Section 4

The financial planning and advice process

It is essential that the client understands the terms on which any business will be transacted, and advisers will hand over a terms of business letter.

The relationship will be built on trust and part of the trust will be confidentiality with which the adviser will treat the customer's personal and financial information. Some of this will be covered by The Data Protection Act 1998 and the adviser should make it clear that the clients information will be kept confidential at all times unless there is a legal requirement for it to be revealed.

The adviser must be aware of all the major consumer protection legislation.

Savings and investments

There is a well-established way that savers and investors build up and hold their assets:
•    First stage - cash; current account to ensure that they can gain access to their money;
•    Next stage - short term investments: instant access bank and deposit accounts giving a higher rate of interest with the ability to withdraw in case of an emergency;
•    Next stage - products with less flexibility but a greater rate of return, eg fixed term bonds;
•    Next stage - greater long-term potential but at a risk of short-term loss, eg shares and other equity linked investments.

Financial Life cycle:

•    School-age young people, they may be attracted by small lump sum or regular savings schemes; it is typical for accounts to be opened for young people by grandparents or other relatives, at birth or later as birthday gifts. National Savings and Investments products (including Premium Bonds) and building societies are popular homes for such savings. Stakeholder pensions can be opened on behalf of children, from birth onwards.

•    Teenagers and students, at this stage, few young people have any surplus income, although some who have started to work full-time or during holidays may be able to accumulate savings. Some may borrow to purchase a car or to fund a holiday. Many students now have to borrow to finance their college or university studies, mainly through special schemes established for that purpose.
•    Post-education young people, the ability to save increases for those in employment, with the possibility of higher incomes as careers progress. If they establish a home of their own (often initially by renting), their savings may be modest at first. Some may decide to save towards a deposit for their first house purchase. Short-term accessible saving schemes are their most likely choice. Many telephone-based and Internet-based financial services are aimed at this market.

•    Young families: although statistics indicate that fewer young people today get married, many still form relationships and raise families. This often leads to increased borrowing, particularly for a mortgage. At the same time, income may be reduced if one partner gives up work to look after children, or alternatively outgoings may increase if a childminder is employed. Similar factors affect the growing number of one-parent families. Whatever the situation, there is often little scope for savings at this stage. Protection of the earners' income against illness or death becomes very important. Young people should also begin to think about pension provision, though in practice very few do.

•    Established families: as families settle into an established lifestyle, they tend to become better off financially. There may be a return to a two-income situation. People often trade up to a larger house, increasing their borrowing accordingly. Creditworthiness may improve, enabling greater borrowing for cars and household goods. This is also the beginning of the time when wealth may be increased by the receipt of inheritances from the estates of parents or other relatives.

•    Mature households, this is generally the period of highest earning potential, and outgoings may also decrease as children leave home and mortgages may be paid off. At this stage, pension provision becomes a priority for many people as they begin to realise that they may not be going to have as high an income in retirement as they had hoped.

•    Retirement: prior to retirement, most people's financial planning is centred on converting income into lump sums (or lump sums into bigger lump sums). At retirement, when income from employment ceases, the focus changes: the requirement is now to produce income from capital. Other factors also become more relevant. For instance, the need to prepare for possible inheritance tax liabilities should be considered. Similarly the cost of health is, and possibly long-term care in old age, may become an issue.

4.1 Gathering information

The  Financial  Services and  Markets Act 2000  oblige  advisers to  'know your customer' and advisers must be able to identify the client's needs.

The adviser's responsibility in completing the factfind is to define the client's needs and objectives quickly and accurately and they will ask questions relating to:
• the client's existing and future needs;
• their ability to provide for them;
• their attitude to providing for them;
• the client's objectives.
The factfind should look at both the client's circumstances and preferences.

4.1.1 Clients circumstances

These relate to three areas:
• personal details;
• financial details; and
• objectives.

4.1.1.1 Personal and family details Personal details

• name, address, telephone number;
• date and place of birth, also details of domicile/residence if not UK;
• marital status (or long-term relationship);
• state of health.

Family details

They are important for a number of reasons:
•    there may be family members who are or who will be financially dependent on the client;
•    the client may become the beneficiary of gifts or trusts;
•    the client may wish to become a donor, now or in the future;
•    from a marketing viewpoint, there may be an opportunity for referrals to family   members.
The most important group within the family is children and the need to ensure that the appropriate level of advice is given to protect the family unit in respect of death and disability as well as future savings.

4.1.1.2 Financial situation Employment details

•    occupation and employer;
•    basic income, other income, benefits in kind;
•    pension, life cover, sickness schemes, etc reveals what pensions etc are already available, and which need to be provided or topped up.

Income and expenditure

• amount of income that needs protecting on death and illness;
• indicates the spending patterns of the client;
• identifies any surplus income that can be used towards the list of needs.

Assets

The following details will be required:
• ownership, ie single ownership or jointly owned;
• purpose of the investment;
• type of investment, eg property, deposit in a bank account, pension policy or  fund;
• size of original investment and date;
• current value and/or projected future value;
• rate of return (if any);
• type of return, eg capital growth or income, and fixed, guaranteed or variable;
• tax status of the investment or other asset;
• options available and/or penalties;
• sum assured and/or lives assured and maturity dates;
• name of the institution.

Existing assets may indicate the risk profile of the client

Liabilities

This will include the following:

• lender;
• amount of loan;
• balance outstanding;
• original term, and term remaining;
• type of loan, eg secured, unsecured (and if secured, on what);
• amount of monthly or other periodic payment;
• rate of interest;
• repayment method;
• protection of capital or payments.

4.1.1.3 Plans and objectives

Personal and family and the financial situation are concerned with the gathering of hard facts ie tangible items and people.

The client's objectives tend to be intangible: here the aim is to find out:
•    Why?
•    How

These are used to discover the client's feelings about:

• what they have;
• what they wants; and
• where they want to go from a financial point of view.

They are known as soft facts and the adviser will need to know the following:

•    how the clients feel about their current arrangements, or lack of them in each area;
•    their objectives within each area, now and in the future;
•    why they have certain arrangements, or goals or views;
•    their willingness to take action in each area;
•    the likelihood of change in their situation.

Having knowledge of the client's feelings about their situation and their existing arrangements will help build an understanding of the client in a number of ways:

•    by discovering the reasons behind the client's existing arrangements, which in turn may indicate the client's level of understanding of their finances;
•    by determining the level of the  client's interest in their situation,  their motivation to improving their situation and their likelihood of taking action;
•    by ascertaining the client's views on  a  number of possible alternative solutions; this will help in constructing acceptable recommendations.adviser establish an order of priority. This stage will see a process of two-way discussion and agreement.

4.3 Recommending solutions

What we are aiming to achieve is to help the client to:

• put the right amount of money;
• in the right form;
• in the right hands;
• at the right time;

Each of these four areas is important to the matching needs. Once these fours aims have been satisfied then the adviser can give consideration to the following areas when creating a recommendation:

state benefits;
existing arrangements;
affordability;
taxation;
risk;
timescale;
flexibility.

4.4 Implementing solutions

4.4.1 Presenting recommendations

The first rule is to keep it simple and avoid using jargon.
The adviser must ensure that they have a planned way of presenting so that they cover all of the areas, many of which are mandatory under the Financial Services and Markets Act 2000.
The best way is to proceed on a set by step basis through each product and this will ensure that the features and benefits are explained to the client. There are a number of steps:

•    the purpose of the product and the client's needs that the product will address;
•    the benefits that the client will enjoy;
•    the risks and limitations inherent in the product;
•    any options that exist within the product that may be appropriate to the client;
•    a summary of reasons why the product is being recommended.

4.4.5.1    Proactive servicing
The adviser instigates action by contacting the clients to discuss their needs, eg salary review, job change or taking up recommendations that previously unable to take advantage of.

4.4.5.2   Reactive servicing
As a result of a request from the client however the request may not be receive direct from the client, eg notification of non-payment of premiums or request by the next of kin to sort out the death claim.
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