Advice Without Value: Perhaps the Client’s fault?
There are any number of ways the question of valuing financial advice gets approached and discussed.  Perhaps though it is time to consider it from a slightly different perspective:

Could it be that financial advice is worthless BECAUSE of the client?

If we look firstly at the rationale supporting the value that can be attributed to the financial advice component, it is relatively easy to make an argument that financial advice CAN provide value.

It is more difficult to determine in the real world that financial advice did in fact create value and positive change in clients lives sometimes.  It seems self evident that one of the reasons why that would be true in some cases is because OF clients not utilising the advice as provided.

The Institute of Actuaries of Australia provided a piece of research titled “The Value of Advice; The Financial Adviser Value Creation and Remuneration” in 2006. 

In this research they explored the methods in which they believe financial advisers can provide value to clients.  They listed the following areas as avenues where advisers create value for customers:

· Goal setting.

· Budgeting/managing existing resources.

· Retirement planning

· Taxation planning

· Social welfare and government assistance

· Establishing Risk tolerance

· Debt management and Borrowing strategies

· Diversification

· Specific asset selection

The research also attempted to quantify that value, and used the following example:
If we take a person with a salary of $40,000p.a., He has currently accumulated $40,000 of superannuation and has $10,000 of existing saving. He is contributing to compulsory super and saving 5% of pre-tax income. Superannuation is currently invested using a very conservative investment strategy. 
A review of the family budgeting increases savings to 7% of income. A long term, equity based investment strategy is adopted, enhancing returns. Further the adviser’s fund selection improves returns by 1%p.a. 
It has also been assumed that the initial advice costs $1,000 and that annual fees for ongoing service are $500 increasing by inflation. 
Increase in value in the “Total” column.  Attributable to the components in the following columns.  Concluding on the far right with the “cost of the advice” component.

	Year 
	Total 
	Budgeting 
	Risk 
	Fund selection 
	Cost of advice 

	5 
	10,772 
	4,959 
	6,319 
	3,026 
	(3,531) 

	10 
	33,569 
	12,545 
	19,792 
	9,010 
	(7,779) 

	15 
	74,830 
	23,814 
	45,066 
	19,550 
	



A clear case is made in this example, with these assumptions, that significant value has been created with the intervention of advice.

Obviously some of the value added activities are difficult, if not impossible to quantify (e.g. “goal setting”), and as such were not included in this calculation.

It is also stating the obvious perhaps, but for clients with fewer resources there is significantly less scope for advisers to add value that can be clearly measured.  That is, it may be more difficult to make a rational financial case for the value of advice – but even then, it is relatively easy to see a situation where advice can make an immense difference to clients with negative net worth.

For example, advice intervention might be provided to clients who owe more than they have in assets.  This could conceivably result in a client consolidating or re-structuring their borrowings, reducing both the term and the amount of interest payable over the anticipated mortgage timeframe, and more rapidly returning them to a positive net worth position instead of continuing to spiral towards insolvency.

It is relatively easy to conclude that the intervention of advice here carries significant value also, and that it can be measured with some fairly simple arithmetic.
So arguments can be made successfully that advice can provide value to clients of varying net worth or cash flow positions.
The key words though have been “can”, “might”, “conceivably”....at the heart of all the analysis and conjecture lies a fundamental requirement:

That the client acts upon and follows the advice as provided.

The actual value of financial advice can often be contingent upon the client acting upon it - following through with the proposed action and maintaining the planned approach.  
Using the second example from earlier: If the client was to change direction one month after the provision of the financial advice, and decide to extend their borrowings to purchase a boat, then any value in the advice has been entirely negated by the clients own actions.

If the advice is not followed and the potential gains are not realised, it is possibly nothing to do with the value of the advice given.  There was still value in the advice – it is simply unrealised value.

That is the client’s responsibility.
