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Introduction
The financial advice landscape is frustratingly confusing, largely stemming
from the fact that the term “financial advisor” can mean so many different
things.

On top of that, the traditional business model for financial advice (based on
assets under management) is not built for those in the early to middle stages of
their working lives. (From the average advisor’s perspective, the money is in
working with near-retirees and retirees with plenty of assets to charge a fee
upon.)

So young families are left thinking they must make their own financial decisions
until they build enough assets to warrant an advisor’s time.

But significant financial decisions are made as you are building your
investment assets. And these incremental decisions compound to have a
massive impact on financial well-being, not to mention emotional well-being.

These financial decisions are related to cash flow planning, investment
allocations, company benefits, retirement, college savings, taxes, insurance,
equity compensation, and more.

Financial Advisors for Young Families must adopt a service and fee model that
addresses the needs of young families. Clinging to an old model that alienates
young families, focuses on just one piece of a financial plan, and lies in wait
until “sufficient” assets are built is a disservice.

In this paper, we first take a look at Financial Advisors, answering: What is a
financial advisor and how are financial advisors paid?

With this background, we critique how the industry has gotten it so wrong for
young families.

Lastly, we propose what financial planning built for young families looks like.
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What is a Financial
Advisor?
Well… it depends.

Unlike law or medicine, there is no agreed-upon legal standard for what a
“financial advisor” is or does. There is no degree requirement. There is no final
exam.

The title is frustratingly vague.

The following three individuals may all call themselves “financial advisors,”
although they provide vastly different services.

Financial Advisor #1 is captive to their employer’s investment and insurance
products. This advisor offers you “solutions” based on your circumstances and
goals. However,  (unsurprisingly) the “solution” will most often come in the form
of an insurance or investment product from their employer. The advisor may
earn an upfront commission and recurring “trail” from the product they sell you.
This advisor is not required to recommend what’s in your best interest and
instead must only find something “suitable” to you.

Financial Advisor #2 offers investment management services and charges a fee
based on the assets they manage on your behalf. The advisor offers some
general retirement advice, but is primarily focused on the portion of your assets
they manage and are compensated for. Your investment portfolio may be
invested in a wide array of fund families and the advisor is not beholden to one
insurance or investment company to select investments.

Financial Advisor #3 is a fee-only fiduciary providing comprehensive financial
planning. This advisor develops a financial plan complete with cash flow
planning, retirement and education planning, tax analysis, insurance and
estate plan considerations, company benefits analysis, and investment
management. The advisor charges an annual flat fee for their services.
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Again, thanks to a lack of rigor around the term, when you type “financial
advisor” into Google all three of these advisors could show up in your results!

As a result, it’s critically important to understand an advisor’s credentials,
experience, business model, and specific services when evaluating which
financial advisor to work with.

Hopefully, these examples make it clear you need to do some digging beyond
the title of “financial advisor” when conducting your search. And it's best to
begin your search with a clear idea of what kind of advisor you want to work
with.
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How are Financial Advisors
paid?

Fees are tied directly to your portfolio and your advisor has an incentive to
grow those assets
You don’t necessarily “see” the fee (unless you look for it on your
statements) so it may not feel onerous

AUM fees can really add up
Your advisor may feel pressured to “do” more to justify the fee. And doing
more does not always translate to good portfolio results
Requires you to have assets to manage!

Common financial advisor fee models include: Assets under Management
(AUM), hourly fees, flat or retainer fees, and commissions.

An advisor may also use some combination of these models. For example, an
advisor may charge a flat fee for financial planning plus an additional AUM fee
for any assets managed by the advisor.

Assets Under Management (AUM)

The AUM model is the dominant fee-type in the industry.

It’s fairly simple: the advisor manages your investments and charges a fee that
is debited directly from your investment portfolio.

The average fee is approximately 1% of invested assets. However, these fees
will vary and many advisors use “breakpoints” where the first portion of your
assets is charged a higher fee, while assets above certain breakpoints are
charged lesser fees.

For example, an advisor may charge 1.25% on the first $500,000, 1% from
$500,000 to $1,000,000, and 0.8% for assets above $1,000,000.

Pros:

Cons:
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Transparent pricing
Focused engagement on specific pain points
Can be cost-effective relative to other options

Requires DIY follow-up on the advisor’s recommendations
You may allow concerns to build instead of seeking advice
A more “reactive” than “proactive” engagement

Transparent pricing
Tends to be comprehensive/holistic planning
Ongoing relationship allows proactive planning and accountability

Fee quoted in dollar terms may result in sticker-shock
Comprehensive planning may be overkill for your needs
Investment management (AUM) may be an add-on fee

Hourly

Advisors charging by the hour may be a good fit for those looking for advice on
a specific issue or for a one-time plan. Fees vary but are typically between
$223-$300 per hour.

Pros:

Cons:

Flat Fee/Retainer

An advisor charging a flat-fee or retainer will often quote an annual or monthly
fee. The services provided tend to be comprehensive and investment
management may be included as part of the “all-in” fee.

Pros:

Cons:

Commission

If you do not explicitly “see” a fee paid to an advisor, they are likely paid via
commission. These advisors will earn commissions through insurance and/or
investment products they recommend.
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The insurance or investment product is meant to fulfill a specific need

Lack of transparency
Advisor is incentivized to sell a product (even in the absence of need)
Advisor may not be a “fiduciary” (legally bound to act in your best interest)

The commissions may include an upfront sales commission as well as “trails”
attached to your investments (similar to AUM fees).

Pros:

Cons:
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How has the industry
gotten it so wrong for
Young Families?
The main problem for young families seeking a financial advisor is the
business model.

The vast majority of advisors charge based on assets under management
(AUM). And young families simply don’t have enough “A” for advisors to “M”
profitably (or as profitably as those later in their working years).

As a result, many young families conclude that they cannot work with an
advisor until they have accumulated more investments.

But what about all the financial decisions on the way to accumulating
investment assets and all the financial decisions unrelated to investments?

This gap represents a massive failure. And the good news it is beginning to be
filled.

While young families may or may not have the assets to meet the minimums set
by the majority of financial advisors, they have the means to pay a financial
advisor and plenty of complexity that could benefit from a professional partner.
 
The solution is to provide valuable services tailored to young families and
charge a commensurate fee that is not tied to or dependent upon assets under
management.
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What is Financial Planning
for Young Families?

Advances in our career (with accompanying raises, bonuses, and stock
grants)
More disposable income
Growing investments (we start to notice when the market takes a hit)
Competing goals (retirement, new home, starting a family, education)
Expanding savings beyond 401(k) & IRA
Combining finances
Securing our family’s financial future

To explain what financial planning looks like for young families, we must
understand the vast changes occurring for households at this stage and the
evolution of financial concerns.

Financial advice and planning grow increasingly relevant as we add complexity
to our lives.

We graduate college and have relatively little complexity: relatively low
incomes, little money left over at the end of the month, student loans eating up
too much of our take-home income, perhaps focusing on getting our company
match into our 401(k), and figuring out a budget for the first time.

But over time, complexity piles up:

And with all this taken into consideration, we want to balance a well-planned
future with a well-lived today.
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Increasingly Complex Financial Lives
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More complexity = More Value from an Advisor

At a certain point, working with a trusted partner can add value financially and
relieve some anxiety that’s been building through all of these big life changes.

A Partner through Major Changes

Although retirees or near-retirees with large investment balances are given
plenty of attention by financial advisors, their lives are often far less complex
compared to a young family. Yes, entering retirement is a big change, but upon
retirement your standard of living is not changing dramatically, you’re beyond
most of your big expenses (homes, children, college educations), and your
financial lives are often relatively simple.

Contrast that to your life in your 30s and 40s.
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Reflect upon your life over the last five years: What big changes have taken place?
What financial considerations come with them?

Your last five years could look something like the following:

And what might the next five years look like?

Financial planning for young families means being there for each major
change, understanding how it impacts the big picture, and making adjustments
along the way.
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What is most valuable to young families?

Establishing shared goals and priorities
Understanding household cash flow: income, savings, taxes, and expenses
Planning for big expenses (ex: daycare) and big purchases (ex: a new
home)
Creating an overarching investment strategy for all investment accounts
(401(k)s, IRAs, 529s, taxable accounts, HSAs)
Protecting loved ones through insurance and estate planning
Reducing lifetime tax burden through proactive tax planning
Retirement and Education planning
Evaluating company benefits, stock compensation, and job offers

Establish a process to review and analyze each of these items regularly
Provide a centralized hub to integrate every piece of a financial plan
Be flexible and available as life changes

A financial advisor must meet clients where they are and focus on what is most
relevant and valuable.

What’s relevant and valuable to young families?

And in addition to providing these services, a financial advisor to young
families must:
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Financial Planning Built for Young Families

For example, Kardinal Financial has built its financial planning service model to
include the following:



Conclusion
“Financial advisor” is a frustratingly broad term. The range of different types of
advisors, business models, and services offered requires consumers to do
substantial digging beneath the surface of the search term "financial advisor."

As an added challenge for young families, the industry is largely structured
around managing assets, not guiding families through the massive financial
changes that accompany the pre-retirement years.

Fortunately, the industry is evolving and financial advisors are building
planning processes specifically for young families (as well as many other
previously underserved segments).

By going into your search with a clear picture of how you want to work with
your advisor and an understanding of the industry landscape, you will be well-
equipped to find an advisor to partner with you and your family.
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About Kardinal Financial

Kardinal Financial is a registered investment advisor (RIA) firm built to serve
young families through comprehensive financial planning and investment
management.

Young families can benefit significantly through a partnership with a financial
advisor, but only if that advisor is built to serve them.

For more information, visit KardinalFinancial.com.
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management, Bryan founded Kardinal Financial to
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