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Putting yearly returns into perspective

The table below highlights the best and worst performing
asset classes over the past 30 financial years and illustrates
the benefits of holding a broadly diversified-portfolio.

Having a portfolio that is invested across a range of asset
classes, sectors and securities ensures an investor is well
positioned to capture broad market growth, while helping
to moderate return volatility over time.

Ultimately no one can predict the future, which is why
making investment decisions based on $hort-term
performance, or the return of just one year, can be a risky
strategy compared to a diversified long-term approach.
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Introduction
1.1 
About the Author

I started as an insurance company clerk in 1966 shortly after finishing high school. Luckily I became part of a training school for new insurance advisers.  During that time I was offered an adviser traineeship by National Mutual.  I went from salary to commission in 1969 and fortunately never had to go back on salary again.

I ran a successful insurance agency from 1969 to 1985.  In 1985 I was granted my own financial planning licence by ASIC (Australian Securities & Investment Commission).  From 1985 to 2011 I built my own financial planning practice.  In 2011 I sold Donaldson Financial Planning Pty Ltd to Sherrin Partners who are part of the Millennium3 Group ultimately owned by ANZ Bank.

Qualifications, Industry & Professional Experience:

· Bachelor of Commerce from the University of Queensland.
· Certified Financial Planner designation from the Financial Planning Association.
· Diploma in Life Assurance from the Australian Insurance Institute.
· Served on the AFA National Board from 1979 to 1986.
· In 1985 I was elected AFA National President and became a life member in 1986.
· From 2007 – 2011 I served on the FPA National Strategic Policy Committee.
· From 2004 – 2011 I served on the National Board of the Boutique Financial Planning Principals Group Inc.

· 2005 I served as National President of the Boutique Financial Planning Principals Group Inc.
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The Industry
2.1
The Past and the Future


Just recently a young adviser asked me if I had my time again would I have still been a financial planner.  Without hesitation I said that I believed becoming a financial planner was one of the best career decisions I ever made.  It is said that enjoying what you are doing is more than half the enjoyment and have certainly enjoyed that over the last 40 years.


The Past –


Financial Planning is one of the youngest emerging professions of the world.  It probably only made a real start in Australia about 1980 and since then the industry has achieved a great deal in the way of improvement in ethics, education and genuine service to the Australian public.


When I sold my business in 2011 I was able to boast 25 year plus relationships with most of my clients.  I had also earned a substantial income over that time.  I had travelled to most parts of Australia and to many parts of the world during that time often combining financial planning seminars as well.


I have enjoyed friendships and exchanges with business associates both in Australia and overseas over many years and still continue to do so.

The Future -

I believe Financial Planning will only get stronger.  A great sign that I see is that many of my contemporaries are now introducing their children to take over succession planning of business as they are retiring.

Financial Planning has a chance to become one of the great professions / influences of the world.  Reasons:

· As they say, money is not everything but it beats everything else into second place.

· First place goes to quality relationships.  As my father used to advise me:  At the end of your life you can only really rely on your family relationships.

· Holistic advice to clients is all about the whole person concept, for example: retirement planning, estate planning, succession planning.

· Potentially financial advisers may be one of the most influential groups in the world.  They reach into every state and federal electorate in Australia.  They are articulate and they are well connected with the public.

The only danger that I see is too much Government over-regulation.  If this occurs it will drive up costs and put advice out of the reach of middle income Australians.

· At a recent review I firstly produced a review document for an existing client which extended to four A4 pages.  It covered an update on all aspects of the client’s situation.  The resultant supposedly compliance friendly Statement of Advice that I produced for the same client covered 19 pages.  Surely this shows that we are reaching over-regulation.

2.2
Respected Organisations that can Assist You and How


Million Dollar Round Table

Telephone:
1300 833 892

Website:
www.mdrtaustralia.net
Arguably the premier sales organisation of the world Million Dollar Round Table is based in Chicago but conducts annual international meetings.  Members must qualify with production and an ethical sign off from their respective country association.

I would say the motto of the MDRT is ‘when you give you get’.  If you have one good idea and I have one good idea and we exchange ideas we both end up with two good ideas.


Association of Financial Advisers Ltd

Address:
Level 6, 447 Kent Street




Sydney NSW 2000

Telephone:
1800 656 009


Website:
www.afa.asn.au

Email:

info@afa.asn.au
This Australian based financial planning professional body conducts educational seminars and general seminars regularly in Australia.  Even though it covers insurance and investment its focus historically tends to be on insurance advice.

Financial Planning Association of Australia

Address:
Level 4, 75 Castlereagh Street

Sydney NSW 2000

GPO Box 4285
Sydney NSW 2001

Telephone:
1300 626 393
Website:
www.fpa.asn.au
This Australian based financial planning professional body conducts educational seminars and general seminars regularly in Australia. Even though it covers insurance and investment its focus historically tends to be on investment advice.

Dan Sullivan – Strategic Coach

Website:
www.strategiccoach.com
I learnt about Dan Sullivan through the Million Dollar Round Table.  He is a business coach and futurist based in Toronto Canada.  He conducts seminars for self employed/ entrepreneurs from all over the world and I regard him as one of the most enlightened commentators I have ever heard.

Commercial Publications -

Australian Financial Review

Telephone:
1800 646 990
Website:
www.afr.com
I have been reading the Australian Financial Review virtually every day since 1966.  It is without a doubt the premier financial publication in Australia.  Hardly a day goes past where you do not pick up knowledge by reading the Financial Review. 

Money Management

Website:
www.moneymanagement.com.au
This is a longstanding industry journal that comes out every two weeks.  I think it is essential reading to understand what is happening in the industry but there is also a good educational content as well.

Boutique Financial Planning Principals Group Inc
Telephone:
(07) 3856 2255 - General enquiries

Fax:

(07) 3856 2622

Email:

info@bfppg.asn.au
Website:
www.bfppg.asn.au
This group was established in 2004 to assist boutique financial planning licensees in Australia.  At last count there are approximately 80 member organisations.  They conduct annual seminars.  They are linked by Google email contacts and they also offer a group professional indemnity plan.

Business Health

Telephone:
(02) 9518 6966

Website:
www.businesshealth.com.au
Address:
77 Lower Deck
Jones Bay Wharf
26-32 Pirrama Road
PYRMONT NSW 2009

They are business coaches in Australia and will conduct a survey of your internal and external performance.

Dashboard Group – Jim Stackpool

Telephone:
(02) 8966 9135

Fax:

(02) 9976 3450

Website:
www.jimstackpool.com
Email: 

caroline@scat.com.au
They are business coaches in Australia and will conduct a survey of your internal and external performance.

Alan Kenyon

Telephone:
0011 64 2 7518 7758
To my mind the best financial planning broker in Australia.  He has negotiated hundreds of sales throughout Australia and I successfully sold my business through Alan Kenyon in 2011.

Portfolio Construction Conference

Address:
PO Box R923

Royal Exchange NSW 1225

Telephone:
(02) 9247 5536

Fax:

(02) 8221 9448

Email:

mail@portfolioconstruction.com.au
Website:
www.portfolioconstruction.com.au
This is one of the best conferences of its type in Australia.  The key is they offer a two day seminar in Sydney in August every year.   They are one conference I believe should not be missed by financial advisers whether they be salaried or self-employed.  Portfolio construction and understanding asset allocation is the core of what we do.

Morningstar Australasia Pty Limited
Address:
Level 36, Australia Square
264 George St
Sydney, NSW 2000

Telephone:
1800 03 44 55 

Website:
www.morningstar.com.au
They produce concise and reliable fund manager research coupled with an excellent adviser package.  This adviser package allows advisers to back-test their model portfolios.  They also conduct an excellent one day annual portfolio construction conference.

What Is Financial Planning?
3.1
Financial Planning is about Advice not Products


We are talking about advice to achieve a client’s lifetime goals.  These goals are not necessarily financial.  For example you need to take regular holidays to improve your mental health and freshen you up to achieve other goals.  I have had a number of clients say they value a yearly check-up with me simply because it forces them to revisit their income, budget and assets and liabilities.


Holistic Advice –

A good example of holistic advice is retirement planning.  While budgets, superannuation options and risk profiles are important to clients they also need to understand:

· Going cold turkey from a busy five day working week to an unstructured seven day permanent holiday can be very disturbing to a retiree.  It can also upset a retiree’s partner who is used to a definite home schedule.  In fact this can place stress on what has otherwise been a good marriage.

· It is better to plan well in advance as follows:
· A gradual retirement – say three days a week for say twelve months.

· Organise extended holidays both within Australia and overseas.

· Plan for hobbies, sport and charitable work to add variety to retirement.

· For some people even a career change is as good as a retirement.

Tip:
A thoughtful book on the subject is “The Rest of Your Life: How to make it as good as you want”.  Go to www.mylifechange.com.au
3.2
Advice should cover Personal Insurance, Superannuation and 
Non-Superannuation Investments

Financial planning should not mean either personal insurance or investments.  It should mean both personal insurance and investments.  Both facets of financial planning are vital to the client and they are complementary for the adviser.  For example in times of financial boom there is no tomorrow and nobody wants to review insurances because everything is going so well.  In times of financial doom clients keep their money in the bank and will not invest with you.  They do however feel vulnerable and will readily review their personal insurance plans.  As one successful American adviser said to me many years ago in 1986 – he said when the stock market crashes I go back to writing insurance business.


I have been arranging personal insurances since 1969 and I now have many clients in the dangerous health age category between 50 and 65.  I can now see I have done more good for my clients and delivered more satisfaction to myself from my personal insurance advice than my investment advice.  The following is a list of some of my recent insurance claims:

	Name
	Accident / Illness
	Type of Insurance

	Dr Dennis (Dental Surgeon)
	Arthritis in hands
	Income Protection 

	Graham (Optometrist)
	Lymphoma
	Income Protection 

Trauma Insurance

	Dr Helene (Medical Practitioner – GP)
	Chronic Fatigue Syndrome
	Income Protection 

	Dr Robert (Medical Practitioner – GP)
	Fibromyalgia
	Income Protection 

	Julie (Financial Adviser)
	Fibromyalgia
	Income Protection 

	Dr David (Medical Practitioner - GP)
	Depression
	Income Protection
Business Expenses

Total & Permanent Disability

	Dr Michael (Medical Specialist)
	Surfing accident
	Income Protection

Business Expenses

Trauma Insurance
Death Claim

	Kevin (Consulting Engineer)
	Heart Attack
	Income Protection

	Geoff (Property Developer)
	Bowel Cancer
	Death Claim

	Dr David (Dental Surgeon)
	Heart Attack
	Income Protection

Trauma Insurance

	Graham (Financial Controller)
	Bowel Cancer
	Income Protection

Trauma Insurance

	Dr Warren (Medical Specialist)
	Neck and hand injuries
	Income Protection

Business Expenses



If you can’t write personal insurance yourself or don’t feel comfortable with it get a partner or a joint venture partner who is competent.  Remember that your successful clients will start to refer their young tertiary educated children to you in time.  This will initially only involve writing an income protection policy or perhaps enough life insurance cover to cover a mortgage.  However they should then be your clients for a lifetime.


Research has shown that client loyalty increases with the number of services and/or products you look after for that client family.  For example: A husband’s personal insurance, wife’s personal insurance, husband’s superannuation, husband’s geared savings plan.  If another adviser attempts to poach your client it becomes too complicated in many cases for the clients to switch everything and sometimes the new adviser does not have the training to advise on everything.


Tip:
Never get involved with general insurance (i.e. cars, houses, boats etc).  Unlike personal insurance advice it is not a natural fit with investment advice.

3.3
Estate Planning


What is the role of the financial planner?  It is important that the financial planner does not overstep his capabilities in this area.  I believe the adviser is best to act as a catalyst in conjunction with a reliable and experienced estate planning lawyer.  

The areas however where the adviser should be involved are as follows:

· Certainly handle simple but important issues such as a binding nomination on a retail superannuation fund.

· Where a client has no will or for example needs a buy and sell agreement for business insurance refer them to your lawyer contact.  

Tip:
The lawyer appreciates your referral and in turn refers insurance and investment business to you.

How Technical Do You Need To Be?
4.1
Holistic Advice

It is commonsense advice that clients value most, for example:

· What insurances are most important to them?
· Which of the following investments is the most important to them?
· Saving in a bank.
· Buying residential property.
· Investing in superannuation.
· Borrowing to invest in shares.
· Establishing a budget.

It is important to point out to clients that all strategies have disadvantages as well as advantages.  For example superannuation is a very tax effective investment but a 30 year old may not have access to the fund for 30 years.

The most important principal of investing is simply diversification – don’t put all your eggs in the one basket.  Every asset class moves at a different time.  Diversification is the only free lunch in financial planning.

The Brinson, Hood and Beebower study (Determinants of Portfolio Performance 1986-1991) concludes that asset allocation accounts for 94% of the variation of returns in a portfolio leaving market timing and security selection to account for only 6%.
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4.2
How Much Insurance Do You Need?


As I pointed out earlier in the book, it is important to keep advice simple and sincere.  You can relate this to insurance as follows:


Income Protection Insurance –

The maximum amount of cover allowable here is very straight forward.  The maximum that any insurance company in Australia will issue is 75% of your gross income less your expenses to earn that income.  You then discuss waiting periods and benefit periods as required.


I have found that for most clients who are young in their business the following standard plan to be the best compromise:

· Four week waiting period;

· Benefit period to age 65;

· Importantly there must be a built in anti-inflation clause for claim.

Tip:
Where possible arrange all income protection insurance on an individual basis.  This ensures the most comprehensive policy is on offer and unlike group insurance through an employer it is owned and controlled by your client for his entire working life.

Life Insurance –
There are complex calculators available to arrive at a suggested figure.  I use a simpler approach to arrive at a similar figure.  For example:
· For a Breadwinner

The breadwinner earns 





$200,000 per year
Assume he/she spends 25% of that income on 

himself/herself






$  50,000 per year
Therefore the income that pays for the family lifestyle

(children’s education / holidays / mortgage 

repayments etc)
 is





$150,000 per year
Now assume the insurance payment is invested

safely in long term bank debentures earning 10%:
That is $1,500,000 of insurance @ 10% per year produces $150,000 per year and covers the family lifestyle in the event of the death of the breadwinner.

And include say $200,000 of Trauma Cover depending on the client budget.

· For a Supporting Spouse
Enough insurance to pay a nanny / home help for your children using the same methodology as above:
$400,000 of trauma and life cover at 10% earnings equals $40,000 per year.


Business Insurance –
Key Man Insurance is a policy on the life of a key man owned by a company.  My suggestions:
· Establish the policy as a capital purpose policy not a revenue purpose policy.  The capital purpose is the protection of the capital value of company shares in the event of the death or permanent disability of the key man.  
· Make sure this is legally documented in company minutes.  There will be no tax deduction for premiums but potential policy proceeds should be tax-free when they are needed most.

How much Business Insurance should you recommend?

· For Partnership / Shareholder Protection Insurance a good starting point is to ask the client the value of their partnership or shareholder share e.g. if that share of say a legal partnership was $500,000 the recommendation should be for $500,000 of Life and Trauma Insurance cover.

· For Key Person Insurance I would recommend starting with twice nett profit.  If the business is earning say a nett profit of $300,000 the recommendation may be:

2 x $300,000 = $600,000 of Life & Trauma Insurance

This would mean that if a key person does die or is severely disabled the firm buys itself two years to find and train an adequate replacement.

· Products are important but secondary to advice.

· I will get you two quotes from two large secure companies for you to consider.

Tip:
It is always easier to get premiums from the big cheque book, that is the business account, rather than from the little cheque book, which is the client’s personal account.
Stepped or Level Premiums?
I accept there are some situations where level premium is best for the client however consider:

· Stepped is the actual premium cost in that year.
· Level premiums effectively overcharge the client at the start of the policy and undercharge the client towards the end of the policy.
· Level premiums are not fixed and may in fact be increased.
· Life company actuaries know the average life of a policy may be seven years.  As there is no refund of the level premium on termination of the policy it is not hard to see why insurance companies favour level premiums.

Write your family a one page love letter.  It should cover:
· A copy of your will.

· A current valuation of your family insurance plans.

· A current assets and liabilities statement.

· The names and addresses of trusted advisers:  Your lawyer, your accountant and a financial adviser you respect.

Tip:
Encourage your clients to all do the same.

4.3
There are Two Types of Knowledge


Don’t forget there are two types of knowledge:  

· That knowledge you know personally.
· Those sources of knowledge that you can reliably use from time to time e.g. technical support departments.

You must keep reasonably up to date but you do not need to know every detail of changing financial legislation.  Use technical support departments (probably at least three) as you are paying for their service anyway in administration fees.  Remember they are far better technically than you are.  They are keeping up to date on a daily basis.  It is important to get two opinions on any one technical matter and then don’t forget to save those opinions in your Word file for compliance purposes.

4.4
Portfolio Construction


Superannuation & Non-Superannuation –

Remember that clients will not thank you for over-performance but they will punish you for under-performance of their portfolios.  There are two overriding principals an adviser should consider:

· Do not lose your client’s capital, at least on a long-term basis.

· Keep your portfolios liquid.  Frozen funds during the GFC in 2008 created great problems for advisers and clients alike.

Again, when constructing your portfolios do not try and reinvent the wheel.  Avoid unusual products and very much listen to research departments.  I clearly believe that tactical asset allocation (that is market timing) does not work.  It is strategic asset allocation that will produce 80% to 90% of your returns long term.  The other 10% to 20% comes from occasionally replacing an underperforming fund manager and rebalancing your clients’ portfolios on a regular basis.  I use model risk profiles with Morningstar research backup. 

Economic Cycles –

Property and shares are long term investments.  I believe long term to be at least 10 years.  Somehow economic cycles are tied in with human cycles (or biorhythms).  I believe that the Romans (say 2,000 years ago) recognised this when they invented the decimal system that is a function of 10.
Products are important but secondary to advice.  The twelve managers we are using have been selected with independent research.
I use the following clear and concise risk profiles in my Sherrin Partners Pty Ltd Millennium3 Statements of Advice.  They are produced by Morningstar Research.  
Model Risk Profiles

You have agreed that the XYZ profile is most suited to your superannuation needs at this time. 

In determining this, I have taken into account the following issues we discussed during our meeting:

· Your willingness to accept portfolio volatility in return for potentially higher returns.

· Your willingness to not accept portfolio volatility in return for potentially higher returns.

· Your previous investment experience and your understanding of investment markets.

· Your need to generate income and growth in relation to your investment timeframe as well as meeting any identified expenses.

I have listed the broad characteristics of your agreed risk profile selection below.  If you feel that the above profile does not reflect your investor profile then we should have further discussions before you implement your investment strategy. 

Preservation Investors

Your investment objective is to preserve the current value of your capital.  This means that you are prepared to accept low overall returns in exchange for security.  Such a portfolio is suitable for investors wishing to invest for the short term, which should be, generally regarded as less than two years.

	Preservation 
Asset Class Allocations 
	Target % 
	Minimum% 
	Maximum% 

	Cash 
	100
	0
	100

	Australian Fixed Interest
	0
	0
	0

	International Fixed Interest
	0
	0
	0

	Total Defensive 
	100
	0
	100

	Australian Property
	0
	0
	0

	International Property
	0
	0
	0

	Australian Shares
	0
	0
	0

	International Shares
	0
	0
	0

	Total Growth 
	0
	0
	0


The investment characteristics of your risk profile are as follows:
	
	Preservation

	Long term anticipated return
	5% pa

	Likelihood of a Negative return
	Nil

	Possible range of returns over 1 year
	4% to 6% pa

	Possible range of returns over 7 years
	5% to 6% pa


Moderate Investors

Your investment objective is to maintain security of capital over the short to medium term.  For moderate investors, stability of income is still a priority with capital security important over the medium to long term.  A modest level of capital volatility can be expected from time to time and overall returns may be relatively low.  Such a portfolio is suitable for investors with a minimum investment timeframe of three years.

In some instances, a relatively conservative stance may be a reflection of your aversion to volatility rather than your short to medium term investment needs.

	Moderate 
Asset Class Allocations 
	Target % 
	Minimum% 
	Maximum% 

	Cash 
	15
	5
	25

	Australian Fixed Interest
	20
	10
	30

	International Fixed Interest
	35
	10
	40

	Total Defensive 
	70
	60
	80

	Australian Property
	3
	0
	10

	International Property
	3
	0
	10

	Australian Shares
	10
	5
	20

	International Shares
	14
	5
	25

	Total Growth 
	30
	20
	40


The investment characteristics of your risk profile are as follows:

	
	Moderate

	Long term anticipated return
	6.0% – 6.5% pa

	Likelihood of a Negative return
	1 year in 10

	Possible range of returns over 1 year
	-10% to 21% pa

	Possible range of returns over 7 years
	5% to 10% pa


Balanced Investors

Your investment objective is to maintain stable returns over the medium term.  A larger demand on income from the investment portfolio with proportionately more weighting to fixed interest and cash assets and lower volatility of capital value is important.  Such a portfolio is suitable for investors with a minimum investment timeframe of four years.

	Balanced 
Asset Class Allocations 
	Target % 
	Minimum% 
	Maximum% 

	Cash 
	12
	5
	20

	Australian Fixed Interest
	16
	5
	30

	International Fixed Interest
	22
	10
	30

	Total Defensive 
	50
	40
	60

	Australian Property
	4
	0
	15

	International Property
	5
	0
	15

	Australian Shares
	16
	5
	25

	International Shares
	25
	15
	30

	Total Growth 
	50
	40
	60


The investment characteristics of your risk profile are as follows:

	
	Balanced

	Long term anticipated return
	6.5% – 7.0% pa

	Likelihood of a Negative return
	1 year in 7

	Possible range of returns over 1 year
	-13% to 26% pa

	Possible range of returns over 7 years
	4% to 13% pa


Growth (Moderately Aggressive) Investors

Your investment objective is to maintain balanced returns over the medium to long term.  Growth investors seek moderate growth on capital to maintain its real value and possibly increase its real value over the medium to longer term.  A moderate demand is placed on income from the investment portfolio, while a moderate level of capital/income volatility may be tolerated, in anticipation of higher returns over the medium to longer term.  Such a portfolio is suitable for investors with a minimum investment timeframe five years.

	Growth 
Asset Class Allocations 
	Target % 
	Minimum% 
	Maximum% 

	Cash 
	10
	5
	20

	Australian Fixed Interest
	11
	0
	20

	International Fixed Interest
	9
	0
	20

	Total Defensive 
	30
	20
	40

	Australian Property
	4
	0
	15

	International Property
	5
	0
	15

	Australian Shares
	24
	20
	40

	International Shares
	37
	20
	40

	Total Growth 
	70
	60
	80


The investment characteristics of your risk profile are as follows:

	
	Growth

	Long term anticipated return
	7.0% – 7.5% pa

	Likelihood of a Negative return
	1 year in 6

	Possible range of returns over 1 year
	-19% to 33% pa

	Possible range of returns over 7 years
	2% to 15% pa


Very Aggressive Investors

Your investment objective is to achieve long term growth of investments.  You are willing to accept a high level of capital volatility as a trade-off for potential higher returns over the long term.  You are comfortable with up to 100% exposure to the property and share markets.  Such a portfolio is suitable for investors with a minimum investment time frame of seven years.

	Very Aggressive Asset Class Allocations 
	Target % 
	Minimum% 
	Maximum% 

	Cash 
	0
	0
	20

	Australian Fixed Interest
	0
	0
	10

	International Fixed Interest
	0
	0
	10

	Total Defensive 
	0
	0
	20

	Australian Property
	3
	0
	15

	International Property
	5
	0
	15

	Australian Shares
	44
	40
	65

	International Shares
	48
	40
	65

	Total Growth 
	100
	80
	100


The investment characteristics of your risk profile are as follows:-

	
	Very Aggressive

	Long term anticipated return
	8.0% – 8.5% pa

	Likelihood of a Negative return
	1 year in 4.5

	Possible range of returns over 1 year
	-26% to 46% pa

	Possible range of returns over 7 years
	0% to 19% pa


Regular Rebalancing –
This can be manually on client review or automatically through an administration platform.  I would suggest yearly at least every 13 months.  There is good evidence to prove that regular rebalancing improves a client’s investment performance.  Reasons:

· Asset classes move at different times.

· Asset classes experience bubbles.

Rebalancing forces a client to take profits before a bubble bursts.  It forces clients to sell some assets at their peak and then switch that money into other asset classes that may be at a low point.  An optimum rebalancing in Australia may be every 13 months to avoid any capital gains tax penalty.

As you should be conducting face to face interviews with all of your clients at least every 13 months this fits in nicely with client service programs.  It also gives an adviser a reason to call for an appointment and shows a definite level of service.

Tip:
It has been said that the only free lunch in financial advice is diversification.  Don’t put all your assets in the one basket.  

Tip:
No client should enter retirement with more than 50% of superannuation in Growth investments (i.e. property and shares).

Life Expectancy –

Many clients approaching retirement tell me they don’t have a long time horizon.  Current life expectancy tables however show the following:

· Men aged 65 will live on average to 83.

· Women aged 65 will live on average to age 86.

Average Life Expectancies

Number of years to live from current age:

	Age
	Years
	Age
	Years
	Age
	Years

	
	Female
	Male
	
	Female
	Male
	
	Female
	Male

	0
	83.67
	79.02
	39
	45.66
	41.66
	78
	11.35
	9.48

	1
	83.04
	78.44
	40
	44.70
	40.71
	79
	10.67
	8.92

	2
	82.07
	77.47
	41
	43.73
	39.77
	80
	10.01
	8.38

	3
	81.08
	76.49
	42
	42.77
	38.83
	81
	9.37
	7.86

	4
	80.10
	75.50
	43
	41.81
	37.89
	82
	8.75
	7.36

	5
	79.11
	74.51
	44
	40.85
	36.96
	83
	8.17
	6.89

	6
	78.11
	73.52
	45
	39.90
	36.03
	84
	7.61
	6.45

	7
	77.12
	72.53
	46
	38.95
	35.10
	85
	7.08
	6.03

	8
	76.13
	71.54
	47
	38.00
	34.18
	86
	6.58
	5.64

	9
	75.14
	70.55
	48
	37.05
	33.26
	87
	6.11
	5.27

	10
	74.14
	69.55
	49
	36.11
	32.34
	88
	5.68
	4.94

	11
	73.15
	68.56
	50
	35.17
	31.43
	89
	5.28
	4.63

	12
	72.15
	67.57
	51
	34.24
	30.53
	90
	4.91
	4.36

	13
	71.16
	66.58
	52
	33.31
	29.63
	91
	4.57
	4.11

	14
	70.16
	65.58
	53
	32.38
	28.73
	92
	4.27
	3.89

	15
	69.17
	64.59
	54
	31.45
	27.84
	93
	3.99
	3.69

	16
	68.19
	63.61
	55
	30.53
	26.95
	94
	3.75
	3.51

	17
	67.20
	62.63
	56
	29.61
	26.08
	95
	3.53
	3.36

	18
	66.22
	61.66
	57
	28.70
	25.20
	96
	3.33
	3.22

	19
	65.24
	60.71
	58
	27.79
	24.34
	97
	3.16
	3.10

	20
	64.25
	59.75
	59
	26.89
	23.48
	98
	3.00
	2.99

	21
	63.27
	58.80
	60
	26.00
	22.63
	99
	2.86
	2.90

	22
	62.29
	57.84
	61
	25.11
	21.79
	100
	2.74
	2.81

	23
	61.31
	56.88
	62
	24.23
	20.96
	101
	2.63
	2.73

	24
	60.32
	55.93
	63
	23.35
	20.14
	102
	2.54
	2.66

	25
	59.34
	54.97
	64
	22.48
	19.34
	103
	2.46
	2.60

	26
	58.36
	54.02
	65
	21.62
	18.54
	104
	2.38
	2.54

	27
	57.38
	53.06
	66
	20.76
	17.76
	105
	2.32
	2.49

	28
	56.40
	52.11
	67
	19.92
	16.99
	106
	2.26
	2.44

	29
	55.42
	51.16
	68
	19.08
	16.24
	107
	2.20
	2.40

	30
	54.44
	50.20
	69
	18.24
	15.49
	108
	2.15
	2.35

	31
	53.46
	49.25
	70
	17.42
	14.76
	109
	2.09
	2.30

	32
	52.48
	48.30
	71
	16.61
	14.04
	
	
	

	33
	51.50
	47.35
	72
	15.82
	13.33
	
	
	

	34
	50.52
	46.40
	73
	15.03
	12.64
	
	
	

	35
	49.55
	45.45
	74
	14.27
	11.96
	
	
	

	36
	48.58
	44.50
	75
	13.51
	11.31
	
	
	

	37
	47.60
	43.55
	76
	12.78
	10.68
	
	
	

	38
	46.63
	42.60
	77
	12.05
	10.07
	
	
	


Source:  http://www.lifebroker.com.au/life-insurance/life-expentancy-table (06.06.2012)

Tip:
It is the volatility of a portfolio that worries clients in retirement.  A Balanced superannuation fund should have 50% of its assets in defensive assets i.e. cash and bonds.
Administration Platforms –
I think it is very important to use a reliable administration platform.  There are six or seven well resourced platforms available with bank or major insurance company ownership.  There is reasonable competition now and it really doesn’t matter which platform you use however I think it is sensible that you try to use one platform only for all your superannuation and non-superannuation clients.  Financial advice business brokers will tell you that buyers are most impressed by established businesses which have the following features:

· All clients on the one platform.
· Fees deducted monthly from those platforms either on a fixed or an asset based arrangement.

Tip:
It is important to choose a platform that gives a very wide choice of investment managers and does not have any bias towards investments that are owned by the platform provider.


Tip:
I always try to use investment managers who have no distribution system in Australia and therefore have to rely on a very high research rating in order to be used by independently owned financial planning practices.

Core and Satellite –

I also believe in a core and satellite approach to investing.  That is use index funds in every asset class to reduce the risk of underperformance.  You then blend high quality active managers of different investment styles (eg Growth or Value) with the index manager.  This also produces a lower management expense ratio for your client.


Projections and Calculations –

Various sources now offer software applications.  I have found that the one question that clients most ask is:  “Will I have enough money to retire?”  My approach is to prepare a software projection on the following assumptions:
· Assume you pay off all your debt.  The only asset you will retain as a direct asset is the family home/apartment in which you live in.  All other assets are to be assumed to be in a superannuation account based pension.
· Software will then show how long the money will last based on the following:
· Retire at age 65.

· Project a balanced risk profile return at 6% tax free.

· The client nominates the required budgeted family income which is then increased by a CPI adjustment of 3% annually.
· The software will factor in any means tested Centrelink / Veteran’s Affairs age pension.


The following is a sophisticated but client friendly retirement calculator available on the Vanguard Australian website:

 
https://www.vanguardinvestments.com.au/retail/ret/education/tools/retirement/Retirement.jsp.
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4.5
What Does Your Own Financial Planning Program Look Like?


It is great ethically to show your clients your own portfolio is the same or substantially the same as theirs.  Show your own insurance program so that they can see that you have adequately insured yourself and your family.  The same applies to your superannuation and non-superannuation investments.  Show them that you are using the same administration platform as you are suggesting to them and you are using a model portfolio based on your own attitude to risk and probably your own closeness to retirement.


Avoid direct shares.  I view direct share investing as being very much transaction based and should be left to stockbrokers.  It really runs counter to long-term financial planning which is based on long-term performance and client patience.  If you find clients that want some direct share exposure refer them to a reliable stockbroker that you have contact with.  The arrangement should be that at least the stockbroker will refer insurance clients back to you from time to time.

Borrowing to Invest (Non-Superannuation) –

This can be a very effective strategy but only if strict rules are observed.  Basic strategy is as follows:
Cost of your finance:
Home equity finance – say 
8.0%
Less a 46.5% tax deduction
4.0%
After tax cost 
4.0%
Versus the benefit:
Long term return from an aggressive share portfolio - say
9.0%

Less estimated income tax and capital gains tax – say
2.0%
Which leaves a real return of
7.0%

In other words you can borrow somebody else’s money (the bank) at 4% and if you follow the correct rules and take a long term and patient approach you may return 7%.  These are the rules:
Gearing:  Costs and Consequences* –
Gearing is quite simply, borrowing money to invest.  The borrowed money can be invested in a number of ways – shares, property, international investments, etc.

Borrowing money to increase your investments can be a way of speeding up your wealth creation, as you have more money working for you.  This can have the effect of accelerating your capital gains.

Borrowing money to increase your wealth may seem like a contradiction in terms, but it is one of the most powerful strategies available for wealth creation.  Also, the strategy can be very tax effective.

When Does Gearing Work?

When the after tax cost of borrowing is less than the after tax expected return from investments, gearing will work.

To achieve an investment return that is in excess of the cost of borrowing, an investor is relying on capital growth to increase the value of their investment.  The likelihood of this occurring over the longer term is greater than over the shorter term.  If you are thinking of gearing, you should have at least a 5 to 10 year time horizon in mind.

You should also be thinking of investing in “growth” investments like shares or property.  Investing in case or fixed interest is highly unlikely to produce the returns you will require.

What Are the Benefits of Gearing?

Leverage – An investor can gain from increased returns through the process of gearing.  By adding borrowed money to your own investment funds, you increase the sum to be invested.  The greater the total value of the investment, the greater the potential for capital gains.  This concept is known as “leverage”.

Negative Gearing – An investor may be able to obtain significant tax concessions through “negative gearing”.  This occurs when:

· An investor borrows money.
· The borrowed money is used to invest in income producing assets.
· Income received from investing is less than the interest payment on the loan.

Investors can claim the excess interest paid on borrowings as a tax deduction.  This tax deduction can be claimed against other taxable income received (i.e. salary) during the same year.

What Are the Risks of Gearing?

There are major risks involved when using gearing as an investment strategy.  It is essential to carefully consider these risks, and get investment and taxation advice on your personal situation before starting a gearing strategy.

Reduced cash flow – This is particularly important to consider if you intend negatively gearing an investment.

Negative gearing reduces your day to day cash flow.  You are intentionally making an investment knowing that the income you earn from that investment will not cover the ongoing costs involved.  Make sure you can afford it.

If possible, you should not rely on the income earned from your investment to meet your regular interest payments.  Investment income may be irregular.  Share dividends can fluctuate widely.

Your investment falls in value – Although gearing can multiply your capital gains, it can also multiply your capital losses.

Even after taking investment advice and making what you consider to be a wise investment, it is possible that your investment will fall in value.  However it should be remembered that gearing is not a short-term investment strategy and fluctuations in your investment value will occur.

You are asked to contribute more – It is possible that you will be asked to pay back some or the entire amount you have borrowed if your investment drops in value.  This is known as a “margin call”.  It is essential that you have other funds available should this occur.

Loss of income / death or disability – You need to ensure that you have adequate personal insurance.  You can minimise the financial impact of any of these events.  If you have ensured that your personal protection program is updated to take into account any new lending facilities, including those used to purchase investments.

In summary, the main attraction in gearing is the potential to receive higher rates of return on investor’s money than would otherwise be possible without borrowing.

What are the costs of gearing?

The costs incurred in gearing include:

· The interest paid on borrowed funds, which fluctuate but invariably are dearer than bank mortgage rates.
· Administration, asset management and adviser service fees on the underlying investments (detailed in section 5, ‘Costs Fees and Commissions’).
· Potential capital gains tax (CGT) liability on any resultant capital gain. 

*  Source:  Millennium3 Financial Services Pty Ltd.
Conclusion –

Aim for a maximum of $1 borrowed for $1 of equity.  Home equity is the best.  It has the cheapest cost and margin loans are not involved.  Margin loans are only for high income clients who have no home equity.  They will pay +2% over home equity finance.  A reasonable approach may be as follows:


Initial investment




$2,000



Borrow






$1,000


Total






$3,000

Then use instalment gearing – no more than 1:1 – for example:  
The client invests 




$   500 per month

Bank / Gearing Lender invests



$   500 per month
Total invested





$1,000 per month

This shows also the power of dollar cost averaging.  Essentials however:
· The client must have a stable employment.

· The client must be on a high income.

· The client must have reasonable personal insurance protection.

Tip:
The most effective investors are those who set up an automatic savings plan to withdraw from their earnings before spending it.  For example:

· A shares investment plan.

· Superannuation.

· Investment home.

Fixed Interest versus Variable Interest –

Where possible always choose a variable rate.  Long term this will prove to be the cheapest.  When a lender (e.g. a bank) offers a fixed rate, say for the next two years, they will always build in a buffer in case their opinion on future interest rate movements proves wrong.

4.6
A Limited Power of Attorney


Australian Securities and Investments Commission (ASIC) have strict requirements now for a Limited Power of Attorney.  It is estimated that there are around 400 boutique licensees in Australia and they all should be aware of an ASIC regulation allowing a Limited Power of Attorney with your client.


Essentially this allows model portfolios within an administration platform to be adjusted as required without a client signature and the automatic production of a Statement of Advice.  Basically:

· You must use an arm’s length administration platform.
· You may switch and rebalance your client’s portfolio within that platform (that is fund manager changes and asset allocation rebalancing) as long as the agreed current risk profile with your client remains unchanged.

Of course, any changes should be recorded within a Record of Advice for compliance purposes.

4.7
How to Charge for your Services


Insurance –

An insurance commission basis still works well.  There are three current remuneration options which do not change the premium for your client:

· Upfront – say 120% of annual premium + 10% ongoing service commission.
· Hybrid – say 75% upfront and 25% ongoing service commission.
· Level – 35% service commission for the life of the contract.

In the early years when you have few clients and few financial reserves perhaps you should be using the upfront method.  As you become more established Hybrid is certainly worth considering.  Remember that most of your insurance effort is done upfront.  A Hybrid remuneration system still provides good upfront remuneration but then allows an adviser to build a saleable revenue base on a long term basis.

Non-Superannuation –
I will only direct invoice clients for their initial plan fee.  Plan fees may range from $400 to $2,000.  Ongoing advice I believe should all be either asset based or on a fixed fee or a combination of both.  Importantly, it must be deducted from the administration platform on a monthly basis.  Monthly payment of fees is easy for a client to budget and provides no bad debt or collection problems for the adviser.

Our Authority to Proceed document states that a client can always opt out of our ongoing service fees by providing us with a communication in writing within 30 days.  Remember also that a healthy revenue stream is attractive to a future buyer.

Tip:
Encourage all insurance to be paid monthly by automatic deduction from a bank account or a credit card.  Quarterly, half yearly and yearly direct payments create budget problems for many clients.  

Tip:
I have had very few bad debts over 40 years.  The only ones have been those that have not paid my upfront Statement of Advice plan fee.  It also tells the adviser that these are clients that you do not want.


Fees –
These are the fees that my largest client pays:

Fund Manager Fee
0.61%


Platform / Administration Fee
0.35%


Advice
0.40%

Total
1.36%
A leading CEO stated recently that the adviser deserves the highest share of fees because he is the closest to the client.  This indicates to me that fund manager and platform fees need to be lower.
How To Get Started
5.1 
Big or Boutique?

I was taught many years ago that the only way to succeed in any private enterprise business was to be either very big or very small.  After observing many businesses over many years I very much believe this to be correct.  If you relate this to the financial advice business big means one of the big five – the big five in Australia at the moment are the four major banks:  Commonwealth Bank, Westpac, National Australia Bank and ANZ Bank together with the AMP organisation.  The advisers affiliated with the big five probably write around 80% of the financial advice business in Australia.


There are however another 400 boutique licensees in Australia.  They control the other 20% of the business and their client bases tend to be more of high net worth individuals.  In 1969 I started with a big institution, namely National Mutual.  I subsequently arranged my own boutique licence and then finally sold that business I had developed back to an organisation associated again with one of the big institutions.


Thirty years ago you could start a financial advising business from scratch because up front commissions were high.  In 2012 however upfront revenue is low and, correctly, ongoing advice fees are now the norm which builds a sustainable long term business for the adviser.  Also insurance policy commissions upfront are being lowered and all of this means:

· You probably must start as a salaried adviser.
· I would choose either a big institution or a small boutique licensee.

I would caution new entrants to the business to avoid what I call “medium sized” licensees.  The reason is that I believe any sort of medium sized business is only in a transition stage.  The medium sized business must eventually be taken over by one of the five major institutions.  If not they will suffer from being neither large nor small.  In other words they will not have the advantage of scale or the advantage of personal advice.  If medium sized licensees don’t obtain economies of scale by joining one of the big institutions they eventually break down into a number of small licensees again.

Having started as a salaried adviser, in time you can only become truly self-employed as follows:

· Apply for your own Financial Planning Licence as I did; or

· You can buy equity in an existing adviser business that you know and trust.

Office Space & Parking –

It sounds very basic but your choice of office and parking arrangements are vital.  The goal is to have 80% of your client appointments in your own office.  I would estimate that most financial advisers in Australia operate in dense urban areas.  Your consideration should be:
· You need to be central to your potential client base.

· You need to be central for advisers and your staff.

· You need ample free parking nearby.  

If you must operate from the CBD of a capital city arrange for two hours of complimentary parking at a nearby parking station.

Business Trust –

You can always trust a trusted individual but you can never trust a corporation.  If the corporation policy changes the trusted individual either follows the corporate line or resigns.

Business Coach –

A business coach advised me recently that the most important aspects that they have noticed in the success of financial advisers is as follows:
· The adviser knew how to sell; in this case many of them were insurance advisers as well.
· They were paid on an asset based fee (not commission) deducted monthly from a platform.
· The majority of the clients’ superannuation and investment business was administered on a platform.

How to deal with Business Development Managers –

There are a large number of Business Development Managers who would like to have discussions with every adviser.  You can’t talk to everyone but this is what I find works best:

· It is important to have polite conversations with all BDMs.  They have a job to do.
· You really should just have a small number of BDMs that you can rely on for assistance.  I would recommend:

· A BDM for the platform that you primarily use.

· A BDM for perhaps the two fund managers that you most respect.

· A BDM for the life insurance company that you most use.

Tip:
Have your personal assistant screen BDMs as follows:  Be polite and ask them if the Fund Manager they represent is on the platform that you use?  If it is on the platform that you use just ask if they will send along any independent research that they have to be considered by the adviser.

5.2
Attitude


Some advisers may feel that being paid on an on-going fee or a commission basis (that is on a performance basis) makes for an insecure lifestyle.  In effect like any self-employed business this really is the most secure form of business.  Once you are established you can do virtually anything necessary to take advantage of a business situation or to overcome any recession.  

As a salaried employee you are very much at the control of your employer.  He or she has the right to hire or fire.  Further, personality clashes can occur which mean that your progress is stopped because someone else chooses to keep you in that position.  

Tip:
It is important to note that whereas the general public may not have a high regard for financial advisers as such, individual advisers are normally highly respected by their own clients.

It is so true when they say that life is a journey, not a destination.  Whether working or retired your life is really a change of direction.  You simply cannot afford to shut off your mind at any stage.

Numerous business studies have shown that the one quality that most guarantees success is persistence by the individual.  In other words – never give up.
How To Find Your Clients
6.1
The Referral Process


When starting out you tend to talk to everyone.  As you become more experienced however you learn to qualify prospective clients.  With a few exceptions I reached the point where I would only take on a new client as a referral from an existing client.  This was simply for economic and personality reasons.

The Perfect Client –

Every adviser should have a description of his or her ideal client.  This will assist you to target referrals.  Mine, as a young adviser, was as follows:

· Ages 35-40.
· Income $400,000.
· Married with two children - both to go to private schools.
· Self employed.

Personal Insurance

Income Protection –
· Maximum Income Protection.
· 4 week 65/65 plus Increasing Claim Benefit.
Business Expenses –
· 4 week wait 1/1 benefit period maximum.
Life insurance –
· Breadwinner -
75% of salary capitalised at 10% = $3 million.
· ($2.5 million owned as super) .
· Plus $500,000 Trauma and Life outside super.
· Spouse - $500,000 Trauma and Life cover.

Superannuation

Stage 1 –
· Establish an external superannuation fund.
· Contributions to be compulsory superannuation only.
· Use a platform.

Stage 2 –
· Say when $300,000 is reached the client may switch to a self-managed fund.

· I am more likely now to approach the client’s accountant to set up the self-managed fund or use one of our joint venture partners.
· For any clients however who do not wish to invest in real property assets a platform account together with a sector specialist portfolio reviewed every six months is very competitive.

· For those clients who do want to set up a self-managed fund the following would hopefully apply:

· They would use the assets to buy direct business property first.
· The next step would be that they would use a platform for diversification across other sectors.

Investments
We have four major investment areas to consider in Australia:

· Paying off your owner occupied house mortgage.
· Gearing into residential property.
· Gearing into shares/share trust.
· Superannuation.

Recent changes make superannuation extremely attractive for anybody 45+.  Those people I think should be concentrating on superannuation as they have access to transition to retirement account based pensions as early as age 55.  All proceeds of the account based pension are tax exempt at age 60.

For those under 45 access to funds becomes the most important consideration.  Instalment margin lending using a competitive platform and a competitive margin lending plan is very tax effective.

Where a client has reasonable equity in their home then a home equity loan is to be preferred.

Prospecting –

Many companies train advisers to initially contact acquaintances and friends.  In retrospect I am not sure at all that this is the best method of doing business.  Quite a number of highly successful advisers have established themselves purely by calling on strangers, of course, with a referral from a satisfied, existing client.   The advantage of making contact with referred strangers is twofold:

· The new adviser has no hang-ups about contact.  In other words he doesn’t in any way feel psychologically that he may be using a friendship in order to make income.  By contacting a stranger he is simply providing a service for which he will be paid.

· The new adviser will be somewhat fragile initially and sensitive about his lack of knowledge of his business.  By calling on referred strangers he knows that they are unaware that he is new in the business.  By calling on friends or acquaintances these people do know that he is very new to his business.


Platinum clients refer you to Platinum prospects and Bronze clients tend to refer you to Bronze prospects.  The point I would initially make and stress is that I believe that cold calling is to be avoided at all costs.  It is inefficient and it is ego destroying to a new adviser.  There may be a few very gregarious individuals that are able to pull it off but for most of us cold calling is not the answer.

For referred leads say to clients:  This is the Financial Planning Newsletter I will be sending to you from now on.  We encourage our clients to nominate two or three of their associates to receive the newsletter as well – who would you like to nominate?

Tip:
Prepare a standard thank you for your referral letter.  Immediately after speaking to a referred potential client instruct your support staff to prepare the letter for your personal signature.  Remember, everybody likes to be thanked.

Tip:
Have the following printed on the back of your business cards:  “The finest compliment I can receive is a referral from a satisfied client”.

The Power of Referrals – A Real Life Situation –

Dr Robyn attended our seminar for graduating medical practitioners.  She soon became a General Practitioner and I arranged her income protection insurance.  She then married a Paediatrician and I arranged all his personal insurances.  I then arranged an investment for their self-managed superannuation fund and a non-superannuation investment supported with a home equity loan.  

Robyn then referred me to a female General Practitioner working in her practice.  I arranged personal insurances for her.  She then married an Emergency Medical Specialist.  I arranged insurance, superannuation and investment for him.  He then referred me to two other Medical Emergency Specialists and I wrote business on both of them.  He then referred me to three Registered Nurses and I arranged business on two of the three.  He then referred me to his Personal Trainer.

Note:
This referral story patiently took 20 years of service but the business has been substantial.


You must learn to get referrals.  I used to get referrals in nests, for example graduating university students.  Try to pick the following that are more likely to become self-employed:

· Medical practitioners.
· Dentists.
· Pharmacists.
· Lawyers.
· Accountants.
· Architects.

Tip:
I would not prospect at all among public servants.  The reason is that public servants tend to have most of their financial plans looked after by their employer – for example a government employee will have subsidised superannuation with a built-in personal insurance program.  This then leaves very little scope for you to write additional business: Perhaps a small investment plan or insurance protection for a client’s wife. However as your time is limited you are far better off to prospect among people who will ultimately become self-employed or will work for other people who are self-employed.

I used to use a nominated referral letter with good results.  Being both an insurance and an investment adviser gives you great scope and flexibility.  You are able to ask an existing client - who do you know that:

· Is new at your firm with great potential?

· Will retire in the next 12 months?

· Has just become married?

· Has recently had their first child?

· Will be offered the next partnership / equity in your firm?

· Has just bought their first home?

· Has just graduated from university as a doctor / dentist / pharmacist or lawyer?

· Has just been admitted as a lawyer having been an articled clerk in the past?

This is my nominated referred letter which can be obviously modified to your choice:

Dear Nominated Referred Prospect,

I am a financial adviser here in Brisbane and I deal mainly with business and professional people like yourself.   For the past several years I have handled all the superannuation and insurance business for John Smith of ABC Industries.  

I have no reason to believe that your superannuation or insurance plans require a review at this stage nor did John so indicate.  I do however have some new ideas on income protection insurance which I feel may be of interest to you.  

I will contact you in the near future hopefully to arrange a mutually convenient time to meet.

Sincerely,

Ian Donaldson

6.2
Acquisitions


There is always an adviser leaving the industry or one who wants to prune their client base.  If you are a pure investment adviser why not buy a pure insurance adviser’s client base?  If you are associated with a large institutional dealer you will normally find that those wishing to buy or exit the industry are kept in touch with each other.  If you are a small licensee or associated with a small licensee you may be best to look for acquisitions in the following areas:

· Become part of an organisation such as the Boutique Financial Planning Principals’ Group (BFPPG) where you are able to have contact with those who are looking to buy and sell; or 
· You now find there are a number of well established financial adviser brokers in Australia.  Their job is to put sellers and buyers together.

6.3
Centres of Influence


With centres of influence you refer your clients to them (usually accountants, lawyers and mortgage brokers) and vice versa.  There is no commission or fee payment and the arrangement is not formalised – that is there is no written agreement.


Joint Ventures -


This is really the formalisation of a centre of influence arrangement.  There is a definite written agreement covering commission and fee sharing.  For example:  The financial planner receives 60% of all fees generated and the accountant receives 40%.  Ideally a joint venture company is set up with the rights of each party clearly defined.

6.4
Seminar Selling


Young graduating university students are the high earners of the future.  They are usually aged 21 to 25 and they often become self-employed in their profession or even become small business owners, often in family businesses.  For example mum and dad send their son or daughter to university to do business or law to eventually help them to take over the family business.  

Don’t expect large commissions or fees in the early years.  You will probably only write a quality income protection policy to commence with and you must be patient.  However you can expect easy referrals to friends and acquaintances in similar situations.  

Tip:
Concentrate on male graduates as they don’t leave the workforce to start families and they are more likely to be the main long term family breadwinner.  Of course you should always be looking to arrange business on a spouse or partner in the future.

My successful method was to meet the university faculty executive, for example Faculty of Medicine students at the start of their graduating year.  I would organise a high quality seminar then with their assistance to involve other key speakers, for example a doctor client well established with years of experience and an accountant who primarily deals with professional clients.  I then ask the attendees to fill out a contact number for a no-cost discussion after they graduate and commence paid work.

Tip: 
Base your offer on Income Protection Insurance.  Graduates who have studied long and hard for a professional qualification are mostly very receptive to protecting themselves against accident and sickness.  Premiums for young graduates are inexpensive and tax deductible.

6.5
Starting a Networking Club


In 1984 I was kindly given details of a Million Dollar Round Table networking business club operating successfully in Vancouver, Canada.  Based on that information I was one of the founders of Brisbane Business Associates in 1985. Amazingly that same club still meets on the first Wednesday of every month at Tattersalls Club in Brisbane for a very enjoyable networking lunch.  We have simple flexible rules which have been the basis for our survival:

· Only one self-employed member from each profession or type of business is allowed, example one lawyer / accountant / financial adviser / consulting engineer / town planner etc.
· New or replacement members must be referred by existing members and of course approved by all other members.  Prospective members usually attend one or two meetings in advance to enable them to assess us and to be assessed by us.
· We adopt a simple goal:  Exchange of good ideas and we do business with each other where possible.
· We only meet at a quality venue with quality food and quality wine.
· Occasionally we invite a high profile guest speaker.  For example a leading business person a politician etc.  It is amazing the number of high profile potential guests your overall membership is connected to.  
· We encourage members to bring a guest from time to time and the cost of the lunch for the guest is paid for by all other members.
· In addition we have an annual Christmas in July function where members bring spouses and partners.
· Out networking club has been so successful that an offshoot called Young Brisbane Business Associates started recently for 30 to 40 year olds.

Tip:
Start your own networking business club in your city or town.

6.6
Call Reluctance


We all experience call reluctance.  The best solutions are as follows:

· Avoid cold calling.  Contrary to what old timers may say it has a low percentage success rate and is quite soul destroying.
· Instead use seminars, nest prospecting, referrals, networking, centres of influence and joint ventures.

The key to overcoming call reluctance I have found is as follows.  You must set up definite times each week on your own.  For example Monday night from 5.30 pm to 7.00 pm, Tuesday morning from 9.30 am to 11.00 am and Wednesday morning from 9.00 am to 11.00 am.  I found that by concentrating on those three times almost every week on a religious basis I would produce enough appointments certainly to carry me through at least the next week and possibly a week or so after that.

Remember it is not a perfect world.  Students get a high distinction for a 95% result.  It is important to prepare well, for example for client calls and appointments, but remember the old saying that the excellent is the enemy of the good.  In other words the 75% perfect call you make will always be better than the 95% perfect call that you never made.

The hardest appointment is the easiest sale.  This is the sort of person who is scared of himself and his ability to be influenced.

Tip: 
Perform telephone etiquette.  Introduce yourself and then show respect for your potential client’s time: Do you have a minute to speak?  Try also to never waste a call.  If possible leave your name and a short message.

You need to warm up just as a professional athlete does as follows:

· Read your client information first.
· Have all your phone numbers ready.
· Make some easy calls first.  For example to an insurance underwriting department, or to a technical team on a technical matter.

It is then important if you are new in the business to send say 10 approach letters per week.  They should be followed up no later than three days later.  For example on Thursday and Friday your personal assistant would send letters for Monday night, Tuesday morning or Wednesday morning calls.  You must make sure that you have no interruptions at all.  Tuesday and Wednesday you can phone from your home office.  On Monday night you are best not to be at home but go to your business office where normally everything would be very quiet.

Understand that calling a client for an appointment is just like a client interview.  It requires privacy and concentration.  It is not an activity you undertake from a cubicle in an open office plan.  

And then, if all else fails, one of the most respected books on the subject of call reluctance is The Psychology of Sales Call Reluctance by George Dudley and Shannon Goodson.  

Tip:
Don’t send too many pre-approach letters at once – 10 to 15 is usually quite adequate.  Don’t forget the impact of the letter is very much lost if you do not contact the client within two days of his receipt of your letter.

6.7
Role Playing


Just as in any other discipline you must practice your telephone contact technique and your appointment technique.  Remember some of the greatest speeches by Sir Winston Churchill who was nominated as the Statesman of the Twentieth Century were those speeches he had best rehearsed.

6.8
Your Competition


Never rubbish your opposition.  Select what you feel is the strongest point of your presentation and that which you feel will most appeal to your prospective client and then highlight that feature.  Continue to show your interest in the situation by keeping in touch.  This is really all you can do as all other factors being equal the prospective client will probably buy on his or her personality attraction to the seller.

6.9
The Home Ground Advantage


As in sport you usually win more games on your home ground than when you play away from your home ground.

Understand:

· Psychologically your client feels that you are in charge.
· There is a huge time saving when your client comes to your office and you do not have to go to his office or his home.
· You control the venue.
· You avoid the distractions of the client’s venue.

Some advisers have a reluctance about asking people to come to their office.  I personally have no trouble with this.  I would conduct some 80% of my face to face interviews in my office.  I simply say to the client – I was going to suggest we meet at my office where we can speak without interruption but if you would prefer I can meet you elsewhere.  In the vast majority of cases the client will come to my office.

There are exceptions to the rule.  Within reason you should always be prepared to travel to look after a Platinum client.  I had a few very good clients that originated from Brisbane and eventually settled in the Gold Coast, Sunshine Coast and Toowoomba.  I was quite happy of course to travel to see them as it was difficult for them to come to Brisbane to see me.

Preparation is essential.  Remember preparation makes a dull person bright and preparation makes a bright person brilliant.

Night Work –
A degree of night work is probably essential at all times in your career.  After 10 years in the business I found that my night work was no more (on average) than one and a half nights per week.  If you are working mostly in a family market the only real reason for night appointments should be if you feel that the spouse or partner should be present as a decision maker.  New advisers should consider two other possible times as better suited to most people:

· A lunch hour or immediately after work at say 5.00 pm.
· Most people can see you between 5.00 pm and 6.00 pm.  In effect they will probably get home at much the same time as they would if they left at 5.00 pm because of traffic problems if you are working in a major city.

6.10
Keep It Simple and Sincere (The KISS Principle)


I believe the most clever people in the world take a really sophisticated subject or process and then make it simple for someone not in their area of expertise to understand.  It has been said that anybody entering a new business or profession goes through three stages:


Stage 1 – Starry Eyed Enthusiasm

At this stage you know very little but your enthusiasm gets you through.


Stage 2 – Complicated Sophistication

You start to know something about the product or the service you are delivering.  You then weigh yourself down by telling every prospective client everything that you do know.


Stage 3 – Mature Simplicity

In this stage you tell people just enough of what they need to know to make a correct decision.

Tip:
Don’t just listen to or read something once.  It takes two to three times before you absorb most of the key points.

6.11
How to Close Business

Closing the Presentation –

Actually the close is really an incorrect name for this stage of the interview.  If all the necessary preceding steps were done correctly there would really be no need to close the client.  It should just occur automatically.  However for the following reasons some extra work is necessary:

· You may have been hasty, sloppy or careless in your presentation.
· The client may not have told you all the facts.  Don’t forget people do things for their reasons not for your reasons.


Really you just need to keep asking questions.  It is said that one of the greatest compliments you can give to a person is to ask them an intelligent question and then write down their answer.


Towards the end of your interview some of the closing business questions that you can ask are as follows:

· Would you prefer to pay your monthly premium by automatic bank authority or would you prefer for it to be deducted from your credit card?

Insurance advisers will often come across a situation where the client seems very much in favour of the plan but decides to procrastinate.  You might get a comment such as:  This looks like a pretty good idea but if you can just give us a couple of days to think about it?  

In some cases I ask for permission to get a preliminary assessment.  I say to the client:  Let’s see if you qualify for the insurance first.  You can then make your decision in the future.  I have found this method is extremely useful in closing business.  Once the client has made the decision of filling out the forms and signing them, even though they fully understand that there is no business in force at that time, they have psychologically committed themselves to the plan.  Of course a signed bank authority must be included and a client can certainly opt out of the potential contract without any financial loss.

Clients often do not like to talk about any adverse health issues they have however if the adviser is not aware of these matters up front it can create great problems not just for the client but also for the adviser.  I found a discrete way of checking this with clients was to ask the following question:  Are you currently on any medication?

Selling, Exclusions and Loadings –

Twenty percent of applications may be acceptable to the insurance company but with an exclusion or increased premium, for example:  Back complaints, mental illness, asthma, cancer etc.

My approach is to explain to the client that the medical dictionary may be 10 centimetres thick – all the insurance companies are excluding is one or two pages from the entire book.  If the client has received a premium which is say 50% above normal you explain to the client that he/she is at greater risk than the average person.  The one redeeming feature, for example with income protection insurance, is that the Australian Government will probably subsidise 46.5% of your extra cost because your total premium is tax deductible.

Tip:
If the client still resists I then make sure I get a second opinion from another insurance company.  It is fairly rare that the second opinion differs greatly from the first opinion but this then establishes your credibility with your potential client.

Tip:
Try to arrange all of your insurance payments and your fee income on a monthly automatic deduction basis.  Clients just do not budget for quarterly, half yearly or yearly direct bills.


Personal insurances should only be paid on a monthly automatic deduction basis.  I used to find that the only clients we would have to remind who had not paid premiums were those who were paying quarterly, half yearly or yearly direct against our advice.


For superannuation and investment administrative platforms:  Fees whether they are asset based or fixed are always available to be paid on a monthly automatic deduction basis.


Are You Really Listening?

Good listeners will often hold high level positions and make more sales than those with less effective listening skills.  Here is a round up of some tips that can help you become a better listener:

· Spend more than 50% of your time listening to your client.
· Listen for ideas not just for facts.  Listening only for facts often prevents you from grasping the prospect’s meaning.
· Avoid jumping to conclusions – don’t anticipate what a person is trying to say.
· Try to stay interested in what is being said even if the delivery is boring or wordy.  Avoid the tendency for your mind to wander.
· Don’t evaluate or judge how something is said.  Keep listening for ideas and avoid the tendency to become upset by strong words that may tend to irk you.
· Never rush or interrupt the speaker and don’t change the subject until you are sure the speaker has finished speaking.
· Do ask questions to clarify points and let the speaker know you are paying attention by writing the occasional note on your notepad.
· Tell yourself that every speaker is important enough to listen to – don’t fake paying attention.
· In the meeting make the prospect aware of his problem.  Create the desire in the prospect to solve that problem and convince the prospect that your product or service is the only solution to his problem or the best solution to his problem.

It is also important to understand in the sales process that objections are a normal and unavoidable reality.  Even a client or prospect who knows he needs the product will object along the way for two reasons:

· He is buying himself time to think about doing something and his objections really help him qualify you as somebody he wants to deal with.  
· You should really welcome objections as these are really the only way that an adviser and prospect can communicate.

Tip:
As someone once said – don’t forget it is the silence between the notes that makes the music.

Tip:
Tom Hopkins is a world renowned sales trainer.  I find his teachings a bit Americanised but well worth the read (Website:  www.tomhopkins.com/).


Promote Your Own Plans -

I have always found that being able to recommend to clients plans that I have already bought and believed in myself are a wonderful way of showing your sincerity to a client.


Personal Insurances –

You should be quite prepared to show your clients the Income Protection and the Life Insurances that you have arranged for your own family or business.

Tip:
You might say to a potential client:  As they say, it only happens to the other person but to the rest of the world you are the other person.
Make sure that you are involved in every claim a client makes be it disability, trauma or death.  Not only does your client or his family value your services the most at that time, your level of personal satisfaction is greatly enhanced by each claim.

Superannuation & Investment ​–


Again you should be able to say to your client that you are using the same administration platform and the same model risk profiling that you are recommending to your potential clients.  This is a very powerful motivation tool, not just for the adviser but also for the client.

My Presentation Book –

I carry it with me to appointments as a type of security blanket.  It is segmented and regularly updated.  The segmented parts would be as follows:
· Insurance related claims.

· Residential and commercial property research.

· Superannuation – current taxation strategies.

· Portfolio performance – your model portfolio performance; the performance of competitors such as industry super funds.

· Technical – an income tax table; age pension eligibility.

· Economy – current Australian and international trends.

6.12
The Psychology of the Sale


Don’t forget most of our biggest life decisions are made on emotion, for example marriage and a house purchase.  Don’t forget that prospective clients have personalities.  Just like yourself your clients have personality types you need to understand.   

In a perfect world your clients would all be like yourself and they in turn would refer you to more prospective clients of the same personality type again.  I would avoid cold calling and non-referred clients.  A referred client tends to be like their referrer however where you get prospective clients from seminars and acquisition you are likely to end up with four basic personality styles.  The following are summaries of these personality types and the ways of dealing with them.

Tip:
Try to identify your own personality type.  Refer to the following website:  www.colby.com
Understand the Platinum Rule, as opposed to the Golden Rule – that is doing unto others as they would have you do unto them.  From a sales point of view understand four general styles of personality and the ways of dealing with them:
· The Analytical
He is not demonstrative and wants you to provide the sort of evidence that would stand up in court.  That is facts and figures without being too complicated.  For example he would actually want to see the definition of disability before he would buy.

· The Amiable 
He like The Analytical, does not make a decision quickly.  He wants evidence too, but more he wants a personal guarantee that you will serve him in the future.

· The Expressive
This is a competitive fellow.  He would like testament of some well connected and successful friend that has dealt with you.  He also appreciates third party references from successful people praising the sort of product or service you are putting forward.

· The Driver
This fellow is very ego centred.  You don’t suggest to him what he should do; you definitely let him make his own conclusions.  If you suggest what he should do, he is more than likely to try and find a way to disprove you, just to satisfy his competitive instinct.  He also makes decisions very quickly.  

Also, The Expressive and The Driver are extremely time oriented; they watch their time, The Analytical and The Amiable less so.
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	The Amiable
· Doesn’t want to be loved and left

· Wants service and contract guarantees


	
	The Expressive
· Talks about himself

· Very assertive

· Very competitive

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	Personal service guarantees

Go Slowly


	Third party influence

Emotional selling
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	The Analytical
· Loves figures and statistics

· Loves to shop around


	
	The Driver
· Highly organised

· Assertive

· Doesn’t muck around



	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	“More cool & remote”
	


6.13
Learn Public Speaking


Learn public speaking.  As a National Mutual staff member between 1966 and 1969 I was encouraged to join a Rostrum club to learn to become a proficient public speaker.  That experience was invaluable.  As it is said – many people would rather face death than speak in public.  That training equipped me to run client seminars, chair industry bodies and most importantly handle client communications with confidence.


It also socially shows you to be a leader that potential business prospects would engage with confidence.  I found Rostrum group training to be excellent and I have also heard good reports about the Toastmaster Group.



Rostrum Australia website:
www.rostrum.com.au


Toastmasters website:

www.toastmasters.org.au

Practicing Your Public Speaking –

I find the best way to practice your skills and keep up your confidence is to ask one intelligent question from the audience at every business seminar I attend.

6.14
Punctuality


It is essential that the adviser should arrive 15 minutes early for every appointment.  It shows respect for the client and it advertises your good organisation and reliability.  Arriving late puts unnecessary stress on the adviser which can show.  If travelling by car it also encourages the dangers of speeding.

Tip:
Arrive 15 minutes earlier from now on for every client interview.  Study your client details again and rehearse your interview prior to commencing the face to face interview.

How To Set Goals
7.1
The Whole Person Concept

It has been said that unless you set a goal any road that you take will lead you there.  The Million Dollar Round Table has espoused the whole person concept.  It is essentially a universal and non-religious concept.  Personally it is one of the most powerful concepts I have ever encountered.  Essentially it says that you must have a whole circle of goals.  The basis of the whole person concept for example is that if you concentrate on building your wealth and for example ignore your family that a divorce will undo all the good work of wealth creation that you have achieved.  Alternatively if you allow your health to suffer again being successful at work or even successful at family building may come to nothing if your health becomes a major problem.

No success at the office ever compensates for failure at home.  Take regular holidays.  Regular exercise will help you cope with stress – a jog around the block after a mentally exhausting day greatly relieves tension.  Involve your spouse / partner in your business.  Go to the Million Dollar Round Table in the USA or the Financial Advice Seminars in Australia and take your spouse / partner along at least once.  Extend your trip (e.g. overseas) to see a bit of the world.


Million Dollar Round Table has nominated a number of short term and long term goals that you need to commit to:

· Business / Activity.
· Business Assets & Liabilities.
· Family / Personal.
· Community / Industry.
· Personal Health.

I believe that goals are vital to your individual personal success.  You must commit in writing to goals and preferably show these goals to a trusted person.  The goal must be reasonably achievable in order to be accepted by an individual.  No psychiatrist or psychologist has as yet scientifically found out why but your subconscious mind drives you towards that goal.

Short term goals – that is over a one year period – are just that.  Long term goals may take decades to achieve.  It is interesting that I wrote down that I wanted to write a financial planning advice book more than 20 years ago.  I now have some spare time and I find now that I am in the process of writing that book.

The whole person concept is really a circle.  The points around the circle are family, business, community, industry, health and spiritual.  I guess for some people spiritual and community could be jointly described.  There really is no point on the circle that can be ignored.  If you allow any aspect of your whole person concept circle to get badly out of balance then everything else is affected.  With each whole person goal there really is no stipulated score you must achieve in each area.  As a guide however a 50% result (that is a pass mark) should at least be your goal.

Tip:
Remember that you can always improve.  If you think you have reached your potential, by definition you definitely have not.  It takes 21 days to change a habit, if you only change one habit at a time.
	Short Term Goals at 01.01.2012 – 31.12.2012



	1.0
	Business (Activity)


	
	1.1
	Monthly Appointment Target

	
	1.2
	Monthly Gross Income Target

	
	1.3
	Conferences for the year

	
	
	

	
	
	

	2.0
	Business (Assets & Liabilities)


	
	2.1
	Nett Assets Target for 30/06/2012

	
	
	

	
	
	

	
	
	

	
	
	

	3.0
	Family / Personal


	
	3.1
	Holiday Schedule for 2012 

	
	
	

	
	
	

	
	
	

	
	
	

	4.0
	Community / Industry


	
	4.1
	Charity Donations

	
	
	

	
	
	

	
	
	

	
	
	

	5.0
	Health


	
	5.1
	Keep Weight to 92 Kg

	
	5.2
	Tennis twice weekly and power walking three times weekly

	
	
	

	
	
	

	
	
	

	
	
	


	Long Term Goals & Dreams at 01.01.2012 – 31.12.2012



	1.0
	Business (Activity)


	
	1.1
	Attend an MDRT Annual Meeting in the USA over the next three years

	
	
	

	
	
	

	
	
	

	
	
	

	2.0
	Business (Assets & Liabilities)


	
	2.1
	Diversify my assets

	
	
	

	
	
	

	
	
	

	
	
	

	3.0
	Family / Personal


	
	3.1
	Overseas Travel:

2013  Europe

2015  Canada / Alaska

	
	
	

	
	
	

	4.0
	Community / Industry


	
	4.1
	Coach your child’s sports team

	
	
	

	
	
	

	
	
	

	
	
	

	5.0
	Health


	
	5.1
	Have a general check-up with your doctor at least every two years

	
	
	

	
	
	

	
	
	

	
	
	


7.2
True Happiness


True happiness researchers have found that towards the end of your life the one thing that human beings cherish the most is quality relationships.  Be it family, friends or business studies have now shown that human beings basically want to be loved and respected.  Ask other people, including your family members what good things happened to them today.

Persistence –

I play social tennis on a Sunday afternoon and the age of the participants ranges from 25 to 93.  I am incredibly impressed when the 93 year old comes along every Sunday and still plays reasonable tennis.  The same club also has an 85 year old who still continues to coach young players every week.

7.3
Reward Yourself


It is important to reward yourself with what I call smart holidays.  I found that I could work at full speed for say three months if I rewarded myself and my family with a short holiday at the end of those three months.  There are also several times during the year that an extra day, say at the start and the end of public holidays extends the holiday with what are normally unproductive days for yourself and your clients.  For example:  Easter, Exhibition Wednesday week in Brisbane, long weekends and Christmas holidays.  If you have school aged children take holidays when many of your clients would be on holidays also.

7.4
How to Measure Activity and Results


In the financial advice business activity leads to face to face appointments which lead to fee income.  I believe that there are only three key activities that a financial adviser should be involved with.  Everything else is better handled by quality support staff.  These key areas are:
· Making an annual business plan.
· Making appointments.
· Keeping face to face appointments.

If you are brave enough you can measure your performance historically and monitor it.  The following were my historical statistics for the year ending 31st December 2011:

Gross fees from all sources
$631,750


Number of weeks I actually worked
46.1


Number of telephone calls I made to clients
581



Which produced:


First appointments
134



Follow up appointments with the same client
53



Total appointments for the year
187


This then produced the following important statistics:



The value of each call that I made before expenses
$1,087



The value of each appointment that I made before expenses
$3,378



My hourly rate (assume an 8 hour day)
$   349


If those statistics don’t encourage you to work hard then you may be better off to stick to a salary.

The Million Dollar Round Table has a long term survey that shows that the maximum ratio of expenses to gross fee income should be no more than 30% to 35%.  Do that calculation yourself.

Prospecting –

No adviser ever has a lack of potential clients.  Many advisers fail however because of a lack of contact with these potential clients.  Remember that prospecting is a percentage game.  Every prospecting strategy has a success rate and you need to measure your success rate from:

· Acquisitions.

· Nominated referral letters.

· Seminars.

· Accountant referrals.

· Accountant joint ventures.

You can then direct your efforts towards the most profitable area.

Tip:
Don’t think about having 230 appointments per year.  Just focus on one appointment per working day and you will achieve that goal in 12 months time.  As somebody once said the way to eat an elephant is one bite at a time.
Tip:
Observe how the Coles check-out girl always asks if you want extra cash out and the Subway employee always asks if you want to purchase a drink with your sandwich.  Even a 10% success rate (that is a 90% failure rate) generates considerable additional business.

7.5
The Simple Daily Worksheet


There is an old but true cliché:  A person without a list is listless.  You can apply this to your daily goals, your yearly goals and your long term life goals.


I think it is vital to have a diary.  A diary can be either a paper based one or electronic or a combination of both.  Regardless of this it is vital to have a daily activity worksheet.  I use a simple Spirax workbook and it normally would cover approximately three months out of a year.  I am including below a typical daily worksheet of mine.  Appointments are to the left, work in progress is to the right and at the bottom of the page you can list your personal activities.  The key thing however is to work on priorities.  There are only a certain number of things you can do in a day.  If in one day you cover most of the priorities you will have had a good day.  

Tip:
Remember, don’t do the things that you want to do, do the things that you should do.
[image: image8.emf]

Tip:
If it is particularly important, stick a note on your wall, your computer screen or your fridge.

7.6
How to Write a Business Plan Easily


I have found that using an electronic Dictaphone is very efficient.  At the start of the year I categorise the sections of my business plan as follows:

· Insurance.
· Superannuation.
· Investment (non-superannuation).
· Miscellaneous.

I then dictate articles at any time but I make sure that I date them and I categorise them.  I also always take a small notebook to an industry conference or seminar.  I record the best ideas in my small notebook and then I dictate them afterwards for my business plan Microsoft Word file.  The amazing thing is in January of each year your support staff presents you with your business plan for the New Year fully edited and categorised.

Tip:
Always keep a small notebook and pen in your pocket and in your car.  Your subconscious mind will regularly throw up tasks and ideas which should not be missed.  If in the office just record on your Dictaphone.

Tip:
Industry publications and financial publications are a great source of relevant information.  As supporting information for your annual business plans cut them out, underline key parts and then have your support staff photocopy them as either priority items or non-priority items.

Client Service and Segmentation

8.1
Segmenting Your Client Base

It is vitally important to learn how to segment your client base.  The following is the system that I currently use.  It is important to base the revenue on client families not individuals.

· Platinum Clients ($6,000+ per year in revenue)

These clients must be diarised to receive at least two face to face appointments per year.

· Gold Clients ($3,000 to $5,999 per year in revenue)

These clients are diarised to receive one to two face to face interviews per year.

· Silver Clients ($2,000 to $2,999 per year in revenue)

These clients are diarised to receive one face to face appointment per year.

· Bronze Clients (Less than $2,000 per year in revenue)

Face to face appointments are to be at the complete discretion of the adviser.

Tip:
In tough economic times (e.g. the GFC year) contact your Platinum clients up to 10 times per year by telephone, email, direct mail, texts.
Our fee structure for advice only is as follows:

FEES FOR FINANCIAL PLANNING ADVICE AS AT 7.11.08
MLC NAVIGATOR



ASSET BASED FEE
       FIXED FEE







 ACCUMULATION
        PENSION


AMOUNTS 0 - $99,999




  DFP            

      DFP      

E.G. $50,000 = $475                          

        (INC. GST)        

(INC. GST)

NON SUPER





 0.95%             
    

SUPER






 

        $   39.58 PM

AMOUNTS $100,000 - $299,999


E.G. $200,000 = $1,700


NON SUPER





 0.85%                      

SUPER








         $141.67 PM

AMOUNTS $300,000  -  $599,999

E.G. $450,000 = $3,375
NON SUPER





 0.75%


SUPER




             
             
         $281.25 PM

AMOUNTS $600,000 - $999,999

E.G. $750,000 = $4,875
NON SUPER





 0.65% 

SUPER



                         



         $406.25 PM

AMOUNTS $1M - $1,499,999
E.G. $1.25M  = $6,875

NON SUPER





 0.55%

SUPER








         $572.92 PM

AMOUNTS $1.5M - $1,999,999
E.G. $1.75M  = $8,750

NON SUPER





 0.50%

SUPER








         $729.17 PM

AMOUNTS $2M - $2,499,999

E.G. $2.25M = $10,125

NON SUPER





 0.45%

SUPER








         $843.75 PM

AMOUNTS $2.5M - $3,999,999

EG. $3.25M  = $13,000

NON SUPER





 0.40%                    

SUPER








      $1,083.33 PM

AMOUNTS $4M - $6,999,999

EG $5.0M =  $17,500

NON SUPER





 0.35%

SUPER








      $1,458.33 PM

AMOUNTS $7M - $10M

EG $8.5M = $25,500

NON SUPER





 0.30%



SUPER 







      $2,125.00 PM

Tip:
An account based pension is designed to run out at a client’s life expectancy.  An asset based fee makes the adviser share the pain of the inevitable market downturn of the client’s account balance.  

Over reasonable time frames (say seven years plus) accumulation accounts do increase.  Account based pensions are designed to decrease with regular monthly withdrawals.  If you don’t switch fees from asset based to fixed you are paid a decreasing fee for what is usually an increasing service requirement.  

When a client retires and commences a superannuation account based pension I move his current asset based fee to a fixed fee.  This fixed fee may be CPI adjusted each year or renegotiated say, every three years.  The reason:  Accumulator clients (that is prior to retirement) make only moderate service demands on an adviser.  On retirement however this often changes.  Whereas the client has been too busy running a demanding profession or business, now they have time to read (mostly negative) press.  This is also the last money they can save and they worry they will outlive their money.  They also need lump sums, for example say $50,000, for an occasional world trip.

8.2
Business Success is About Relationships

The Pareto’s principle says that 20% of your clients provide approximately 80% of your income.  Note also that business success is about relationships not hours worked.  Platinum clients refer you to Platinum prospects whereas Bronze clients refer you to Bronze prospects.  If the optimum number of clients that one adviser can reasonably service is say 150, why not have 150 Platinum clients?  You will make more money with less stress.  They should ideally be reviewed face to face twice a year.  This means 300 appointments:


300 appointments ÷ a work year of 45.3 weeks =

6.6 on average









appointments per week

This is just manageable.  In fact as time goes on and your client base builds you should look to sell your Bronze clients periodically to other advisers or move them to a junior adviser within your organisation.

8.3
Do Only What You Are Best At


Advisers are best at three functions:

· Making a business plan.

· Making appointments.

· Keeping appointments.

Your support staff can do everything else better and more cheaply than you can.  Delegate but don’t forget to follow up priority tasks.  Don’t give out your mobile number to other than vital clients in vital situations.  The reasons:

· A client gave me his mobile and I rang him once in Indonesia in the middle of the night which was quite embarrassing.
· A client rang me on my mobile but missed me.  We played phone tag a number of times without success and eventually when we did speak he simply informed me that he needed some paperwork to change bank accounts.  This could all have been done if he had phoned my office direct.  In fact this wasted his time and my time.  

· I believe that of every 10 contacts your clients have with your office (that is your client service officer) 9 out of 10 of those inquiries can be handled quicker and more efficiently by your quality support staff.  This then frees you to concentrate on the 1 in 10 inquiries that can only be handled by yourself.

Support Staff Appreciation –

Tell your loyal support staff that they are appreciated:

· A half hour update with your client service officer every one to two days.

· Pay good staff above average remuneration.

· Generously sponsor a mid-year lunch and an out of office Christmas party.

Tip:
Always have one of your staff confirm each appointment one or two days in advance.

Tip:
A holiday means leaving home and turning off your mobile phone.  It also means never contacting your office.  As somebody once said:  What are you going to hear that will make you feel any better if you contact your office?

Outsource client enquiries to the relevant insurance company / the relevant administrative platform etc.  Don’t do them yourself.  Send an email saying please find attached a client enquiry.  Please reply direct to our client with a copy of your reply for our files.  Make sure you delegate, but follow up in your diary.

Tip:
If life company or administration platform staff under perform don’t berate them.  Calmly register your disappointment and ask them to lift their game.  Remember to praise good performance.  Remember the old saying:  You will catch more flies with honey than you will with vinegar.

8.4
Birthday Cards


Birthday cards are old fashioned but I find they are one of the most appreciated communications of all.  Don’t send Christmas cards to clients as everybody sends Christmas cards and their appreciation is diminished.  You must have access to birth dates to send birthday cards and usually only family, close friends or trusted advisers have that information.  Remember that a birthday card must arrive on time.

8.5
How to Dress


There is a term called “power dressing”.  I was taught that a businessman wears a suit or at least a jacket and tie.  You can always leave your coat off or remove your tie.  My suggestion is that you change into casual clothes as soon as you get home.  There is a good example of a law firm in the United States of America which switched from business attire to casual dressing and their fee income started to fall from that point.  Ask yourself why defending Barristers always dress their working class clients in a suit?  It is to make them more believable to a jury.

8.6
There are Two Types of Service


The two types of service are as follows:

· Expected Service
Clients very much notice if it is missing.  For example most clients want to be contacted at least every year and many prefer being called every six months.

· Unexpected Service
For example: An additional newsletter to good clients; a special mailing with an article to use for a target market; birthday cards etc.

I believe that most practitioners say 80% attempt to provide an honest and dependable service to their clients.  It doesn’t matter which discipline you are involved in:  It could be financial advisers, it could be politicians, it could be clergymen, it could be medical practitioners.

The difficulty is that among the other 20% I believe 10% are incompetent and unfortunately another 10% are dishonest.  Unfortunately the 20% in every profession at different times give a bad name to the 80% who are doing their best.


Tip:
It is important with clients to under promise and then hopefully over deliver, not the opposite


A Most Important Tip:


Tip:
Never put your own interests ahead of the interests of your clients.

How to Handle a Client Divorce –

Divorce is a very sensitive time for clients and sadly 50% of marriages end this way:

· Stress your impartiality.

· Offer to interview them separately.

· Keep them both informed where joint assets are involved.

It won’t work all the time but I have been able to retain both ex-husband and ex-wife as clients most of the time.

Tip:
Once emotions have settled and property settlements have been made you often end up with two families as clients rather than one.

8.7
Using an Electronic Dictaphone

One of the best ideas I ever stole from somebody else was to use a Dictaphone.  The spoken word is quicker than computer typing and voice recognition software (e.g. Dragon Dictate) has added a new dimension.  I dictate as follows.  A summary of:

· Telephone discussions with clients.

· Face to face reviews with clients.

· Ideas on a day to day basis for my annual business plan.

Being electronic I can export the data to my support staff every day.  In fact one of my support staff works from home.  She is able to transcribe then export back to my office.  Remember a Dictaphone is very effective for client service and compliance requirements, makes you fluent and concise and saves huge amounts of time.

Tip:
Lawyers advise us that for compliance purposes he who can produce a genuine file note usually wins a litigation dispute.

Tip:
The first thing I do after a client face to face review is to summarise the discussion.  It then goes straight to my support staff for action items and to prepare a draft Statement of Advice for my review.

Tip:
Each Dictaphone comes with its own software.  If you have to buy a new model you may have to relearn new software.  Dictaphone handsets wear out and get lost – best to buy a couple of spare handsets.

8.8
Prioritise when Handling Mail, Faxes, Emails, Texts etc 

Almost every day I deal with mail or emails between 12:00 noon and 1:00 pm or 1:00 pm and 2:00 pm.  This is lunchtime for most people and you are least likely to be interrupted by a client phone call or a staff member at that time.  

Establishing priorities is the basic ingredient of time control and efficiency.  You need to identify the three or four priority tasks of each day.  Do what you should be solving not what you like doing.  If you only achieve your three or four priorities you have had a very successful day.  Leave everything else to the next day when a new list of three or four priorities may well apply.

Tip:
Have your staff perform email etiquette.  For every personal or client email send this reply:  “Thank you for your email.  Ian will respond as soon as possible.”

Office Organisation –

Don’t forget that everything has a number, whether it is an insurance policy, a superannuation account or an investment account.  Make it easy for yourself and service staff by always referring to a number.  Describe it in your correspondence and in your internal file notes.

How To Exit The Business With Dignity And Money
9.1
Would You Sell Your Family Home Yourself?


In January 2010, at the age of 62, I decided for a number of personal and family reasons I wanted to sell my business.  I had previously had discussions without success on part-time sales and mergers with other boutique firms.  It suddenly dawned on me that selling my business was like me selling my family home.  I was too emotionally involved and fruitless discussions were taking up valuable client time.  My solution:  Use a well referred national financial advice broker.  


My respected referral sources led me to Alan Kenyon.  My requirements:

· A full sale with me as sole Principal and Adviser agreeing to a two year transition contract.
· Job offers for all my loyal quality staff.
· The sale of my Bronze class clients immediately.  These totalled 300 in number.
· A reasonable price for my Platinum, Gold and Silver clients based on a multiple of recurring revenue.

The process began with Alan Kenyon requiring in-depth business statistics from me.  He said: “I will find you the potential buyers, I will financially screen the potential buyers, but then you must find through final interviews the firm that offers you a reasonable price but most importantly has the best cultural fit with the business you are selling.  You must expect some problems and disagreements.  If the two firms have a similar culture you should be able to solve these problems.  However if your cultures and personalities clash you will never solve these problems.”  This advice proved to be invaluable.  The result:

· The Bronze class clients were sold within one month.

· It took nine months to find the right buyer and the broker did most of the work.

· The cultural fit was right.

· All my staff were offered ongoing roles which they accepted.

· The price was based on a multiple of recurring income and at a reasonable level.

To date:

· The buyers (new owners) are happy.

· The sellers (my wife and I) are happy.

· Our staff are happy.

· Our clients are happy.

Tip:
My long term accountant and lawyer were regularly consulted concerning all contractual and taxation matters.

9.2
Why You May Get a Better Sale Price from a Listed Institution


A good price for a well run financial planning business is currently three times recurring income.  For example:  

Recurring income from all sources 

(insurance and investment) 




$500,000 per year

$500,000 x 3 = Sale Price




$1,500,000


This equates to EBIT (earnings before income tax) method as follows:



Nett profit – say 60% of $500,000



$   300,000


Sale Price – say $1,500,000 therefore EBIT multiple



is $1,500,000 ÷ $300,000 (i.e. 5 times)


Well run public companies (banks and insurance companies) command multiples on the Australian Stock Exchange of 10 to 15 times their earnings.  In simple terms therefore if the financial planning subsidiary of a bank can buy quality boutique financial planning practices and successfully integrate them they may in time double their purchase price (say multiple of 5.0 EBIT) for their shareholders.  That is to 10 to 15 times valuation.

Tip:
The warning is that if the sale creates a cultural clash there are no winners.

Some of my favourite famous quotes:
Our stay put behaviour reflects our view that the stock market serves as a 
relocation centre at which money is moved from the active to the patient.  
Warren Buffett (1991)

We simply attempt to be fearful when others are greedy and to be greedy 
only when others are fearful.  
Warren Buffett

The creation of the first index fund by John Bogel was the equivalent of the 
invention of the wheel and the alphabet.  
Dr Paul Samuelson – Massachusetts Institute of Technology (2005)

If your outgo exceeds your income your upkeep becomes your downfall.  
Million Dollar Round Table

The three secrets to sales success are as follows:

Secret 1

See the people.

Secret 2

See the people.

Secret 3

See the people.

Grant Taggart – Million Dollar Round Table (Past President)
The triumph of evil requires only that good men do nothing.  
Edmond Burke

It is not the strongest of the species that survives nor the most 
intelligent that survives.  It is the one that is the most adaptable to change.  
Charles Darwin (1809 – 1882)

Life is mostly froth and bubble, two things stand like stone – 
kindness in another’s trouble, courage in your own.   
Adam Lindsay Gordon (1833 – 1870) Australian Poet, Jockey, Politician)

Assumptions are the termites of relationships.  
Henry Winkler (aka “The Fonz”)

There are old financial advisers and there are bold financial advisers 
but there are no old bold financial advisers.

Anonymous
Investing should be more like watching paint dry or watching grass grow.  
If you want excitement take $800 and go to Las Vegas.

Paul Samuelson

Wed  28/2/12
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