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You Should Pay for 

A RE YOU PAYING too much for invest- 
ment advice? 

Ever since the stock market chewed up 
portfolios after its 2000 peak, investors have 
increasingly been shelling out for help in 
managing their finances. 

But fewer of them are turning to an old- 
school stockbroker, the kind who charges them 
a commission for each transaction. Instead, 
they're migrating to independent advisers, 
who typically charge a fee of 1% of assets un- 
der management, while others are investing 
in some of the "fee-based products and ser- 
vices that Wall Street has rolled out in recent 
years, and whose fees can run as hi& as 3%. 

Among the touted advantages of paying a 
fee instead of a ommission: moreobjective 
advice and all-inane shopping, in which a sin- 
gle fee gets you someone to help find invest- 
ments, manage your money and watch over 
4'0's pZ?c!ic. and advisers benefit 
!mm a recurring. predictable some of reve- 
nue instead of relying on volatile commissions. 

But while fee-based arrangements offer 
many arivaniages, y r i  c ~ d d  \tad ::!F pq<!!g - In* +hsn :mil need tn Here's what O 1UI ***"*U ...-. ..- .-- - 
you need to know if you're looking for pro- 
fessional advice. 

What's hot now. Full-service brokerage 
firms, which still rely mainly on commis- 

Financial Advice 
sions. control about $6.2 trillion of clients' $17.1 
trillion in investible assets. Independent advis- 
ers, who are paid entirely or in part from fees 
from investors, manage about $2.1 trillion of as- 
sets and represent one of the fastest-growing 
segments of financial advisers, says Chip 
Roarne of Tiburon Strategic Advisors, a finan- 
cial-services consulting firm. And &sets in fee- 
based managed accounts jumped 25% for the 12 
months ended in March to a record $1.5 trillion, 
according to consulting firm Cerulli Associates. 

These fee arrangements differ in crucial 
ways. Fee-only advisers don't accept any com- 
missions, while fee-based ones get paid through 
a mix of commissions and fees. Be-based advis 
ers, for example, might collect an annual fee 
for putting you in either a "wrap" or "sepa- 
rately managed" account, which are composed 
of many different investments, but they may 
also collect commissions on other products. 

Another factor to consider: Many advisers at 
btokerage firms often aren't considereri iitiucia- 
nes-a iegd sialltiaiid r&qi;iiig 2x2 they ~ c t  
solely in your best interest. Instead, they are 
he!d tn a lower "suitability" standard, which 
means they are only required to offer invest- 
ments suitable to a client's needs. 

If you are worried about potential conflicts of 
interest, consider using a feeanly adviser, who 
will charge a percentage of your portfolio's 
value, an hourly fee or an annual retainer. 
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If vou don't make a lot of mu Wi rll rrto mats. sure you're getting your mon- 
trade;, a relationship based 
on commissions may be 
cheaper. Clients at St. Louis- 
based brokerage firm Ed- 
ward h e s -  whose brokers 
are paid mostly by comrnis- 
sions-generally pay less 

ey's worth. h recent years, 
regulators have raised con: 
cerns about "reverse ch 
ing," or when clients who "f, 
annual fees get little extra ad- 
vice or service to show for the 
higher price tag. ~dvisers f 

than those who use fee-based accounts because 
they make few transactions-an average of 3.5 
trades a year, says managing partner Jim Weddle. 

By contrast, feeanly advisers generally 
charge an annual fee of about 1%, or $10,000 on a 
$1 million portfolio. (The fee generally declines 
with more ascjets.) Fee-based managed accounts 
typically charge fees ranging from 1% to 3% of 
assets. If you're comfortable making your own 
investment decisions, you will pay less at a dis- 
count-brokerage firm, many of which offer both 
cli~zp .~:eom~issinns and o_n.!ine planning tools. 

What you'll pa. In exchange for paying 
higher fees, investors should be getting more . -. nana-noirikg uiiii "uig---Fictiic fizix.?ciA-~!anning 
acP.Icc. Thst's -;?!!:I comparing the costs of com- 
missions with the fees paid in a fee-based or 
feeanly arrangement is misleading, says Paul 
Hatch, head of Citigroup Inc.'s Smith Barney's 
investment advisory services division, which 

lege costs, taxes and estate planning. 
aging, such as your mortgage, insurance. col- 

Fee-based and feesnly arrangemenfh 
have their own potential conflicts. Sinca fee- 
charging advisers wlil earn more monq if 
your portfolio grows, they may also have an 
incentive to encourage you to keep your as- 
sets under their care rather than using that 
money to pay dowm debt, for esa~~pii . .  
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ment strategy, then consider an adviser who 
rharges by the hour. Investors with moref 
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