ms. Garrett said.

Do Your Homework The Web site of the National Association of Securities Dealers (www.nasd.com) will indicate if a planner has faced disciplinary action. If the record is clean, Mr. Danford said then “go with the person who makes you feel most comfortable.” 

“If it’s not a good fit,” Ms. Garrett said, “keep ‘dating’ until you find the right one.”
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